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BSEC: Bangladesh Securities and Exchange Commission.
BICM: Bangladesh Institute of Capital Market.

DSE: Dhaka Stock Exchange Ltd.

CSE: Chittagong Stock Exchange Ltd.

ICARB: Institute of Chartered Accountants of Bangladesh.
IAS: International Accounting Standards.

[FRS: International Financial Reporting Standards.

BAS: Bangladesh Accounting Standards.
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- Banghadesh Securitivs and Exchange Commission

' Jiban Bima Tower (14, 15, 16, and 20% Floor)

1 10 Dilkusha C/A, Dhaka-1000
Bangladesh

Mo SECTOMRERCTV0S-193/146 Dated: July 21, 2013

DIRECTIVE

Bangladesh Securities and Exchange Commission hereby repeals s Directive Mo
SEC/CMRRCD 2009-193/21 dated February 14, 2010,

This shall have immediate effect;

By order of the Bangladesh Sacurties and Exchangs Commission

r
%W
Prof, DF. M. Khairul Hessain
Chalrman.

Distribution:
1, Dhaks Stock Exchange Lid.
2. Chittagong Stock Exchange Lud.

Flane [PABX)E 0268-01 $36R£107-3, 008800 9561505, Fax: (03610 9583720, TIMBIK, Webs www.sechd aeg
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RANGLADESH SECURITIES AND EXCHANGE COMMISSION
NOTIFICATION

Dated the July 21, 2013

Mo, SEC/CMRBRCIVZMNG6-158147/ Admin/48—In exercise of the power
conferred by section 2CC of the Securities and Exchange Ordinance, 1969 (XVII
of 1969), the Bangladesh Securities and Exchange Commission makes, the
following amendments to the previous Notification No. SEC/ACMBRCDVZ006-
158/134/Admin/dd, dated 07 August 2012 published in the Bangladesh Gazette
on 30 August 2012 regarding Corporate Governance Guidelines, namely—

. In condition 4, the following new clavuse (ix) shall be added after the
clauze (viii), namely:
“lix)  Audivcertiication  services on  compliance of corporate
governance as required under clause (i) of condition No, 7.7

2. In the 'Explanation’ i clause {i) of condition Mo, 7, the words
*Chartered Accountants Act, 1949 (Act Mo, XXXV of 19499 shell
be replaced by the words “The Bangladesh Chartered Accountants
Order, 1973 (President’s Order Mo, 2 of 19737

By order of the Bangladesh Securities and Exchange Commission

PROF. DE. M. KHAIRUL HOSSAIN
{hairman
cams o e (Semiha), %H.;-ﬁﬁlﬂ u:qmm ey YEeiTer, Cweite, Wt ande gEE
TR TR (BRI, SetES, M v 6 e e,
cEErile, T TES ZHEE | web site: www. bgpress.gov. bd
§ qowa )
0 & B B.oo
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Bangladesh Securities and Exchange Commission
Notification
24 July 2013

No. SEC/CMRRCDSZ01222514% Admin/50:—In exercize of the power
conferred by section 33 of the Securities and Exchange Ordinance. 1969 (XVII
of 1969), the Securities and Exchange Commission makes, with prior
publication, the fellowing Rules, namely:—

1. Short Title.—These rules may be called the Bangladesh Securities and
Exchange Commission { Research Analyvsis) Rules, 2013

2. Definitions —(1) In these Rules, unless there is anything repugnant in
the subject or context—

{a) “Commission” means the Banpgladesh Securiiies and Exchange
Commission.

(b} “Company” means a company as defined in the Companies Act, 1994
{Actof 18 of [994)

{c¢) “Ordinance™ means Secursitics and Exchange Ordinance, 1969
(Ordimance Mo XVII of 1969).

(d)" “Research Analyst™ is a person emploved by a stock dealerbroker or
merchant banker of asset management company or investment adviser
or mdependent research finn who analvses and evaluates mvesiment
in securities and then prepares written reports including investment
recommendation through rating syvstem  reflecting  the  analyst’s
research.

(o5as)
T BB oo
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(e}

(f)

(%)

(h}

(i)

“Merchani Banker”™ means a merchant bunker as defined In the
FifeBlle ¢ gusa sl (W09 ksl e Hforfers aic)

fafiprter, ynan

“Stock-Dealer/Stock-Broker™ means a stock-dealer or stock-broker of
an exchange who is é‘lmrﬁd with the Securities and Exchange
Commission under the WEERMGy o agre ofivm (Wa foam, T3
@ e wamee gfefl) Bfem, 1ooo

“Aszzet Management Company” Means an asset management company
whao is registered with the Securities and Exchange Commission under
the ﬁrﬁﬁﬁﬁm 9 wErse e (frggrame m) , 2003

“Investent Adviser™ means an investment adviser as defined in the
Securities and Exchange Ordinance, 1969

“Independent Research Firm™ means a boutiques that is a legal entiry
and not linked with any Merchant Banker, Asset Management
Company, Stock-Dealer/S{ock-Broker, Invesiment Adviser and sell its
research to others on a subscripion or other basis.

(1) Words and cxpressions uesd herein and not defined, but defined in the
Securities and Exchange Ordinance, 1969 (XVIl of 1969). the F=ERlw
EPIEW FEE WA, dhhe (Shhvs FEFE 3¢ W WEA), the Rules and Regulations
made under the said Ordinance and Act, and the Companies Act, 1994 (XVIII of
1994) shall have the same meanings respectively assigned to them in the said
Ordinance, Acts, Rules and Regulations.

3. Institutions Eligibie for publishing Research Report.—The following
institutions are cligible for publishing research report—

(11 Merchant Bankers

(2} Stock-dealerStock-broker

{3) Asset Management Companies

(4)  Investment Advisers

(3} Independent Research Firms

Provided that every eligible institute shall have a separate research team
consists of af least 3 (three) members including a Head of Research,

ALso provided that Independent Kesearch Firms shall have at least 3 {three)
Research Analysts under the sopervision of Managing Director/Chief
Execative OfTicer (CEONHead of Research,

Further provided that Investment Advisers and Independent Research Firms
shall obtain registration certificate from Bangladesh Securities and
Exchange Commission.

wi,,.“am il aferawe 1030-2058
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4. Qualification of Research Analvst—(1) Any person seeking 1o become
research analysis must possess relevant academic/professional qualification such
as CFA/CPA/CA/CMAICS/MBA/MBM Masters in Economics or Accounting or
Finance or management or Marketing/Certificate from BICM in relevant ficid.

2) At least 3 (three) vears experience in the capital market/financial markei
related erganization.

Provided that anybody having Master’s degree 'n other discipline along
with foreign training and 5 (five) years working experience in a capilal
marketfinancial market related organization shall also be eligible to he a
research analyst.

1) Head of Research must have required qualification in sub-rule (1) and at
least 5 (five) vears working experience in capital market/financial market related
organization,

5. Disclosure of conflict of Interest—The Research Firm/Analyst must
make full and fair disclosure of all matters that could reasonably be expected o
impair their independence and objectivity or interfere with respective duties to
their clients and prospective clients, The company and the mnalyst must ensure
that such disclosure are prominent, are deliversd in plain language, and
communicated in an effective manner to clients and prospective clients. Such
disclosure must includs but not limited to the followings—

1y Whether (s)he had any merchant bankingfinvestment banking
relationship with the company being researched in last 12 {twelve)
months and also any potential relationship i next |2{twelve)
months. 1F so, disclosure must include name of the company being
researched, relationship nature and date of appointment.

1) Whether the analyst and histher employer are engaged with any Kind
of relationship with the company is being researched which will
generate them any fee or financial inferest,

3} Whether the analyst, his'her dependents and histher employer hold
any position in that particular stock at the time of publishing the
report. If o, disclosure must include number of common shares
holding including latest date of acquisition.

4} Research staff, analyvsts and, research supervisor as well as the
company employing them must disclose {any other conflict of
interest that may be applicable) any other actual, material conflict of
interest of which s(he) or it knows or has reason to know at the time
of publication of the research report or at the time of the public
appearance.

affifer aferaw aose-3038
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5} Besearch Firmd/Analyst must disclose in ifs research reports if it or its
affiliates managed or co-managed a public offering of equity
securities for the subject company in the past 12 (twelve) months.
Additionally, the firm must disclose if it received compensation for
any merchant banking/invesiment banking services from the subject
company in the past 12 (twelve) months.

6) The front page of a research report must either include the
disclosures required or must réfer to the page(s) in the reporl on
which egch disclosure is found.

6. Restrictions.—1) The research firmfanalyvst and hisher dependents’
employer cannot trade in the securities of the company whose report they arc
preparing for 30 (thiry) dayvs before and 5 (five) davs after the launching’
publishing the report, The research firm shall not publish a rescarch report and
shall not make a public appearance regarding a subject company tor which it acts
A5 I55Ue mAansper, co-1ssue manager of underwriter of an initial public offering
for 30 calendar davs following the first date on which the security will be offered
to the public.

23 Compensation of analysts, including salary, bonus, any other form of
compensation, $hall not be tied to specific merchant banking/investment banking
fransactiens.

31 The research Drm/analvet shall be prohibited from offering or threatening
to withhold a favorable report or a specific price target to obtain merchant

banking/investment banking business or compensation from a company.

41 The research FfArmfanalvst shall nol  participate  with  merchant
bankers/investment bankers in gencrating investment banking business.

7. Research Standard.—Every Rescarch Firm/Analysts should have the
following research standards

iA) Diligence and Reasonable Basis ;

) Exercise diligence, independence and thoroughness in analyzing
investible securities and making investment recommendations,

2}  have a reasonable and adequate bBasis supporied by appropriaie
rescarch  and  investigation, for amy investment analysis,
recommendation or action.

1) Make reasonable and diligent efforts to avoid any material
misrepresentation  in any  research report  or investment
recommendation.

okl T ot aose-3008
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(B) Communication with clients and prospective clients :

1) Disclose to clients and prospective clients the basic formal and
general principles of the investment processes used (o anabvze
investments and must promptly disclose any changes that might
materially affect those processes.

2} Use reasonable judgment in identifying which factors are important
to their investment analysis, recommendation or action and include
those factors in communication with clients and prospective clients.

1) Dristinguish between fact and opinion in the presentation of
investment analysizs and recommendations.

4y  Disclose the valuation method used to determine the price target
and a disclosure concerning risks that may impede achievement of
the price target.

(C) Record Retention :

Develop and maintain appropriate records/facts for at  least 7 (seven)
years to support their investment analysis, recommendations and other
related communication with clients and prospective clients.

Provided that if any research firm/analyst publish any report without

reasonable and adequate basis supported by research and investigation,
aiming to manipulate the market, i's(he) along with the emplover will be
Jointly and severally liable and punishable under the applicable secunities
law of the country,

(D) Independence and Objectivity :

Lse reasonable care and judgment (o achieve and maintain independence
and objectivity in research activities. Research analyst must not offer,
solicit or accept any gift, benefit, compensation, or consideration that
reasonably could be expected to compromize his'her own or snother's
independence and objectivity.

(E} Material Nonpublic Information :

Rescarch Analyst who possesses material nonpublic information that
could affect the value of an investment must not &ct or cause others to act
o the information.

(F) Lovalty, Prudence, and Care ;

Research Analyst must act for the benefit of their clienis” interests before
their employers’ and their own interest,

#@34 71 aferawe yose-3058
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{Lz) Fair Dealing :

Deal fairly with all clients when providing investment analysis, making
investment recommendations. Rescarch report must.be disseminated
after trading hour of the stock exchange(s} in such & manner that all
clients have a [air opporunity (o act on every recommendation

(H} Conflict of Interest ;

Best practice iz o avoid conflict of interest of between all the related
parties. When conflicts cannot be reasonably avoided, disclosure must be
provided as mentioned in Rule 5.

B, Dther disclosures,—{A)} Every research report shall contain at least the
following in sddition to the analysis and evaluation of o particular stock :
1} Credentials of Research Firm
2}  Short Bio-Data of Head of Research and Research Anslysts who
are working with firm.
{B) Disclosure during analysis in public appearances :

During Public appearance, such as television-radio interview, and other
print and electronic media, analysts must disclose if they {or member of
their family and dependents) or their firm hold a position in shares of the
company being discussed.

9. The contents of a rescarch report should, infer alia, include the
following—
13 Investment rationale

21 Methodology

1) Investment risk

41 Investment recommendations

51 Target Price

6} Absolute and relative valuation based on forecasted financials,

10, Research Analyst’s meeting with the company being researched :

Research Analyst must conduct meeting with the management of the
listed company being researched. The company being researched must
facilitate the meeting and provide necessary information and documents,

#@;4 71 aferawe yose-3058
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11. Power of the Commission to issue Order/Directive—The
Commission, in the public interest, at any time, can issue order’directive

regarding these rules.

12. Indemuity—MNotwithstanding anything of these rules 15 contrary to
other rules, regulations and’or notifications, these rules shall prevail.

By order of Bangladesh Securities and Exchange Commission

Prof. Dr. M. Khairul Hossain
Chairman.
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MNOTIFICATION
Aupgust 18, 2003

Mo, SECTCMRERCDZO0E-193/1 50/ A dmin/ : Wheeeas, the Banpladesh Securitics
and Exchange Commission deems it fit that the consent already necorded by the
Commission, of 1o be sccorded by it in finure, 1o the issue of caplal in Bongladesh, or to
thi public affer of secarities for sale, should be subject fo certain ferther canditions i the
imterest of investors and the capital market;

Now, thesefore, in cxercise of the power confirred by section 2CC of the Securitics and
Exchange Ovdinance, 1969 (XVII of 1969), the ‘Bangladesh ‘Securities and Exchange
Commission hereby imposes the following guidelines for revaluation of assels to the
consent already accorded by it, or to be secorded by it in fllure, to the ssue aof copital in
Bangladesh, or 1 the public offer of securities for sale:

A. General Reguiremenis:

l. The decision of valuation and appointment of the valuer shall be taken by the hoard
of directors of the company concemed, The board decision should clearly mention,
emoag others, the purpose of valuation and the asser classes to be revalued:

2, The valuer ahall submit the valuation report to the board along with o] workings and
documents and the board sholl decide next-course of action. [f the board decides for
finencinl reparting of the valuntion, it shall instruct the management of the company
b0 do so meationing the reparting period;

4 The valuee shall provide o report and faimess opinion duly signed by its chiaf
executive which shall form integral pan of the valuation repors. In their repart, the
valuer shall confirm that the valuation has been underaken in sceordance with ik
Intermational Valuation Stendards (IVS) and that they have maintained the
Fundamental Principles of Ethicn]l Conduct namely  Intecrity, Objestivity,
Compelence, Confidentinlity and Professonn] Behavios regarding the valuation;

4. The revalued nmounts of nssets and liabilities shall be included in the financial
statements in accordance with the applieable provisions of Bungladesh Accounting
Standards (BAS) and Bangladesh Financial Reporming Standards (BFRS). The
valuation reporl sholl be presented os ammexure of the fnancial statements of the
period in which the valustion bas boen made;

3. After preparation of the financial siatements, the manogement sholl handover the
samie to the suditars along with all woekings and documents peovided by the valoer:

6. The auditor shall examine all relevant documents and fumish their opkfion i the
auditors” repart regarding whether the valuntion report has been prepared and treated

1
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in peeoedance with Dangladesh- Accounting Standards (BAS) and - Badgladesh
Financial Reporting Standards (BFRS) and ather applicable lows, roles, rejulations
and guidelines or not. They shall-also cenify whether proper accounting trestments,
including provisions, tax and ofher liahilitics, have been made in the financial
statemanis bo comsider the valuatian or not; ?

7. The management of the company concemed shall extend: all co-operations 1o the
viduer and the audiors regarding the valuation: and: suditing: The veluer shall also
cooperate the auditors for clarfication of the valuation:

8. Time-lag between two valustions for the same. class of assets shall not be less than
thres years; provided that no upward revalistion of an asset shall be made within two
yenrs of fts acquisitian; : i !

%, Upward revaluzstion of the fellowing assets are nod allowed:

L. Leaschold lands and buildings on such lands having no transferring rights,
total leasa period helow 99 years &nd remaining lease period below 10
YeaTs;

ii.  Plants and machineries acquired in-second hend condition, acquired in
brand new condition but having remaining econtmic life of Jess than $0%
of its total wseful life, a5 estimated m oguisidon;: vhelic

ifi. Tin-shed buildings; buildings baving remaining econcmie Kife of bess than
5% of s olal ussfil Tife, a5 estimated-abconstruetion; alesd o0

iv.  Vehicles, fumiture & finings; office equipments; looss tools and-intangible
asselss ]

10, Mo dividend shall be issued oul of any revalustion surplus;

11. The valuer shall be a partnership firm or & company registered with the Rejgistrar of
Joint Stock Companies and Firms;:

12, The valuer shall be independent from the company, its directors, suditors and other
slakeholders; ;

B. Disclosure Requirements:

The valustion report shall be prepared in & manner 5o that it can communicate the
mformation necessary [or proper understanding of the valsstion. A valuation report shall
mat be ambiguous or misteading and shall provide the intended reader with: a clesr
understanding of the valuntion,

To provide comparability, relevance and crodibility, the valuation report shall ses out a
clear and accurate description of the scope of the WWH and intended wse,

2
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confirmation of the basis of vilue used and disclasure of any assumptions, special
assumpiions or limiting conditions that directly affect the valuation,
Among eibers, the following Infu;mul_'inn shall be disclosed in o valuntion report:

[. Identification ol the valuer and confirmation of eompelence:;
A statement confirming the competence of the valuer shall be included. IF the
valuer hns obtained asgistance from others in relstion to any aspect of the
engagement, the nifure of such assistance end the extent of relisnce shall be
reegrded in the report. Mames, qualifications and experiences of all the persons
invalved in‘the valuation process have 1o be disclosed:

=8

Idennification of the cliont and sny other intended users:
The perty commissianing the valuation shall be identified together with dny other
parties whom il iz intended may rely on the valuathon;

3. Nature of instructions and the purpose of the valuation:
Detnils of instructions recgived from the client regarding the job. shall be sated
along with the purposs of the valistion, .
4. Tdentification of the assel or liability 10 be-revalued: 2
Where a valustion is required of assets that are hedd in coajunction with ather
complementury or related assets it shall be clearly defined whether it is the group o
portfolin that is 1o be valued oo the. individual assetss If the laner, it is also
important 1o establish whether each assst ls asumed to-be valopd & part of the
whole group of portfolio, as an individual item but assuming that the cther assets
anz available or not avallable;

5. Basis of value:;
The definition and soarce of the basis of valoe used should be cited. A basls of
value is & statemnent «of the fimdnmental mensufement assumptions of a valuation,
which does not contradiet with the applicable Accounting Standard;

&, Waluation daze: i
The valwstion date is the date on which the estimate of value applies. This may be
different from the date of the valuation report or the date on which investigations
are t be undertaken or completed. These dates should be clearly mentioned in the

repoet;

7. Exteat of mvestigation:
The extent of the valuers' investigations undertaken, incloding the limitstions on
thoss investigations st out in the scope of wark shall be recorded in the TepoT;

8. Nawre and sowrce of the information relied upon:
The nature and source of any information wsed in the valuation process should he
recordisd;

3
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9. Assumptions end wny speeinl pssumptions:
Driffierent valuation ssumptions may be appropriste depending on the classification
of the asset of libility, The assumptions those are spplicable to each class of asset
shall be ncluded:

10, Valuer's Report and Faimess Opinion:

The valuer shall provide a report and faimess opinbon: duly signed by its chief
executive which shall form integral part of the valuation report. In their repor, the
valuer shall confinm thar the valuation hos been undertaken ih sccordance with the
Iniermational Vahsstion . Standards (TVS) and that - they have verified that the
awnership, posscssion and use of the assets are due to the company, Where a
statement is made that a valualion has been undertaken in nccordnnce with these
standards, it is implicit that all relevant individual standamds are complied with. IF a
departure is necessary o comply with any legislative or regulntory requirements,
this should be clearly explained,

The valuer shall also confirm thit they hove maintained the Fundamental Principles
of Ethical Condwct namely Integrity, Objectivity, Competences, Confidentiality and
Professional Behavior regarding the valuation and: have taken all possible steps to
avold or mitigate possible threats o compliange of these principles;

[l. Valuation approsch and methodology:
To understand the valuation figure in cortext, the report shall make reference to the

approech or approaches adopeed, methodology used for the valuntion and the key
reasons for the conslusions reachesd;

12, Valustien Sheol:
The valwation sheet shall contain, among others, the acquisition date, cost, writen
down valse, amount and basiz of the valuastion and the applicable curcency. The
valuer shall also allocats, where applicable, an age and “remaining usefisl 11 10
cach asset valued for recording -purppses considering expected use of the ssset,
expected physical wear and tear, technicel or commercial obsolescence, legal or
similar limits on the e of the asset and any other factors that will affect the wsalul
Lifie of the asset;

13. Dwate of the valuation repor:
The déte cn which the report is issued should be included. This may be different
from the valustion dale

. Ethical Principles for the Valuer:

The wvoluer shall maointwin five Fundamental Principles of Ethical Conduct mamely
Integrity, Objectivity, Compelencs, Confidentiality, and Professional Bohavior and shall

adhere fo the following o aveid or mitigate pessible e compliance of these
principies:

[l
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I. The valuer shall be straightforward ond honest in &l professional and business
relationships. They shall not be nssociated with any statement or information that are
muderinlly folse or misbeading or made recklesaly or omits or obscures information
required (o be included and sach amission or chacurily would be misleading:

2. The valuer shall not compromise their professional or business judgment becsuse of
biasness, conflict of interest or undus influence of others and should not’ be percsived
a5 supporting the views of any interested party, including the company;

3. The valuer shall take pll steps necessary 1o avoid threats to thelr independence. Tn
particular, they shall not accept an assignment where the company, or any other
sizkeholder in the transaction, seeks t unrcasonzbly limit the investipations 1o be
undertaken or to direct or otherwise influence the methods sdonted or the conclusions
renched;

4. The valoer shall nol sccept an nssignment, if there is any existing or propased
relationships, they or their firm or orgenization have that may impair, or crente the
appearance of impairing, their .independence gnd evaluate the extent of that
impairment. Swch as, relationships with the company, its directors, management,
controlling shareholders, suditors, sther stakeholders or any relationship that creaics,
or may reasnnably be perceived as creating, the valuer with an interest in the outcome
of a contemplated transsction;

5, The veluer shall nat be engaged in any ct that could give rise bo the perception that
the waluer is taking Instruction from the company or other inerested parties on the
approach, valuation methods to be used or the conclusions 1o be reached;

6. The valuer shall maintain professional knowledge and kil at the fevel required to
ensure that clients receives compstent professional service and shall act dillgestly in
secordance with applicable technical and professional standards when providing
professipnal service;

T. The valuer shall employ, for valustion purpose, ooly those individuals with
appropriste knowledpe, experience and high standards of integrity:

B. The valuer shall refrmin from disclosing outside the: firm or empliying organization
confidental information scquired as a result of professionnl mnd  business
relationsbips withowt proper aid specific suthority or unless theee is a legal o
professional right or duty to disclose. They shall not wse confidentlal information
acquired 85 & result of professional and business relationships to their personal
advartags or the advaninge of any third pary: y

9. The valuer shall comply with relevant laws and regulations and aveid any action that

the professional valuer knows may discredit the professipn, They shall be horest and
5
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trthfal and mot meke exapgernted claims for the scovices they offer, the
gualifications they posses, the experiences they have galted;

I, Tl valuer shall nol secept data and analvsis from the company of olher interested
parties withaut critical review;

1. The waluer chall not enter inin. on ogreement wheee the fee or the fee amount is
dependent upon outemne of the report;

12 The valuer shall not change their report following & foctual review of & draft by the
company for & reason other than a change in the facts on which it was hased:

[3. 1 an assigament requires the exercise of judgment of the valuer, that judgment must
be applied properly and shall not be used to overstace or understste the valuation
resilt. The proper exercise of judgment should alweys have regard to the stated
ohjectives of the standards applicable to the valustion:

14. The valuer shall have appropriste technical skills, experience and kmowledge of the
subject of the valaation, the market and the purpose of valuation: If requires, the
valuer shall seek assistance from speclalists in certain aspects of the overall
assignment, providing this is disclosed in the valuation report ;

15, When o valuer ideifies a potential threat to their whility to comply with the
Fundamental Principles, they shall decling or discontinue the assignment.

This shall have immedisie effect.

By order of the Bangiadesh Securitics and Exchange Commission

Prof. Dr. M. Khatrul Hossain
Chairrnam

i
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NOTIFICATION
August 18, 2013

Mo, SEC/ICMRRECDV2009-193/151/Admin/-———: Whereas, the Bangladesh
Securities and Exchange Commission deems it fit that the consent already
accorded by the Commission, or to be accorded by it in future, or Lo the issue
of capital by the companies listed with any stock exchange in Bangladesh,
should be subject to certain further condition in the interest of investors and
the capital market;

Now, therefore, in exercise of the power conferred by section 2CC of the
Securities and Exchange Ordinance, 1969 (XVII of 19569), the Bangladesh
Securities and Fxchange Commission hereby imposes the following further
condition“to the: consent already-accorded by it, or to be secorded by It in
futore, to- the issue of capital in Bangladesh, or to the public offer of
securities for sale, nameky:-

Mo issuer of & listed security shall issue right share, if the issuer of & listed
gecurity -fails 1o comply with the Commission's Notification No.
SEC/CMRRCD2006-158/1 34/Admin/4d dated 07 Anpgust 2012 regarding
Corporate Governance Guidelines, |

This shall have immediate eflect.

By order of the Bangladesh Securities end Exchange Commission

2 Eﬁ,lmrll

Prof. Dr. M. Khaiml Hossain
Chatrman
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September 26, 2013

ORDER

Further to Order No. SEC/CMRRCDS2009-193/145, dated April 10, 2013, Bangladesh

Securities and Exchange Commission In exercise of power conferred by section 204 of

the Securities and Exchange Ordinance, 1969 {Ordinance Mo. XVIl of 1969), in the

interest of investors and securities market, hereby extends the suspension period of

effectiveness of rule 3(5) of the Margin Rules, 1999 from 1% October 2013 to March 31,

2014.

By arder of the Bangladesh Securities and Exchange Commission

P dPAHXE REO- 205172, (ER2-950 1505, |
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Praf. Dr. M. KRalrul Hossain
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Mo, SEC/CMARCD,2009-193/153 October 10, 2013

Bangladesh Securities and Exchange Commission (BSEC), in exercise of the power
conferred on it under section 20A of the Secwrities and Exchange Ordinance, 1060
(Ordinance Mo, XVIT of 1969), and SF v of Ffesile o« awms =i folyom we) Sy, aocs
hereby dinects the Sponsors, Assets Management Companies, Trustees, Custodian and
Selling Agent of Mutual fund and also Stock Ewchange(s), Central Depository
Bangladesh Limited (CDBL) to comply with the following Guidelines in respect of
Conversion of dose-end mutual fund 1o open-end mutual fund:

L. Any conversion of Mutual Fund schemes shall be treated as a change in the
fundamental attribiutes of the related scheme and Mutual Fund shall be required to
comply with the Mutual Funds Rules in this regard.

2, The proposal and modalities of the conversion shall be approved by the Board of
the Asset Management Company (AMC) and Trustes, after they ensure that the
intérest of unit holders under all the concemed schemes have besn protected In
the said proposal. The decision of the Trustee shall be trested as Price Sensithe
Information and must be at keast ninety (90) days before the trade suspension.
The price Sensitive information shall contain the date of trade suspension and the
Effective date.

3. The fund shall be de-listed on the "Effactive Date™. Effective Date means
immediate next working day of the trade suspersion date when the Trustes of the
Fund shall take control over the Fund as per Clause 5 of this Guideline,

4, AML shall publish Notice of conversion proposal in at least bwo national dailies and
akn to the website of exchanges (for at least two times at 3 days interval for
exchange only) including the date of Unit holders mesting and date of trade
suspensign, Notice of above Conversion proposal must be circulated at least thirty
{30) days before the Effective Date. ,,RJ—
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5. Control and Managerment of all property, assets and liabilities along with allied
balantes of the Fund shall be transferred to the frustee of the Fund on the
Effective Date, The Trustes of the Fund shall not change any status of the Fund
upto the corversion date.

6. AMC shall publish a general nofice to settle claim on the Fund (if any) with a
stipulated time frame before trade suspension.

7. Ko later than ten (10} days of the effective date, the unit holders meeting shall be
Conducted,

B Not later than four (4) days from the date of meeting of the Unit certificates
halders, the Closed End Fund shall make an apglication to the Commission for
conversion accompanied with a copy of the spedal resolution and also the
documents in favour of the cormversion,

9, A draft of the communication format to unit holders at their meeting shall be
submitted o BSEC before five (S) days of the unit holders meeting which shall
include the following as minimum:

{iy  The latest portfolio of the scheme (NAY at cost price and Markst Price)

{i) Detalls segment wise break-up of the portfolio of the Fund (Like In the
Copital market portfolio includes Listed securities, OTC securities, Debt
instruments and others)

{li) Details of the estimated cost required to be change on the fund elther at
comversion or a2t liguication and cost bearer

{iv]  Detalls of previous five years financial performance of the scheme

{v)  Details of the Conversion Process

(vi)  Selection of Trustee, AMC and Custodian of the Open End Fund

(vil}  Mature of the Unit Fund, unit sale and repurchase process

{viil) Unit Issue process under Conversion

(=)  Any Cthers

Sl

-
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12,

13.

15:

16.
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1F r:muerslun proposal s approved in the unit holders meeting, ConWersion cost
related o holding of the mesting shall b= bome by the newly salecied AML 1T the
conwersion proposal B not approved in the unit holders mesting, the cost relabed
to holding of the meeting shall be borme by the existing AMC of the fund,

Imrmediately after control over the Trust Property as per Clause & of this Guideline,
the Trushes of the Fund shall start the process to select auditon(s) (other than the
existing auditors of the Fund, Trustes, Custodian and AMC) and took approval at
the Unit holders Meeting. The Auditor{s) so appointed shall be responsible for
Audit of the accounts of the fund and valuation of the fund, In the Audit Report,
the Auditor shall give opinion slong with other aspects, the acouracy of the
documents and financial statements. The report of the Auditor(s) shall be
submittad to the commission within 20 days of appointment of Auditor (=),

Since the schame would re-open for fresh subscripbions, the dsclosures contEined
in the existing offer document of the scheme shall be revised and updated. A copy
of the draft Prospectus and other legal documents including draft Trust Deed,
Investment Management Agreement shall be filed with BSEC in line with Rules
within 10 days of unit holders meeting,

AMC shall prepare and subrmit all the legal documents related to formation of the
fund in line with the Rules.

BSEC would communicate its obsenations, If any, within the Hme period
prescribed under the Rules, The offer document shall be ssued ondy after the final
obeervations communicated by BSEC have been incorporated and final copies of
the same have been fled with BSEC within seven (F) days of approval.

For conversion, the legal requirement of Sponsor of the Fund is eempted
however, the existing unit holders will be treated as Inftial Subscribers o the
Fund.

Commission shall approve the conversion schems after submission of the valuation
report and Audit report of the scheme & other documents,
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1?. m.l the abave documents (financi@ statements and valuation report) shall properhy
be disclosed at least bwo national dallies, and to the website of the Exchanges
whisre the Fund was listed within three (3) days upon receipt of this approval,

18, The Trustee shall hand over the Trust Property of the earlier fund to the AMC of
the cormerted fund within three (3] days after receiving the final approval of the
Comenission.

19, The AMC of the new fund shall issue letter of entilement within 07 (Sewven)
working days of conversion approval and issue Unit Certificate tm the Unit Holders
25 per FREAlE = +AEe 30 (i wiw) fdfiem, 2ooi.

20, The complete conversion process shall not take more than sixty (60) days of the
effective date.

71. The starting date of open-end fund shall be the next day after the Maturity date of
the close-end fund.

Commission reserves the right to extend the time frame or darify any ssue regarding
this Guidesine, If required.

This shall have immediate ffect.

By order of the Bangladesh Securities and Exchange Commission

-, YW

Prof. Dr. M. Ehainul Hossain
Chairman.
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NOTIFICATION
February 08, 2014

Ne-SEC/CMRRCDNZ003-193/156/Admin/—12— Bangladesh Securities and
Exchange Commission in the ineres! of investors and the capital market
heraby exempt the time bar (selling of share within 30 days afler declaration)
of the placement holder {other than Sponsor Sharsholder ! Director and
parsans holding 5% or more shares) from the sale or otherwise dispose off
their holdings which was earier imposed by the MNolification No-
SEC/CMRRCD/2009-19349Admin/3-48 dated July 14, 2010.

Al other terms and conditions imposed by the WNotification MNo-
SECICMRRCDIZ009-193/49/Admin/3-48 dated July 14, 2010 will remain
unchanged.

This shall have immadiate effect.

By order of the Bangladesh Securities and Exchange Commission

_,"%
Prof. Dr. M. Khairul Hossain
Chalrman.
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Mo SEC/CMBRCDY MM 193157 Plarch 31, 2014
ORDER

Further w Order No. SECACMERCDN M- [93/152, dated Sepiember 26, 2013,
Bangladesh Secunities and Exchange Comimission in exercise of power conferned
b section 204 of the Securifies ond Exchange Ordinance, 19%6% (Ondinance Mo,
BV of 1965, in the imerest of mvestors ond securitics markes, hercby extends
the suspension pericd of effectivensss of rule 3(5) of the Margin Rubes, 1999 from
1 April 2014 to 3" Seprember 2014

By ender of the Banglndesh Securities and Exchange Commisaion

Prof. De. M. Khaiml Hossain
Chairran.
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NOTIFICATION
April 10, 2014

Mo, EECMHEMDN-W!SSMMM“;E- In exercise of power conferred by section
13 of the Securitie and Exchange Ordinance, 1969 (Ordmance Moo XV of 1969}, the
Bangladesh Securities and Exchange Commission makes, afler prior circulation, the
following further amendmients to the Sscurties and Exchanps Rules, 1987, namely:-

. Clawse{g)in rule 2 shall be deleted.

2. In exisfing sub-rale {2 and {3) of ale 12, the word *Schedule’ shall be replaced by
"Schedule-17.

3. In the 1™ proviso of sub-rule (3) of rule 12, the words *m accordance with Schedule-
2" shall be added after the woed “awdited™,

4, In the 2™ provies of sub-rule (1) of rule 12, the words “issuer concerned” shall be
replaced by the wond “Commission™,

5. In the 2™ proviso of sub-rule (3A) of rule 12, the words “accounts of the issuer at the
iszuer’s cost” ghall be replaced by the words “financial statements of the 1ssuer in
accordance with Schadule-2 sl the Commission’s cost”.

6. After sub-rule (3B) in rule 12, the following new sub-rule (3C) shall be inseried,
namely:-

*(3C) The Commission may take approprizte measures for conducting the special
audit for banks, non-bank financial institutions and insurance companies in
consultation with their respective primary regulntors, as the case may be, if
felt necessary.”
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T:-.'l.ﬂh sub-rule (3C) m rule 12, the following new *Explanation’ under rule 12 shall be
inseried, namely:-

“Explanation; Furthermore the special audit a5 mentioned in sub-rule (3C), the audit
mentioned in the 1" and 2™ proviso of sub-rule (3) and in the 2™ proviso of sub-rule
(2A) zhall be considered as “speciul audit™.”,

8. The existing *SCHEDULE" shall be renamed by *SCHEDULE-1";

8, The aforesaid SCHEDULE-1 shall be amended in the following manmer, namely:-

{a) the reference portion *[See rule 12(2)]" below the title *SCHEDULE-1" shall be
replaced by [See rule 12(2) and rule 12(3)]%;

(] “PART-1" chall be inserted below the *[See rule L2(X) and rule 12(3)]";

(e} “REQUIREMENTS AS TO BALANCE SHEET™ shall be inserted below
PART-I" as its titla;

(d} In senal MNo. 1, the ttle “Hequiremcnts as to Balance Sheet™ shall be replaced by
S Assets and labilithes"™.

10, The word “Schedule™ in serial Mo. {a} in the “Form of the Aoditors” Report” in
Part-111 in SCHEDMULE-] shall be replaced by “Schedule-1

I1. After “SCHEDULE-1", the following now ‘SCHEDULE-2" sholl be inserted,

amely:. A
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“SCHEDULE-2
[See sub-rule (3) and (3A) of rule 12]

Guidelines for conducting specinl sudit of companies-

In terms of power vested under sub-rule (3) and (3A) of rule 12 of the Securities and
Exchange Rules, 1987, the Bangladesh Secunities and Exchange Commission may appaint 2n
auditor in the public interest to undertake special audit of the financial satements of a Tisted
COMpany,

To conduct the aforesaid audit of listed companics meaningfully and objectively, the aodit
firm appointed by the Bangladesh Securities and Exchange Commission shall perform the
audit with special emphasis, among others, on the following matters:

L Whether the company has kept proper books of accounts, register of members,
minutes of the meetings of Board of Directors and kept these updated,

2 Whether the company has adberad 1o the Securities and Exchange Rules, 1987,
Banglodesh Financial Reporting Standards (BFRS) amd, or Bangladesh
Accounting Standards (BAS), to state deviation thereof, if any, with particular
relference o

(e} Accuracy of tumaver and major components of costs of sales;

{b} Accuracy of reporting of business or scgment or umt wise revenue, i ony,

() Position of current sssets with particular emphasis on the realization,
colleston and adjustment stams of deblors, advance, loan and, or investment
o sister end other concerns, il eny, deposits and prepavmends. As regard
dettors and receivables, the suditor should obdain direct confirmations for
such balances which constituwles for more than 5% of the total owstanding, if
nof realized subsequently. The auditor should also oblain direct confirmation

for all the hank balances incloding loan balances, WUT gIVIng
3
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advance, loan and, or investment 1o sister and other concems, if any, should
also be verified;

(d) Reconciliation of production and sales revenoe and its relation to VAT
paymeent, if applicable, as well as Income Tax payvment The auditer should
check whether adequate provision for income tax has been made along with
sccuracy of deferred tax enleulation, if applicoble. As repard revense, the
auditor should verify the defils of revense with the control ledger ond
subsidinry  ledger and confirm with inwoices for s pocuracy  ond
eompleteness. The auditor should confirm thar all the sales and it
eomesponding collection have been recorded and properly deposited to bank
and there is no fake sale. As regard other income, the auditor should verify the
details of other income and confirm the ascuracy and caleulaiion theres! with
the available documents or sources;

{e) Valuation and physical exisience of items of inventories. The closing
iivenlones should be wverfied through phyvsical verification and, where
applicable, the balance should be confirmed by doing back calculation using
the relevant book or records on inventory usage. Reparding the mventories,
among others, the audilor also shoukd gpve commentis) on the following
matiers-

" whether the company has established proper system of
maintaining the inventories;

. whether adequate provision has been made for obsolete and
damaged items of inventories and whetlser these are writlen off
accordingly;

L whether the company has properly armived at the cost of the
inventories and valuation hos been done as per BFRS and, or

BAS /G,’,Q_/
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{f} Authenticity of purchases and cast of goods sold, the auditor should-

. Confirm that proper policies have been followed during
PrOCUrement;

. Werify the ledgers and inveices to confinm the accuracy and
completeness;

& Check the cost of purchases with documents;

. Confirm that the purchuses have been mode a8 per the
requirernent of the company;

* Confirm that all the expenditure relating to cost of goods sold
has heen properly accounted for,

. Check the accuracy and completeness of all the said expenses,

- Confirm the unit cost from the calculation;

. Check the consumption of raw materials with the information
of stores department.

{g) Genuineness of expenses of the company for the relevant yean(s). In this
regard, the anditor showld-

" Verfy all the expenses with the source documents and check
thise relevaney;

. Confirm the calculation and formation;

. Confirm that all the expenses of the relevant period hove been
charged to the financial statements.

{h} Directors”, sponsors’ remuncration or emoluments and  reloted  pordy
trangactions [associate and subsidiary company as defined in the Securities
and Exchange Commizsion (Foblic Izsue) Roles, 2006, BFRS and, or BAS]
with special emphasis on compliance with the Commission’s Order No.
SEC/CMERCIVEODG- 39 Admin/2-10 dated Seplember 10, 2006 and
Motfication Ne, SEC/CCMRRCD2008- 183/ Admin/03-30 dated June 01, 2009
[or, subsequent omendments in this regurd), The auditor should confinm that
the company has complied HFRSId,mHAEhm:hngmwpt_n'Hnﬂ;
transactions with related pmlﬂs', /ﬂ/q-—-""’r
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(i) Cost of scquisitions or constructions, valuation, incleding revaluation &
physical existence and the title of the fixed assets, muintenance of fixed asset
register, capital stock including plantation, if applicable, In this regard the
suditor, among others, should do the following-

. Confirm the cost or valustion of fixed pssets (including re-
valuation of fixed assets) shown in the relevant financinl
stalements with the onginal sources including vouchers,
invadoes, L'Cs, books of accounts, fixed assets register and
viluntion report {where applicable),

. Physically verify the existence of all fixed assets;

. Confirm that the compuny has a good procurement policy and
i1 has been properly followed for the procurement made during
the relevant vear(s);

L Confirm that the company has the ownership on oll its assets;

* Confirm whether (he assets are morignges o any organizstion as
secunly and proper approval 1o this regard has been taken from
appropriate authontses or sharcholders, as applicable;

* Confirm that the assets have been purchased for the purpose of
the business of the company and the company has besn
benefited from the assels;

. Confirm that the assets have been sccounted for and presenfed
& per requirement of BFRS and, or BAS;

" Evaluate the disposal of assets tut the company made duriing
the vear and confirm it hos been done following proper
practice;

. Verify the capital work in propress with all the source

documents and muﬁmlhﬁmﬂlnmrmd%

L]
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3. Authenticity of the linbilities of the company inchuding direct confirmation for
major umounts (3% and above of total lihilities), As regard loans or owerdraft
and creditors, the suditor should do the following:-

{a) Verify the loans taken from the banks as reflected in the company ledger
along with the documents directly collected from the hanks;

{b) Obtain confirmation from the lenders for the loans;

{c) Obtain the information from the lender sbout the security given by the
NIRRT,

{d) Confirm the valustion and presentotion of loans s per BFRS and, or BAS;

{e) Confirm that the interest on loans has been properly accounted for,

{f) Verify the coeditors” balances with the books of accounts and ather relevant
souree documents;

(g) Verify the movement made in the creditors’ balances with the transactions
made during the relevant year(s),

{h) Obiain direct confirmation from the creditors, if the size of mdividual creditor
1% 5% or more of the total creditors;

(i) Verify the subsequent povment made by the company during the relevant
vear(s).

4, As regerd particulors of investments, the auditor should-

(a) Verify the investment amount(s) made by the company with the books of
peeount and supporiing documents (Share ceritficile, FOR senpts, Sanchoy
pofra eic. J;

(b} Obtain the confirmation from the relevant orgamization for the amount shown
s investment;

{c) Confirm that the company has the ownership on all the imvestment;

() Veerify the income genersted from the investment;

{e) Confirm the accounting and presentation of investment and income theroof as

per BFRS and, or BAS, /PV‘\//

1
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5. Whether profit or less properly attribates to the period s shown i the financial
stotements.

. Tiem-wise reconcilintion of cash & cosh eguivalent as shown in the cash fows
staterments.

p A Whethes the financial statements are consistent with those of previous periods and
whether the same have been prepared ond presented as per BFRS and, or BAS.
Whether the amounts shown in the relevant financial statements and notes to the
accounis are accurate.

8 Acquisition and disposal of shares by the sponsors, if any.

2 Composition and effectiveness of intemal check and intemnal control

1. Extra Ordinery items of cost, if any with reasens thereod.

1L Any special remuneration or fees to any director.

12, Details of technical fiee of royalty, if any.

i Dietails of marketing, promotional or business development expenses.

14, Details of foreign visits with ressons thereof on company account.

15.  Details of foreign remittance (inward or outward), if eny with its purpose(s) and
whather proper legal procedures and aceounting tréstment have been followed.

16,  Application of income (ax and VAT laws in all the applicable aress including fax
or VAT dedueted af sowrces. ,ﬁ,ﬂ_’

5
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Iv. As regard complinnee with Commission’s Motification Mo, SEC/CMRRECD, 2i6-
ISR 34 Admin'd4 dated 07 August 2012 (or, any further amendments in this
regard), the suditor should report-

{2) Whether independent director(s) have been duly appointed by the company;

(b} Whether the sudit commitice has been constituted in compliance with the
Condition Mo, 3.1;

() Whether the Chairman of the audit commitice has been appointed in
compliance with the Condition No, 3.2 (i),

{d) Whether the swdit committee made reports to the Board of Directors (BoD)
ard to the shareholders in compliance with the Condition Mo, 3.4,1 and 3.5
respectively,

(e} Whether the financial irregulanties or weaknesaes that the suditors appoinied
by the Commission have found out, if any, were eartier identified and duly
reported by the audit committes 1o the Bol;

(fy Whether the company complied with the Condition Mo, 4.00 as regord
obiaining service of the statuiory'external ouditors.

18 The suditor appointed by the Commission shall abso assess the guality of the sudit
report. aned by the stefutery or exbernal auditors of the company for the relevant
veur(s) and sholl make comment on the deficiencies, if any, of the stabutory
nuditors’ report in light of Bangladesh Standords on Audifing (BSA),

19, In making comments on the devintions from BFRS and, or BAS, if any, the
auditor appointed by the Commission shall specifically point out the violation of
perticular Para of BFRS and, or BAS, as the caze may be.

2. The said suditor shall make an inception report stabing that it has started aodit
including expected staff hours and estimated cost within 15(fifbeen) days from the
date of receipt of the appointment letter and submit the audit report o the

4 /R!-”"-F-
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Commission within 02 {(iwo} months thereafter, However, the Commission,
considering a written application made by the sudiwr appointed by it within the
said 02 (two) months time, in appropriate case may extend the time for
submission of the report.

21, In pddition to the points 1 to 20 above, the Commission during the duration of the
it mny also request the suditor to conduct the said audit by giving emphasis on
other matters or arcas of the listed company.

22, The auditor appoinied by the Comeyission shall-

{a) maintain a timesheet of working hours as an evidence of staff howrs spent for
comying out the audit;

(b)) maintain records or documents in suppont of their findings for future reference
or wse of the Commission; and

{c) immediately inform the Commission in case the concemed listed company
dores mot cooperate with the anditor in conducting the said audie.”.

By order of the Bangladesh Securitics and Exchange Commission

v

Do

Prof. Dr. M, Khatrul Hossain

Chairman
10
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BANGLADESH SECURITIES AND EXCHANGE COMMISSION

JIERI BN A TOAW L 1 15, 16 & 300 FLOCIRY 10 BELKLSICA O A, IEAKA- TN, RANGLADNESE

MOTIFICATION
28 May 2014

MNo. SE{.I"EMHHED.-’EDI}B-lHE,u’IEQIAdminf—Eﬁ:— —In exercise of the power conferred
by Section 29 of the Securities and Exchange Ordinance, 1969 (XvIl of 1969), the
Bangladesh Securities and Exchange Commission hereby grants exemption to the
Investment Corporation of Bangladesh from the provisions of the condition Mo, 1.2, 1.3,
1.4, 3.2{i}, and 4{ix] of the Commission’s Notification {on Corporate Governance
Guldelines] No, SEC/CMRRCD/Z006-158/134/Admin/44 dated 07 August 2012
[published in the Bangladesh Gazelte on 30 August 2012) and SEC/CMRRCD/2006-
158/147/Admin/48 dated 21 luly 2003 (published in the Bangladesh Gazette on 20

August 2013),
By order of the Bangladesh Securities and Exchange Commission
Mm
Prof. Dr. M. Khairul Hossain
Chalrman
Phasre: (FABXTC cHE=1-930K000 =1 rHR=2 0800325 0 o T ERE TR Je i IR 1T R RER T T LWh wean icctlaore, www sngin b
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DHAKA STOCK EXCHANGE LIMITED
Motification
Dated: October 03, 2013

In accordance with the provision of section T(gha) of the @wwTe
RfBymEre=s =Ew, 3032 (Exchanges Demutualization Act, 2013),
Dhaka Stock Exchange Limited hereby publishes the following
Demutualization Scheme of Dhaka Stock Exchange Limited approved by
the Bangladesh Securities and Exchange Commission in exercise of the
power conferred by section 6 of the @wTe fefwSprmmEters =Es, 200
{Exchanges Demutualization Act, 2013).
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Demutualization Scheme of Dhaka Stock Exchange Limited

DISCLAIMER

APPROVAL OF THE BANGLADESH
SECURITIES  AND  EXCHANGE
COMMISSION HAS BEEN OBTAINED
T THE ATTACHED
DEMUTUALIZATION SCHEME OF
DHAKA STOCK EXCHAMNGE
LIMITED UNDER SECTION 6 OF THE
ey fElpramiEres =59, 10ve
(EXCHANGES  DEMUTUALIZATION
ACT, 20133 IT MUST BE THSTINCTLY
UNDERSTOOD THAT IN  GIVING
APPROVAL THE COMMISSION DOES
NOT TAKE ANY RESPONSIBILITY
FOR THE FINANCIAL SOUNDNESS
OF THE DHAKA STOCK EXCHANGE
LIMITEDR, VALUE OF ANY OF ITS
ASSETS, NUMBER OF SHARES TO BE
ISSUED, PRICE OF THE SHARE OR
FOR THE CORRECTMESS OF ANY OF

THE STATEMENTS MADE OR
OPINION EXPRESSED WITH REGARD
TOQ THE SCHEME, SUCH

RESPOMSIBILITY LIES WITH THE
DHAKA STOCK EXCHANGE LIMITED,
ITS DIRECTORS, CHIEF EXECUTIVE
OFFICER/CHIEF FINAMCIAL OFFICERS,
VALUER ANIVOR AUDITORS.

Ly T afer qose-3058

Declaration by Dhaka Stock
Exchange Limited

It is hereby declared that the assets
including land and building as
shown in the Demutualization Scheme
are currently unencumbered and
owned by Dhaka Stock Exchange
Lid. No sharcholder of Dhaka
Stock Exchange Ltd. or any other
person has any right in terms of
ownership, permanent posscssion
or otherwise except tenancy. Dhaka
Stock Exchange Lid. has absolute
legal right to terminate or modify
the tenancy agreement whenever
they desire.

The new hoard of Dhaka Siock
Exchange Lid. atter demutualization
may review the conditions of its
tenancy  agreement  ancluding
current rent structure,

On behalf of the Board of Directors

President
Dhaka Stock Exchange Lid.
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1, Introeduction

1.1. Overview of Bangladesh Capital Market:

The capital market of Bangladesh, being the third largest in South
Asia, has immense potentials to contribute to the country’s
industrialization, development of infrastructure and overall economic
growth. At present, it has two full-fledged automated stock exchanges
namely Dhaka Stock Exchange Limited ["DSE") and Chittagong Stock
Exchange Ltd. {*CSE"); both the exchanges also operate over the
counter ("0TC") markets.

After the independence of Bangladesh in 1971, Dhaka Stock Exchange
Ltd., formerly known as East Pakistan Stock Exchange, initiated the
pathway for capital market intermediation in the country. During the
last two decades, capital markets witnessed number of institutional
and regulatory developments which have resulted in diversified
capital market intermediation.

Bangladesh Securities and Exchange Commission (["BSEC") was
established in 1993 in pursuance of the Bangladesh Securities and
Exchange Commission Act, 1993, as the capital markets regulator.

Bangladesh capital market broadly consists of equity (i.e. ordinary
stock, preference stock), mutual fund, debenture, bond, other debt
securities and treasury bills with dominance of equity based products.

1.2. Dhaka Stock Exchange Ltd. [“DSE"):

The necessity of establishing a stock exchange in the then East
Pakistan was first felt by the Pakistan government in1952. As a result,
the East Pakistan Stock Exchange Association Ltd. was formed on
April 28, 1954 as a public company limited by shares, the name was
amended to East Pakistan Stock Exchange Ltd. on June 23, 1962. Again
on 14 May 1964, the name of East Pakistan Stock Exchange Limited
was changed to "Dhaka Stock Exchange Ltd.”,

Although DSE was incorporated in 1954, it started its formal trading
in 1956 from the then office situated at Narayanganj. Later on, in
1958, DSE shifted its trading floor to Dhaka. DSE started automated
screen based trading in 1998.

l"_-"r".
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1.3. Key Statistics for Dhaka Stock Exchange Ltd:

The equity markets of Bangladesh have grown rapidly over the years
and constituted about 25% of the country’s gross domestic product
(“GDP") in 2013 vis a vis only meager 6% of GDP in 2004.

Table 1: Key Statistics over the years (D5SE)

Market-
Year  Market PE "“"';EF: Timm ¥ E::’;ﬁm m.:ln: I:T:HF
2004 18.40 199.60 141,702,863 6.05%
2005 13.85 251.41 218813.18 5.50%
2006 14.51 28543 245919495 0,68 M,
2007 33158 1,362.31 506,609.04 13.60%
2008 18.42 2,818.42 §99,870.95 1697%
2009 2565 6,046.32 1,247.062.35 27.41%
2010 29.16 16,434.07 2,746,722.80 44.03%
2011 13.68 6,642, 18 2,799,631.94 2B.60%
2012 1207 420624 2,461,739.93 26.27%
2013 10.79 2,406.34 2,475,126.64 24.18%

* up to 31 march 2013

1.4. Background of Demutualization - Dhaka Stock Exchange Ltd:

Historically, wmost exchanges globally were not-for-profit
organizations owned by their members. Over the past few years, there
has been a trend among exchanges to consider alternative governance
structures to these traditional mutual or cooperative models. In most
cases, the exchange is transformed into a for-profit sharcholder-
owned enterprise, which is known as Demutualization. The key
objective of demutualization is the separation of trading right from
ownership and management to bring in better corporate governance,

In line with the global trend and keeping the advantages of
demutualization in mind, the Exchanges Demutualization Bill was
passed by the Parliament on April 29, 2013 and the same received the
assent of the Honourable President on May 02, 2013 and the <Smuesr
=¥, 2ob0 (Exchanges Demutualization Act, 2013) was
published in the Bangladesh Gazette on the same date and came into
effect immediately. According to the Act, the two stock exchanges in
Bangladesh are under an obligation to prepare and submit a
Demutualization Scheme along with all relevant documents and
information to BSEC within 90 days from the date of effect of the Act.

l"_-"r".
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In line with the requirements of the Act, DSE prepares and adopts this
Demutualization Scheme with approval of BSEC.

Z. Concept of Demutualization
2.1. Definition and Significance:

Demutualization in its strictest term means the process of segregation
of ownership and management from the trading nghts of any exchange
and transforming a non-profit-distributing, mutually owned
organization to a for-profit entity owned by the shareholders through
corporatization.

2.2. Objectives and Motivations of Demutualization:

The growing competitive pressure in line with globalization has
triggered a wave of restructuring of the stock exchanges. Technology
improvements, increasing economic competition and the associated
costs led stock exchanges to revise their entrepreneurial strategies. As
a result, a large number of stock exchanges have been demutualized
all over the world.

The key objectives of the demutualization of stock exchanges include-

1. Decoupling of ownership and trading rights;

2. Shareholders are entitled to profits, which exerts pressure for
greater efficiency and maximization of the value of the
exchange, not members; and

3. Superior governance.

2.3. Changes in Status and Roles of a Demutualized Exchange:

The transformation of exchanges from mutual to demutualized
structure involves two key features: (i} a change in the ownership
structure, and (ii) a change in legal as well as organizational form.
Both need to be accompanied by adequate safeguards to ensure
appropriate governance.

affifer aferaw aose-3038
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3. Demutualization of Dhaka Stock Exchange Ltd.
3.1. Capital Structure:

3.1.1. Proposed Authorized & Paid-up Capital

The post-demutualization paid up capital of the Exchange shall be
BDT 18,037,765,000 (Eighteen Billion Thirty Seven Million Seven
Hundred and Sixty Five thousand) to be divided in 1,803,776,500
(One Billion Eight Hundred and Three Million Seven Hundred
Seventy Six Thousand and Five Hundred) ordinary shares of BDT
10/- (Ten) each and authorized capital shall be BDT
25,000,000,000 (Twenty five billion) to be divided in
2,500,000,000 (Two Billion and Five Hundred Million) shares of
BDT 10/- (Ten) each.

3.1.2 Valuation Methodologies

Under the provisions of the wwre femepmprior =&, ok
(Exchanges Demutualization Act, 2013) a re-valuation of the
Assets and Liabilities of Dhaka Stock Exchange as at 319 March,
2013 was to be prepared by a firm of Chartered Accountants
approved by the Commission.

This re-valuation was undertaken by Rahman Rahman Hug,
Chartered Accountants under the Net Assets Methodology
applying going concern assumptions.

A re-valuation using the asset based method on a going concern
basis requires the determination of the market value of net assets,
The market value of net asset is estimated by determining the
market value of assets, and then deducing the market value of
liabilities. In the absence of any information to the contrary [e.g a
property or a plant and equipment re-valuation), the carrying or
book value of assets is usually taken to be representative of
market value.

The going concern assumption assumes that the business will
continue to trade and that no realization of assets will occur.
Accordingly, no allowance for realization costs is assumed.

#@;4 71 aferawe yose-3058
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3.1.3 Valuation of DSE:
. Asset-Liability Valuation of DSE

To fulfill the reguirement of Section 5[chha) of the J3mwer
Fefigprr=iire=® =iE4, 2030 (Exchanges Demutualization Act 2013),
DSE has performed an asset-liability revaluation. The revaluation
exercise has been performed by KPMG Rahman Rahman Hug.

The revalued Net Asset Value of the Exchange has been derived
from the exercise, which shall be fully capitalized as paid-up
capital of the demutualized exchange. Shares shall be allocated to
the 250 initial shareholders, number of which shall be determined

on the basis of BDT 10 face value.

The Net Asset Value, pre and post revaluation, are as follows:

Table 2: Net Asset Value of DSE - Pre & Post Valuation

Particolars ason Pri- Revaluation Past-
March 31, 2013 [BDT) Revaluation Amount Revalnation
MetAsser Value 11,173.516,825 H, 864,248,175 1R,037, 765, 000

Table 3: Valuation Results and Interpretation - Net Assets Method

(done by KPMG Rahman Rahman Huq)

Assets and Liabilities | Book Value |  Youation | Restated
As at 31 March 2013 BDT *000 pristinan i
BDT *Oii BT 000
Property, plant and
equipment 153,802 4,133,578 4 287470
Intangihie nssets 2,467 26,793 29 260
Binlogical asset 64 Hd E
Capital work=in=progress 1,245,923 2287850 3,533,773
Investment in CDBI 184,300 432453 ﬂlﬁ,?ﬂil
Total Non-current Mm:_u 1,786,646 6,880,610 8,667,256

#@;4 71 aferawe yose-3058
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Accounls recervables 36,306 =1 1,441 24,865
Interest receivables 406,762 2,918 409 678
Advance, deposit &
prepaymenis 61,559 =44, T 36,959
Home loan for official 73,178 - 73174
Car loan for official 2,230 - 9,250
Sunddry advance 13,921 -8 E1,841
Cash & cash eguivalents 208033 1299 09,332
Short-term investments 2110676 -12 9,110,664
__ Total Carrent Assels 1609, ThSE =120018 10,597,747
Tolal asseis 12,396,411 b, H68. 592 19,265,003
Liakilities for expenses 40,334 229 40,563
Liabilities for other finance 22144 506 222,650
___Current portion of term |oan 7,300 5 7,300
__Total Current Linbilitics 869,778 T35 d70,513
Net Current Assels 9,739,987 =12,753 9,727,234
Totnl Assels less Cuarrend
Liubilities 11,526,433 6,867,857 18,394,450
Mon-current portion of term
loan 7300 - 7,300
Liability for gratuity 83,311 3,609 85,920
Liabilities for long term finance 262,505 - 262 505
Tirtal Non-current Liabilitics 116 609 725
Met Assels 11,173,517 6564, 248 18,037,765

3.1.4 Calcwlation and Allotment of Shares to [Initial
Shareholders

The shares shall be allocated to the initial shareholders, as
described in Table 4 below. The number of shares to be allotted to
each of the initial shareholders shall be 7,215,106 (seven million
two hundred and fifteen thousand one hundred and six) as
illustrated in the table below:

Table 4: Allotment of shares to initial shareholders

- Particulars Unit March 31, 2013

| Paid-up Capital after Re-valuation _ BIT | 8,037 763,000
Facz Value per Share BOT 10
Total Share No. 1,803,776, 500
Initinl Shareholders Mo, 250
Shares Allotted to Each Shareholder M. 1215106
Equity per Sharchalder BDT T2, 150,060

L5 ) e afram 2os0-2038
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Within 30 days of receiving approval of the scheme from BSEC,
DSE will allot shares in favor, of initial shareholders, as determined
in Table-4 abowve, in dematerialized form which will never be
rematerialized again for any reason. However, any member whose
membership is currently suspended and/or undergoing
adjudication for forfeiture shall not be issued any TREC. Shares to
be allotted to such members shall be kept in a suspense account of
the Exchange and upon completion of the process of adjudication,
the Board of the Exchange shall take decision about those shares.

The same procedure shall be followed for four members under
folio numbers 155, 237, 107 and 229 corresponding membership
numbers 36, 96, 103 and 188 respectively as they remain
untraceable for more than 12 years.

All benefits accrued from these shares shall be transferred to the
Investors' Protection Fund of DSE after 5 years of such accrual, if
remain unclaimed.

3.2 Demutualization Date

i Within 30 [thirty) days of receiving approval of the
scheme from BSEC, DSE shall—

a) Adopt special resolution in a general meeting
regarding approval of the scheme, amendments in
the memorandum and articles of association and list
of directors of the first board of directors of the
demutualized exchange as per requirements of
Section 8(ka) of the wwmwe TR EEr =&,
3oy8 (Exchanges Demutualization Act, 2013);

b) Allet 72,15,106 shares to each of the existing
members of DSE, who will be the initial shareholders
of the Exchange after demutualization, in
dematerialized form, which shall not, at any time or
for any reason, be converted into rematerialized
form;
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c) Deposit not less than 60 (sixty) percent of the shares
allotted to the initial shareholders in a blocked
account till disposal of the same in accordance with
section 14 of the a¥mtes [CUTFEEErm- =EA, 030
(Exchanges Demutualization Act, 2013);

d) Issue a certificate to each of the initial shareholder
mentioning its number of shares held in the blocked
account;

g) Issue a trading right entitlement certificate to each
initial shareholder entitled thereto.

ii. The DSE shall stand demutualized as per Section 10 of
the awmes fEEEFmmErEmEeR =989, 20y (Exchanges
Demutualization Act, 2013), at the date of holding of the
general meeting in accordance with Section 8 (ka) of
the swmren RREFTwEErE w87, 20¥e (Exchanges
Demutualization Act, 2013) or the date of issuance of
the certificate of registration as mentioned in
sub-section (2] of section 9, whichever is the |later.

4. Governance Structure:

4.1 Board of Directors

a. General Requirements:

*  Majority of the members of the Board of Directors of the
Exchange, including the Chairman, shall be Independent
Directors.

* Board of Directors of the demutualized exchange shall elect
Chairman from the Independent Directors.

(R 1) aiffe afttar 2059-2058
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= The Nomination and Remuneration Committee shall
nominate the names of Independent Directors and
Managing Director in accordance with the fit and proper
criteria.

= Directors other than the Independent Directors and the MD
shall be elected by shareholders in accordance with the
provisions of the Articles of Association.

* Directors other than shareholder Directors are not
required to hold any qualification shares.

"  Any vacancy in any particular category of Directors shall
not affect the continuation of the Board and the Board shall
be entitled to carry out its functions and otherwise act in
accordance with its powers under the Articles of
Association and in law notwithstanding such vacancy.

= Subject to the provisions of the Articles, all Directors other
than the Independent Directors and the MD shall be liable
to retire by rotation in accordance with the provisions of
the Companies Act, 19%4.,

b. In accordance with the above requirements, Board structure of
DSE shall be the following:

Until otherwise determined in a General Meeting of the
Exchange with prior approval of the Commission, number of
Directors shall be 13 (thirteen) with the following composition:

. 7 (seven) Independent Directors. The Board of Directors of
the Exchange, as per recommendation of the "Nomination
and Remuneration Committee” will propose at least
2 (two) names against each post of Independent Director
and then submit to the Commission for approval through
the Bopard, provided that if the Commission does not
approve the proposed names of Independent Directors,
then DSE has to re-submit a fresh list of candidates [two
names against each post) of Independent Director;

."_:';".
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5 [Awve) Directors from amongst the Shareholders and Strategic
Investor(s) among which at least 1 (one) post will be reserved
for Strategic Investor(s), provided that 1 (one) post of Director
from the Strategic Investor(s) shall remain unfilled pending the
entrance of Strategic Investor(s);

Managing Director and CEO as Ex-Officio member of the Board
with voting rights.

Quorum ;

The guorum shall be one-third members of the Board of
Directors of which majority of the Directors present shall be
Independent Directors. Quorum for any committee constituted
by the Board shall be three members, of which majority shall
be Independent Directors.

4.2Fit and Proper Criteria for Directors

a) A Director elected by the Shareholders shall hold office for no

more than 2 (two) consecutive terms and shall be eligible to be
elected as Director after a gap of 1 [one) year;

b) An Independent Director shall be nominated for a term of 3

(three) years and may be renewed for another term by the
Commission on recommendation of the Exchange. Thereafter
however, he/she shall not be eligible to be nominated as an
Independent Director until after a gap of 1 (one]) year;

c) The Managing Director shall be nominated for a term of not

more than 3 (three) years and may be renewed for another
term by the Commission on recommendation of the Board.

d) No person shall be eligible to be elected or appeinted as, or

continue to occupy the office of a Director if—

i. He is found lunatic or becomes of unsound mind or
incapable of efficient attention to business; or

affifer aferaw aoss-3058
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vi.

He remains absent in three consecutive meetings of
the Board of Directors or in all meetings of the Board
of Directors for a continuous period of three months,
whichever is the longer, without |leave of absence
from the Board of Directors; or

He is convicted of any criminal offence and sentenced
to imprisonment;

. He is a loan defaulter as per CIB report of Bangladesh

Bank.

He has entered into any business transaction with the
Exchange.

Without prejudice to the above he fails to pass “Fit
and Proper" criteria as may be framed by the
Commission from time to time.

In addition to the above, a person shall not be considered as
an Independent Director iFf:

.

iii.

He is or has been an employee of the Exchange, any of
its subsidiaries or holding company within the
preceding 3 (three] vears of his proposed date of
appointment; '

He is or has been the CEO/MD of any subsidiary,
associated company, associated undertaking or
halding company of the Exchange within the
preceding 3(three) years of his proposed date of
appointment;

He has, or had within the preceding 3 (three) years of
his proposed date of appointment, a material business
relationship with the Exchange either directly, or
indirectly as a partner, substantial shareholder or
director of a body that has such a relationship with
the Exchange;

."_:';".
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iv.

vi.

Vil

viil,
i
X.

.

He has received remuneration within the preceding 3
(three) years of his/her appointment as a director or
receives  additional  remuneration, excluding
retirement benefits from the Exchange apart from a
director's fee or has participated in the Exchange's
share option or a performance-related pay scheme;

. He is a family member or connected persan, as defined

in the @sowen BREpwmEmE== @@, 2030 [Exchanges
Demutualization Act, 2013), of any of the Directors,
TREC holders or shareholders of the Exchange or the
Exchange itself;

He has or had any relationship with any of the TREC
holders or Shareholders of the Exchange or Directors
thereof;

He is or has been an employee or director of any
capital market intermediary including Merchant
Banker or Asset Management Company within the
preceding 3 (three) years of his proposed date of
appolntment;

He acts as a Director of any other exchange;
He is an employee of any shareholder of any exchange;
He iz an employee of any regulatory organization;

He is a director or holds any office of a listed company.

'f} An Independent Director must have at least any of the
following educational qualification and professional
experience:

ii.

Master in business, economics, statistics, computer
science, mathematics, public administration or law
including not less than 10 (ten) years professional
eXperience;

Bachelor in business, economics, statistics, computer
science, mathematics, public administration or law
Including not less than 15 (fifteen) years
professional experience ;

."_:';".
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iii. Professional designation like CFA, CA, CMA, CS, CPA
etc, including not less than 10 (ten] years
professional experience;

lv. Persons with at least Bachelors degree having 20
(twenty) years of management experience.

4.3 First Board of DSE and Subsequent Activities

Formation of the First Board of DSE and its subsequent activities
shall be as per the provisions of the a@veer fEREFFEE =8,
2038 (Exchanges Demutualization Act, 2013].

4.4 Code of Conduct and Code of Ethics for the Board and its
Members

There shall be a set of appropriate code of conducts and code of
ethics for the Board which shall be incorporated in the Dhaka
Stock Exchange (Board and Administration) Regulations, 2000 to
ensure fair and ethical functioning of the Board.

4.4.1 Code of Conduct

a, Mectings & Minutes

* Meeting of the Board of Directors and General
Meetings, notices, agenda, minutes of the meetings
shall be in accordance with the Companies Act, 1994,

* In the event that a Director is of the view that his
dissenting note has not been satisfactorily recorded in
the minutes of a meeting of the Board, he may refer
the maltter to the Company Secretary. The relevant
DMirector may require the note to be appended to the
minutes during confirmation of the minutes.

*  Director(s) shall not participate in the discussion on a
matter in which any conflict of interest exists or
arises, whether pecuniary or otherwise, and in such
cases the same shall be disclosed and recorded in the
minutes Gf the meeting.

."_:';".
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b. Regulatory Compliances

=  The Directors shall ensure that the Exchange abides by
all the provisions of securities laws, rules and
regulations framed thereunder and circulars, directions
issued by the BSEC and other authorities as the case |
may be.

= The Directors shall ensure compliance at all levels so
that the regulatory system does not suffer any
breaches.

* The Directors shall ensure that the Exchange takes
commensurate steps to honour the time limit
prescribed by BSEC for corrective action.

* The Directors shall not support any decision in the
meeting of the Board which may adversely affect the
interest of investors and the Managing Director shall
report forthwith any such decision to BSEC.

c. General Responsibility

=  The Directors shall ensure performing activities of the
Exchange to uphold the interest of public, ie. the
investors; and give priority to the interest of public. i.e. the
inveslors, even it appears to be conflicting with the interest
of the Exchange or its sharcholders.

The Directors shall place priority for redressing
investor grievances and encourage fair practices in
dealings and trading in securities and matters ancillary
thereto.

The Directors shall carry out their fiduciary duties with
a sense of objective judgment and independence in the
best interests of the Exchange and investors.

The Directors shall submit necessary disclosures/
statement of holdings/dealings In securities as
required by the Commission and the Exchange from
time to time as per their rules, regulations and
bye-laws.

."_:';".
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The Directors shall unless otherwise required by law,
maintain confidentiality and shall not divulge /disclose
any information obtained in discharging their duties.
The Directors shall not use any confidential information
for his personal gain, directly or indirectly, received or
obtained by him in his capacity as a member of the
Board.

The Directors shall perform their duties in an
independent and objective manner and avoid activities
that may impair, or may appear to impair, their
independence or objectivity or official responsibilities.
The Directors shall put in place for an annval evaluation
of the Board's own performance.

The Directors shall not, in any way, interfere in the
activities of the management of the Exchange.

4.4.2 Code of Ethics

a. Objectives and Underlying Principles

The code of ethics for Directors of the Exchange

intends to establish highest level of business/

professional ethics to be followed for establishing a

fair and transparent exchange. In discharging

functions, the Directors shall adhere to the following
fundamental principles:

i. Faimess and transparency in dealing with
matters relating to the Exchange and the
investors;

ii. Compliance with all laws/rules/regulations laid
down by the Exchange and BSEC;

ili. Exercising due diligence in the performance of
duties; and

iv. Avoidance of conflict of interest between
self-interests of Directors and  interests of the
Exchange and investors.

l"_-"r".
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b. Disclosure of Dealings in Securities by Directors of the
Exchange

s  [Directors of the Exchange shall disclose on a periodic
basis, with an interval of not more than one month,
their trading activities including personal and
institutional portfolio  investment where such
director has direct or indirect interest to the Conflict
Mitigation Committee.

=  Directors of the Exchange shall also disclose on a
periodic basis as above, the trading conducted by
firms/fcorporate entities in which they hold 10% or
more beneficial interest or hold a controlling interest,
to the Conflict Mitigation Committee,

c. Avoidance of Conflict of Interest

» No director of the Board or member of any
committee of the Exchange shall participate in any
decision making/adjudication process in respect of
any person/matter in which he is in any way, directly
or indirectly, concerned or interested.

= Npo director shall be involved in any business
transaction with the Exchange except transaction
related to the trading of securities;

=  Any decision of the Conflict Mitigation Committee as
to the existence of conflict of interest shall be final.

d. Disclosures of Beneficial Interest

All Directors shall disclose to the Conflict Mitigation
Committee, upon assuming office and during their tenure in
office, whenever the following arises:

»  Any fiduciary relationship of self and family members
and directorship/ partnership of self and family
members in any issuer or with any capital market
intermediary;

l"_-"r".
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=  Shareholding or any changes thereof, directly or
through his family, in any listed company on the
Exchange or in other entities related to the capital
markets; and

*  Any other business interests which may affect price
movements of the listed securities.

¢. Access to Information

= Directors shall not have access to any undisclosed
price sensitive information, surveillance or any
matter related to the market operation unless the
matter is placed before a committee or board
meeting, as the case may be;

= There shall be prescribed channels through which
information shall move subject always to audit trail
of the same. Any retrieval of confidential
documents/information by any member of the Board
ar any Committee shall be properly recorded.

= All such information, especially which is non-public
and price sensitive, shall be kept confidential and not
be used for any personal gain.

®*  Any information relating to the business/operations
of the Exchange, which may come to the knowledge
of Directors during performance of their duties shall
be held in strict confidence and shall not be divulged
to any third party and shall not be used in any
manner except for the performance of their duties.

4.4.2 Management of the Exchange

The overall management of DSE will be looked after by the
Board of Directors. The Managing Director ["MD"), as selected
independently by the MNomination and Remuneration
Committee, recommended by the Board and approved by the
Commission shall have a tenure of not more than 3 (three)
vears, which may be renewed for another term with prior
approval of the Commission. The MD shall have the authority

"
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to perform all administrative functions of the Exchange, give
effect to the policies, directives, guidelines and orders issued
either by the Commission or by the Board from time to time, to
implement any provisions of laws, rules, regulations, Articles
and bye-laws and to take such other actions as may be
‘required for these purposes. He shall be a member of all Board
committees except the Regulatory Affairs Committee.

The MD shall be responsible for —

designing measures to protect the interest of investors and
shareholders;

free, fair, transparent and efficient management and
operation of the Exchange;

effective administration and efficient financial and general
management of the Exchange including management of its
human resource functions;

market related information technology of the Exchange;
controlling and directing the officers and staff of the
Exchange;

ensuring disclosure of all price sensitive/material
information in the manner prescribed by the Commission
or the Exchange;

adopting necessary measures to pre-empt conflict of
interest;

providing extensive financial education to investors,
general public, market intermediaries, listed companies
and athers related to the capital market;

discharging all other duties and responsibilities delegated
by the Board from time to time; and

representing the Exchange before the Commission and any
other authority concerned.

In case of any conflict between any policy, directive,
guideline or order issued by the board of directors of the
Exchange and also by the Commission on any matter, the
policy, directive, guideline or order issued by the
Commission shall prevail and the Managing Director shall
be bound to carry out the policy, directive, guideline or
order issued by the Commission.
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From the date of demutualization, all the employees of DSE
shall still be the employees of DSE on the same terms and
conditions as existing immediately prior te the date of
demutualization. Seniority of the respective employees and
their tenure of service, gratuity and other entitlement based on
length of service shall be calculated as before demutualization.

Separate regulatory affairs division will be created to oversee
the regulatory functions of the Exchange independently. It will
be headed by the Chief Regulatory Officer, reporting directly to
the Regulatory Affairs Committee, with administrative
reporting to the MD. All other divisional heads will report to
the MD.

(81} aiffe afttar 2059-2058
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DMagram 1: Proposed Organogram of DSE |
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4.5 Committees
4.5.1 Committees to be formed

The following Board Committees shall be formed and
empowered to ensure superior corporate governance for D5SE:

Momination and Remuneration Committee;
Regulatory Affairs Committee;

Audit and Risk Management Committee;
Appeals Committee; and

Conflict Mitigation Committee.

man g

4.5.1.1 General Principles of Board Committees

The Board committees shall be duly formed and empowered to
ensure superior corporate governance for Dhaka Stock
Exchange Limited. All such committees will adhere to the
following general principles in discharging their functions and
responsibilities:

a, Unless otherwise stated, each Committee shall be
comprised of 5 (five] members including ex-officio
member, out of which at least 3 (three] members including
the Chairman shall be Independent Directors.

b. All the members of the Regulatory Affairs Committee (RAC)
shall be Independent Directors except the ex-officio
member;

c. All members of the Audit and Risk Management Committee
should be "financially literate” and at least 1 ([one) member
shz!l have accounting or related financial management
experience,

d. Chairman of the Audit and Risk Management Committee or
any member of the Audit and Risk Management Committee
appointed by the Chairman shall remain present in the
Annual General Meeting (AGM).

."_:';".
Ao ) i T 103e-2038 39y




ruBf

ARER (HLED, Wehe, WET b, 2030

Chairman of the RAC shall not he eligible for hecoming
member of any other Committee.

MD of the Exchange shall be the ex-officio member of all
Board Committees except the RAC and the Appeal
Committee with voting right.

CRO shall be the ex-officio member of RAC without voting

right.

. Ifany Committee has reported to the Board about anything

having material impact on the activities of the Exchange
and that any rectification is necessary and if such
recommendation has been unreasonably ignored or the
Board has failed to discuss on the report in its 2 (two)
consecutive meetings from the date of reporting by the
committee, the MD shall report such finding to the
Commission,

When the term of service of the Committee members
expires or there is any circumstance causing any
Committee member to be unable to hold office until
expiration of the term of service, thus making the number
of the Committee members to be lower than the prescribed
number, the Board of Directors shall appoint new
Committee member(s) to fill up the vacancy(s) immediately
or not later than 1 (one) month from the date of vacancy(s)
in the Committee to ensure continuity of the performance
of work of the Committee.

All terms of reference for the committees shall be approved
by the Board of Directors and circulated to all respective
committee members and disclosed on the Exchange's
website.

. These committees shall have the authority to hire

independent external consultants to obtain expert opinions
in advisory capacity and incur necessary expenses subject
to prior approval of the Board;

Despite delegation of the various tasks to the Committees
as per the assigned terms of reference, the Board shall be
ultimately accountable for the performance/ progress of
committees.

#@34 71 aferawe yose-3058
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. The Chairman of each committee shall be the coordinator
for the respective committee while the company secretary
shall be responsible for all matters relating to convening
the meeting, proceedings, agenda and preparation of
minutes and the Managing Director shall be responsible for
execution of the committee decisions as may be approved
by the board.

. The secretarial functions of each committee constituted by
the Board shall be discharged by the Company Secretary or
by a nominee of the Secretary unless otherwise stated in
the Regulations or decided by the Board.

. The members of each committee shall strictly adhere to all
applicable rules, regulations and any other securities laws
in discharging their functions, duties and responsibilities,

. Tenure of each committee shall be a perlod of one year
from the date of constitution. Unless otherwise decided by
the Board, each committee shall continue to operate
notwithstanding expiry of their tenure until a new
committee is constituted by the Board. The Board shall
have the authority to reconstitute any committee or to
replace any member of a committee from time to time as it
deem fit regardless of the tenure aof the respective
committee or its members.

. Unless otherwise provided herein, the committees shall
meet at least once in every guarter of the financial year.
Additional meetings may be held, as and when deemed
necessary.

In addition to the scheduled meetings approved by the
Board, the committee may regulate its own procedures and
in particular the calling of meetings, the notice to be given
of such meetings, the voting and proceedings thereat. The
Secretary shall, on the requisition of a member, summon a
meeting of the members.

. If, at any meeting, the Chairman is not present within 1
(one) hour after the time appointed for holding the
meeting, the members present shall choose another
member of the Committee to Chair the meeting.

In case of an equality of votes, the Chairman of the meeting
shall have a second or casting vote.

I}l =i et sose-2058
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4.5.2

4.5.3

u. A resolution In writing, signed by a majority of the
members for the time being entitled to receive notice of a
meeting of the committee (of which a majority shall be
independent), shall be valid as effectual as if it had been
passed at a meeting of the committee duly convened and
held. Any such resolution may consist of several documents
in like form, each signed by one or more member.

v. The committees shall undertake any task assigned by the
Board from time to time.

Roles of Independent Directors

Independent Directors shall play the most important role in
the Board Committees by ensuring neutrality, improving
corporate governance and enhancing business efficiency
through their diverse experience and expertise. Independent
Directors shall be majority In all the Board Committees
including the Chairman in all the committees and thus their
strong role will be ensured in decisions and functions of these
committees.

Role and Structure of Committees
Nominati IR tion C itt

Functions:

The Committee shall discharge such functions as may be vested

to it by the Board from time to time. Without prejudice to the

generality of the nature, functions of the committee shall be as
follows:

a. Scrutinize nomination papers that may be submitted by a
candidate for the post of Director including Independent
Directors according to “Fit and Proper Criteria” as
described in this Scheme and the Regulations concerned ;

b. provide recommendation of remuneration and other
facilities of the Directors for approval of the shareholders
through the board;

C. provide recommendation of remuneration for the
Managing Director for approval of the shareholders
through the board;

."_:';".
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d. carry out the function of searching qualified persons for the
recruitment of the Managing Director;

g, short-list candidates for the appointment of the Managing
Director;

f. recommend the appointment, compensation, succession
planning and removal of the CRO to the Board in
consultation with the RAC. Provided that CRO can only be
appeinted and removed upon recommendation by the RAC
to the Board and with final approval of the Commission.
For this purpose, non-renewal of the contract with CRO
shall also be considered as removal;

g. Recommend, review and/or make revisions of human
resource management policies, including compensation
and appraisal policies of DSE;

h. ensure that compensation policy is not biased in favour or
against any particular position or positions;

. recommend to the board the selection, evaluation,
compensation [including retirement benefits) of CO0, CFO,
CTO and Company Secretary or any other position
comparable with these roles;

j. oversee proper implementation of all Human Resource
policies; and

l. submit written reports to the Board of DSE regarding
activities and proceedings as and when requested by the
Board.

B. Regulatory Affairs Committee:

The Regulatory Affairs Committee ["RAC") shall act as the
vehicle for separation of business and regulatory activities
of the Exchange. RAC shall ensure that the Regulatory Affairs
Division ["RAD") functions effectively and take measures
necessary to create and maintain an effective regulatory
environment to improve investor confidence and market
integrity. Functions of the RAC are described in details in
chapter 5 ‘Separation of Business from Regulatory
Functions’,

Ao ) i T 103e-2038
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C. Audit and Risk Management Committee;

Functions:

a. The Audit and Risk Management Committee shall
assist the Board of Directors in ensuring that the
financial statements reflect true and fair view of the
state of affairs of the company and in ensuring a good
internal monitoring system within the business;

b. The Audit and Risk Management Committee shall be
responsible for internal financial, cost and
management audits of the Exchange periodically;

c. The Audit and Risk Management Committee shall
assess the risks related to investments and associated
financial management of the exchange, perform
benefit-cost analysis and advice the board to make
financial decisions;

d. The Audit and Risk Management Commitee shall:

i. Owversee the financial reporting process;

ii. Monitor choice of accounting policies and principles;

iii. Monitor Internal Control and Risk management
process;

iv. Oversee hiring and performance of external
auditors;

v. Review along with the management, the annual
financial statements before submission to the
board for approval;

vi. Review along with the management, the quarterly
and half yearly financial statements before
submission to the board for approval;

vii. Review the adequacy of internal audit function;

viii. Review statement of significant related party
transactions submitted by the management;

ix. Review Management Letters/Letter of Internal
Control weakness issued by statutory auditors;

x. Advise the management in adopting appropriate
accounting and investment policies; and

xi. Ensure that statutory statements are submitted to
the regulators in time.
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Reporting of the Audit and Risk Management Commiltee

a. Reporting to the Board of Directors

1) The Audit and Risk Management Committee shall
report on its activities to the Board of Directors.

2) The Audit and Risk Management Committee shall
immediately report to the Board of Directors on the
following findings, if any:

i. reporton conflicts of interests;

ii. suspected or presumed fraud or irregularity or
material defect in the internal control system;

ifl. suspected Infringement of laws, including
securities related laws, rules and repgulations;

iv. any other matter which should be disclosed to the
Board of Directors immediately.

b. Reporting to the Shareholders and General Investors

Report on activities carried out by the Audit and Risk
Management Committee during the year, shall be
signed by the Chairman of the Committee and
disclosed in the annual report of the Exchange.

D. Appeal Committee;

Functions:

The Appeal Committee shall have the authority to decide on
any appeal against decislons to take disciplinary action
against officers/employees of the Exchange.

No member of the Appeal Committee shall be involved in the
decision to take disciplinary action against the officer or
employee lodging the appeal.

The Appeal Committee shall also review the operations of the
“Disciplinary Procedures” on a continuous basis and propose
improvements/inclusions as the committee considers
necessary to the Board and ensure that the Exchange's
disciplinary rules are appropriate to handle the disciplinary
ISSUES,

."_:';".
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E. Conflict Mitigation Commit

Functions:

The Conflict Mitigation Committee shall satisfy the Board of
Directors ["Board”) that any perceived or actual conflict of
interest between the Exchange's regulatory responsibilities
and commercial interests is addressed. These functions
include:

a. Deal with perceived or actuwal conflict between
regulatory responsibilities and commercial interests of
the Exchange; and

b. Review the adequacy of the arrangements within the
Exchange for dealing with any perceived or actual
conflict arising from/during:

i. the commercial interests of the Exchange to its
shareholders, including any conflict of interest or
potential conflict of interest arising as a result of the
listing of the shares of the Exchange in its own
bourse;

il. supervision and monitoring disclosures made by the
Directors of the Exchange in discharge of their
obligation under the Code of Conduct and Ethics;

lil. recommending the course of action to be taken
against the disclosing Director In case any
concealment or omission of material information iz
detected;

iv. notifying the BSEC of all relevant facts, including any|
proposals for resolving the matter in a manneri
which assures the proper performance of any
relevant regulatory functions; and

v. reviewing the regulatory implications and
reputational risks of strategic initiatives requirin‘q
Board approval and are referred to the Committee,
and to thereafter report its views to the Board.

."_:';".
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5. Separation of Business from Self Regulation

5.1 Reasons for Separation

Demutualization of stock exchanges raises new conflicts of
interest in exchanges carrying out front line regulatory roles, It
is generally perceived that performing a dual role of a
commercial entity and a self regulating organization is the
primary source of conflicts of interests. Globally, this is a highly
debated area as to the best models that can be used to mitigate
this risk. The solution often prescribed is the separation of an
exchange's SRO functions from its commercial activities.

5.2 Proposed Process & Model for DSE

The suggested 5RO model for DSE is Strong Exchange SRO
Model.

Under this model, DSE's potential conflict of interest will be
managed through setting up separate regulatory committees,
divisions (i.e. Regulatory Affairs Committee, Regulatory Affairs
Division) that will function totally independent from any
committees /divisions of DSE involved in commercial functions.

The segregation will be envisaged through setting up of a
Regulatory Affairs Division (“RAD") that will be headed by a
Chief Regulatory Officer ("CRO"); the overall supervision of
RAD will be vested with a Regulatory Affairs Committee
["RAC"), which will be comprised of independent directors of
the board. The RAC will function as a 'Chinese Wall' between
the regulatory functons and commercial activities of the
exchange and will be responsible for developing and
measuring RAD's effectiveness in implementing the overall
regulatory plan, processing all regulatory amendments,
recommending budget and staff allocations for the RAD,
recommending appointment and removal of the CRO.

."_:';".
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5.2.1 Regulatory Affairs Committee

RAC shall act as the vehicle for separation of business activities
from self-regulation.

Composition:

The RAC shall consist of 3 [three) Independent Directors. No
shareholder Director shall be eligible to be a member of
RAC.

The Chairman of RAC shall not be eligible for becoming a
member of any other Committee,

The Managing Director of DSE shall not be a member of the
RAC, instead the CRO shall be the ex-officio member of the
RAC without voting right.

Functions:

b,
~ regulatory plan and approve annual plans/targets for the

develop an overall regulatory plan and roles and
responsibilities of each department of RAD;
ensure adequacy and effectiveness of the exchange's

RALD;

recommend all required regulatory amendments to the
Board;

assess performance of the RAD in the light of regulatory
program and take measures and where necessary make
recommendations to the Board for improvements;
recommend any allowance that may be paid to the
personnel of RAD for proper and smooth functioning of the
division;

formulate and recommend to the Board for approval,
budget and staff allocation for RAD;

conduct hearings of any appeal against the enforcement
actions,/ arbitration awards of RAD;

identify and manage potential conflicts of interest between
commercial and regulatory functions regularly;

.'d-E".
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[, train/educate employees of RAD in respect ol conflict
management and also develop the manual on conflict
management policy and circulate to all employees of RAD;

i prepare an annual report of the RAD on the activities,
canclusions, recommendations of the last year with special
focus on the identification and mitigation of conflicts of
interest and identify the targets for next year along with
any other matters, for the Board and BSEC;

k. all appointments and removals from RAD shall only be
subject to the approval of RAC;

|. establish criteria for evaluating candidates for the senior
management of RAD including CRO; and

m. carry out any other function that may be mutually agreed
upon by the RAC and the Board.

5.2.2 Chief Regulatory Officer

a. The CRO shall be the head of the RAD and shall oversee the
efficient functioning of the division in accordance with the
terms of reference approved by the Board on the
recommendations of the RAC;

b. The CRO shall report directly to the RAC but will also have
an administrative reporting to the CEO;

c. The CRO shall be appointed by the Board with approval
from the Commission upon the recommendations of the
Nomination and Remuneration Committee in consultation
with the Chairman of the RAC;

d. CRO can only be removed on the recommendations of RAC
and approval from the Commission. The affairs relating to
compensation, succession planning and removal of the CRO
shall be recommended to the Board by Nomination and
Remuneration Committee in consultation with the
Chairman of RAC. For this purpose, non-renewal of the
contract with CRO shall also be considered as removal;

e. The CRO must not be a connected person with the MD/CED,
TREC holders and the strategic investor(s), or any financial
institution halding more than 5% of the shares of the DSE;
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f. The CRO and his/her family member(s] shall not be
engaged in any investment activity with reference to the
shares of the Exchange or any listed company;

E- CRO shall be a dedicated position and CRO must not have
any other responsibility in the Exchange except the
regulatory role;

h. CRO shall also liaise between the Exchange and BSEC on
regulatory affairs;

i. CRO shall be responsible for taking disciplinary measures
in appropriate cases against persons violating the Exchange
regulations or bye-laws;

j» CRO shall be responsible for securing surveillance of
market activities and information technology relating to
surveillance;

k. CRO shall be the representative of the Exchange in respect
of all external investigations, law enforcement, prosecution
agencies and courts of law and related matters. However,
the CRO may aud‘mrize'an}r person from within the RAD or
form legal department for any of the aforesaid purposes
subject to intimation to the RAC;

I. The CRO will submit a report on regulatory compliance
status to the RAC with copy to the Commission every
month, as per a format to be prescribed by RAC; and

m. Compensation arrangement of CRO should be determined
against the measurable criteria and should not be linked
with the number of viclations detected or the amount of
fine recovered from the market participants.

5.2.3 Regulatory Affairs Division

The RAD shall perform following functions through different
departments. Exchanges may consolidate or re-allocate
different tasks to departments according to thelr
administrative requirements.

T
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5.2.3.1 TREC Holder Alfairs

= Set minimum admission standards and eligibility criteria
for TREC holders;

=  Formulate rules and regulations relating to proprietary and
client level trading by the TREC helders;

* (Create awareness about the code of conduct amongst the
TREC holders;

= Process approvals/NOCs for changes in majority
shareholding of brokerage houses;

= Formulate comprehensive guidelines for TREC holders to
meet all obligatons to investors in conformity with
applicable laws; and

* Develop detailed system for TREC holders to keep proper
records of all transactions and orders and client profile.

* Monitoring compliance of all the requirements for TREC
holders in accordance with the securities laws and

recommend /initiate enforcement actions in case of
non-compliance.

5.2.3.2 Listing/Company Affairs

»  Set listing standards and making efforts to continuously
enhance the same;

* Ensure continuous and timely disclosure of material
information by the listed companies;

* Ensure compliance of listing regulations;

*  Take steps in case of non-compliance of listing regulations;

* Ensure compliance of corporate finance requirements by
the listed companies;

* Ensure compliance with the Code of Corporate Governance
by the listed companies; and

* Recommend/initiate enforcement action against non-
compliant listed companies within the jurisdiction allowed
under the securities laws,

5.2.3.3 Conduct Monitoring and Surveillance of the Market

* Ensure continuous monitoring and surveillance of trading
activities;
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Investigate violations of trading rules and disciplinary
requirements;

Ensure that proper systems for detecting violations/
market malpractices are in place and in operation;

Review and implement risk management standards;

Ensure compliance with the capital adequacy regime;
Conduct research of various jurisdictions in respect of risk
management and developments therein; and

Adopt and implement any international standard code of
conduct with approval from RAC.

Monitoring compliance of all the requirements related to
trading in accordance with the securities laws and
recommend/initiate enforcement actions in case of non-
compliance,

5.2.3.4 Enforcement and Compliance

Establish compliance procedures to ensure that the
procedures reflect current laws and provide adeguate
guidance to the employees about what is permissible
conduct;

Supervise system audit of brokers/dealers and introduce a
system of regular inspection of brokers/dealers;
Continuously liaise between the Exchange/BSEC and the
TREC holders etc. on compliance related issues;

Ensure that adequate systems and procedures are in place
and maintained by supervisory personnel;

Ensure that all applicable rules/regulations/procedures/
directives, code of conduct and any amendments therein
are strictly adhered to by all personnel;

Initiate enforcement actions or recommend enforcement
actions to BSEC, whichever is applicable, such as imposition
of penalties, suspensions etc. Cases requiring litigation shall
be forwarded to the Litigation Wing;

Dissemination of material disciplinary actions through
website for the information of general public. Maintain and
publication of a database of past enforcement actions in

accordance with the dissemination policy approved by the
Board: and
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= Ensure that all post-trade information/reports are made
available to investors by TREC holders in line with
prescribed rules/regulations.

5.2.3.5 Investors Complaints, Arbitration and Litigation

= Establish a dispute resolution mechanism;

* Handle and process investor complaints;

* Conduct preliminary enquiries, hearings and mediations;

= Cpordinate arbitration proceedings; ensure implementation
of arbitration awards etc; and

* [nitiate/defend legal proceedings in respect of enforcement
actions of Enforcement and Compliance Wing.

5.2.3.6 Other Functions

» Create awareness among market participants including
TREC holders, regarding the Code of Conduct and other
compliance issues through regular seminars, newsletters
and workshops.

6. Trading Right
6.1 Trading Right Entitlement Certificate {"TREC"]

The proposed demutualization of DSE provides for two completely
de-linked assets to the existing members in the Exchange, namely
(a) fully paid-up shares and (b) trading right. DSE shall have the
authority to issue Trading Right Entitlement Certificate (TREC), as
per the Exchanges Demutualization Act and as outlined in this
scheme, to provide the right to trade any securities enlisted in DSE
to eligible brokers and dealers. Such TRECs will be totally separate
from the ownership of the Exchange as there s no obligation for
TREC holders to be or remain sharehaolders of the Exchange.
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6.2 Issuance of TREC to Initial Shareholders

Within 30 days from the approval of this Demutualization Scheme,
DSE shall issue one TREC in favor of each initial share holder
under the following terms and conditions:

{1} An initial shareholder who is issued with a trading right
entitlement certificate. if not already registered under the
Bangladesh Sccuritics and Exchange Commission Act,
1993 or any Rules made thercunder, shall have o obiain
registration certificate in accordance with the requirements
of the said Act or Rules within 3 (three) vears from the date
of demutualization, and commence its business within
& (six) months from the date of receiving such registration.

(2) Any member whose membership is currently
suspended and/or undergoing adjudication for
forfeiture shall not be issued with TREC till final
decision regarding the dispute.

(37 4 [four) members under folic numbers 155, 237, 107
and 229 corresponding membership numbers 36, 96,
103 and 188 respectively shall not be issued with TREC
till legal claims of the said memberships have been filed,
as they remain untraceable for more than 12 years.

6.3 Transfer and Issue of TREC

(1) TRECs issued to the initial shareholders can be transferred
once within 5 years from the demutualization date to any
eligible entity in accordance with the a3
fefatgremiTesm =&, 2obe (Exchanges Demutualization Act,

2013) and payment of fees as may be determined with the
Commission's approval from time to time.

(2) Any TREC Holder desiring to transfer its TREC subject to
requirements of the Exchanges Demutualization Act must
submit to the Exchange a written application, signed by
bhoth the transferor and transferce, in such form and
accompanied with such documents as may be prescribed by
the Exchange.
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(3) Any company, who acquires the TREC as above, shall
require te obtain registration certificate under the
Bangladesh Securities and Exchange Commission Act, 1993
or any Rules made thereunder, not later than 12 (twelve)
months of such acquisition, and shall require to commence
its business within 6 (six) months from the date of
registration.

(4) Al such transfers will be subject to payment of all
outstanding dues to the Exchange, other relevant statutory
duties and such conditions or payments as the Board of
Directors of DSE or the Commission or any other
competent authority may impose from time to time
including, but not limited to, transfer fees/charges levied
by the Exchange for execution of such transfer. Such
transferor will have no outstanding payment to clients and
no legal proceedings shall be pending. It is further provided
that the requirements of the relevant laws, rules and
regulations in respect of such transfer shall also have to be
complied with.

(5) All TREC shall become non-transferable upon completion of
5 (five) years from the date of demutualization.

(6) Within 5 (five) years of demutualization, an exchange may,
by adopting special resolution in general meeting, increase
the number of trading right entitlement certificates.

(7] Upon completion of 5 (five] years from the date of
demutualization, TREC shall be issued to an applicant by
the exchange upon fulfilment of the qualifications and
criteria prescribed in this scheme.

(8) Any ccmpany, who acquires TREC as above, shall require
Lo obtain reglstration certificate under the Bangladesh
Securities and Exchange Commission Act, 1993 or any
Rules made thereunder not later than 12 (twelve) months
of such acquisition, and shall reguire to commence its
business within 6 (six) months from the date of

registration.
5 .
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(9) IF any company or initial shareholder fails to obtain

registration certificate or to commence business within the
time as stipulated above, the respective TREC shall become
cancelled.

6.4 Criteria of Applicants for Obtaining New TRECs
a. An entity shall apply to the Exchange for issuance of new TREC

in compliance with the requirements of the proposed Dhaka
Stock Exchange (Trading Right Entitlement and Trader
Certificate) Regulations, 2013,

The Exchange shall scrutinize the application, documents and
eligihility requirements and upon satisfaction of fullilment of
the requirements as per the Regulations, shall issue TREC
following the procedure and timeframe of the Regulations.

Every TREC shall be liable to pay such fees for obtaining
certificate and renewal thereof as may be determined by the
Exchange from time to time.

The Exchange shall have the authority to collect such amount
of fees and charges as it may deem appropriate for providing
training and other facilities.

An entity shall not be eligible for obtaining TREC from the
Exchange unless the following conditions are satisfied:

i. it has obtained or is in the process of obtaining a
registration certificate as stock- dealer or stock broker
under the concerned Rules of Bangladesh Securities and
Exchange Commission. In the event that a registration
certificate is not issued by the Commission within the
timeframe stipulated in the Exchanges Demutualization
Act, the TREC shall be cancelled;

ii. itis a company limited by shares incorporated under the
Companies Act, 1994;

jii. it has a minimum paid up capital of Taka 10,000,000 (Ten
Million) only and audited net worth of 75% of its paid-up
capital;

(81} aiffe afttar 2059-2058
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vi.

vil.

it have adequate professional management including
compliance officer, human resource, information
technology infrastructure and financial capability as may
be determined by the Exchange from time to time;

its promoters, sponsors, MD/CEQ, directors and key
executives comply with the "Fit and Proper” criteria as
may be specified by the Commission from time to time;
none of its directors has served as a director in a TREC
holder or member entity of any Exchange which had been
declared a defaulter or expelled as a member or its TREC
has been cancelled by the Exchange; and

it has adequate policies, procedures, systems and controls
to handle conflict management, monitoring of unethical
conduct and market abuse, resolve investor complaints,

prevent money laundering and combat terrorist financing
and ensure compliance with applicable laws:

f. The Exchange may specify such standards for good governance,
enhanced disclosures, investor protection, accountahility,
investor service and infrastructure requirements with regard
to applicants as it may deem necessary from time to time.

g No

applicant shall be issued a TREC of the Exchange if it or any

of its directors:

i,

it

iv.

has been adjudged bankrupt or a receiver order in
bankruptcy has been made against it or it has been proved
to be insolvent even though it has obtained its final
discharge;

. has compounded with its creditors for less than full

discharge of debts;
any of its directors has been convicted for any offence of
moral turpitude;

has been at any time expelled or declared a defaulter by
any exchange, or its TREC has been cancelled or it has been
debarred from trading in securities by any regulatory
authority including the BSEC or any court having
jurisdiction; and
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v. incurs such disqualification under the provisions of any
Securities law or Rules or Regulations or any other law for
the time being In force, so as to disentitle such persons
from seeking TREC of a stock exchange;

6.5 Power af the Exchange

a. The Exchange shall have the following powers in respect of

TREC:

.. Issuance of TREC: The Exchange shall issue TREC subject
to terms and conditions as specified in the certificate with
the power to renew, suspend and cancel.

il. Suspension of TREC: The CRO of the Exchange shall have
the power to suspend the trading operation of any TREC
as he may deem fit and proper at anytime without prior
notice in accordance with the proposed Dhaka Stock
Exchange ([Trading Right Entitlement and Trader
Certificate) Regulations, 2013. The Exchange shall have
the power to suspend any TREC if there remain any
unsettled dues owed by a TREC holder either to his
customer, or to the Exchange till settlement of the dues.

iii. Cancellation of TREC: A TREC may be cancelled by the
Exchange on the following grounds:

[a) If a TREC holder is found to be involved in any
activity prohibited under any securities law;

(b) If a cancellation order is issued by BSEC or any other
competent authority or any court of justice;

[c) If the TREC holder failed to comply with the
requirements of the DSE [Settlement of Transactions)
Regulations, 1998;

(d)If the TREC holder fails to comply with the
requirements of the DSE [Member’'s Margin)
Regulations, 1998;

(e]) If the TREC holder is found to have acted in violation
of these Regulations including change in the
shareholding structure resulting in change of control
without prior approval from the Exchange;

."_:';".
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(f) If the TREC Holder fails to commence broking
business within 6 (six) months of receipt of the
brokerage registration from BSEC:

Provided that no TREC shall be cancelled without giving
the TREC halder an opportunity of hearing.

b. The management of the Exchange shall have the power to
take such other steps in the interest of the Exchange and the
capital market on behalf of the Exchange.

7. Conflict of Interest

Post demutualization, an exchange shifts (s strategies and
objectives towards protecting interest of investors, establishing
corporate governance, making profit and maximizing shareholder
value through commercially oriented business practices and
flexible decision making. Besides, the exchange shall also continue
its role as SRO and market regulator post demutualization,. The
core issue remains whether the dual roles played by a
demutualized exchange of business and regulator are manageable
and the conflicts of interest that it raises.

7.1 Areas of Conflicts

Overviews of the types of conflicts of interest that exists post
demutualization are given below:

Conflict between dual roles of business and self regulation;
Self listing;

Conflict in sponsoring regulatory activities;

Conflict in administration;

Biasness in performing regulatory role;

f. Conflict in remuneration of regulatory Staif;

P Rn g
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7.2 Mitigation of Conflict of Interest and Preservation of
Investors’ Interest

The following methods are proposed to manage and mitigate
the conflicts and ensure preservation of Investors’ interest for
Dhaka Stock Exchange Ltd:

a. Empowering Independent Directors in the Board

The Board shall be comprised of majority independent
directors nominated by the Nomination and Remuneration
Committee of DSE in accordance with "Fit and Proper” criteria
and approved by the BSEC, Majority presence from the
independent directors shall ensure fairness and transparency
whenever any conflict arises.

In addition to their fiduciary duties, the independent directors
will be responsible for providing managerial oversight, work
for the protection of minority shareholders’ rights, improving
corporate credibility, governance standards and exercise
independent judgment.

The Chairman of the Board shall be from the independent
directors. All of the Board Committees shall be comprised of
majority independent directors including the Chairman. It will
ensure unbiased functioning of the committees.

b. Code of Business and Code of Ethics

There shall be a Code of Business and Code of Ethics for the
Board which shall be outlined in details in the Dhaka Stock
Exchange (Board and Administration) Regulations, 2000. The
codes shall constitute standards that are reasonably designed
to avoid conflict, promaote integrity and to deter wrongdoing.

¢. Separation of SRO Function from Commercial Activities

DSE will follow a "Strong Exchange SRO Model” for separating
SRO function from commercial operations, Under this model,

A )y T afera 1050-2008

LE S




AP (TCEG, WIEE, W b, doye trisbsg

DSE's potential conflict of interest will be managed through
setting up separate regulatory committee and divisions (i.e.
Regulatory Affairs Committee, Regulatory Affairs Division) that
will function totally independent from any committees/
departments of DSE involved in commercial functions.

Such separation will ensure the proper and unbiased
functioning of the regulatory function of the exchange and thus
help to avoid conflicts.

d. Independent Internal Audit Department

DSE will ensure strong internal control through having a
separate Internal Audit Department, which shall have a direct
reporting to the Audit and Risk Management Committee
comprised of majority Independent Directors. Internal Audit
will conduct regular audit to ensure all rules, regulations, bye-
laws and policies are adhered to.

e. Transferring regulatory functions during self-listing

When DSE will go for self-listing, regulators shall perform the
rple which is generally performed by the Exchange, including
approval of the listing and review of compliance to all listing
requirements. BSEC shall be administering the listing rules.
Subsequently, the trading of DSE will alse be monitored by
BSEC to ensure transparency and fairness. This will ensure
avoidance of any potential conflict that may arise from listing
in the own exchange.

f.  Reinforcing Investors Interest Mandate

The Exchanges Demutualization Act clearly makes it binding
that DSE must give priority to public cum investors’ interest if
any conflict arises. DSE will reiterate this spirit through
documenting it under the code of conduct of the Board.

.'d-E".
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g Investor Protection Fund:

The Exchange shall maintain an “Investor Protection Fund” to
protect the interest of the investors in case of default by the
TREC Holders. It shall also keep a provision which shall
provide DSE the power to set-off the security depasit by any
TREC if there remain any unsettled dues owed by a TREC
Holder to its customers.

The Investor Protection Fund shall consist of contributions
from the Exchange and TREC Holders in the following
manner:

(a) Contributions already made by DSE and others which
are currently lying with the Exchange.

(b) An amount representing 0.50 % (point five zero per
cent) of the listing fee received by the DSE during the
immediately preceding quarter, which shall be placed
in the Fund immediately after closure of each quarter.

() Quarterly contribution at the rate of 1 (one) taka for
every Taka 10 (ten) lac or part thereoff gross
cumnulative turnover (buy + sale) of each TREC holder
immediately after closure of each quarter,

(d) Taka 1 [(one) lac from the TREC holders other than the
initial TREC holders.

(e) All benefits accrued against unclaimed shares shall be
transferred to th_e Investars' Protection Fund of DSE

after 5 years of such accrual.

(f) Any amount received from such other sources as
may be available at the discretion of the Board.

affifer aferaw aoss-3058
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h. Contribution to the Settlement Guarantee Fund:

(1) The Fund shall comprise of contributions from the
following sources:

[a) Inidal contribution: The initial contribution shall
comprise of contributions from the Exchange and
Trading Participants as follows:

(1) Taka 200,000,000 (Taka Twenty Crore) from the
Exchange;

(ii) Taka 500,000 (Taka Five lac) per Trading
Participant as subscription in the Fund. Out of
which Taka Z50,000 (Taka two lac fifty
thousand) only will be collected on call made
the management and rest Taka 2,50,000 (Taka
two lac fifty thousand) only will be collected
between second and third year of formation of
the Fund. -

(b) Regular contributions:

(i} 5% of annual net profit of the Exchange will be
transferred to the Fund as a regular contribution
on annual basis.

(i) Any income generated from of the Fund shall he
attributable to this fund.

The settlement guarantee fund will be reviewed at the time
of the establishment of the new clearing house.

i. Management of Conflict of Interest at Intermediaries’
Level

DSE shall outline the rules and regulations for the
intermeciaries to follow in order to manage the conflicts at
inlermediaries level, that Conflict at intermediary level arises
mainly due to intermediaries putting forth their own interest
at the cost of clients/market investors, and the internal
conflicts within the intermediaries that stems from
intermediary struclire, its product offering and markets of
operation. Conflict may also arise between intermediaries and
different/various types of clients.

."_:';".
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B Widening Shareholder Base
8.1 Shareholding Structure

On the date of demutualization, there shall be 250 shareholders of
DSE. who were members of the exchange prior to demutualization.
There can be three ways through which new shareholders may come
and thus widen the shareholders base:

* Through transfer of 60% of the total initially allotted shares
held in blocked account;

* Through transfer of 40% free shares held by initial
shareholders; and

*  Through issuance of new shares to raise capital.

The post demutualization shareholding structure of DSE shall be
subject to the following conditions at all time:

a. All shares of the Exchange equivalent to the paid-up capital at
the date of demutualization shall be allotted to the initial
sharehalders, out of which sixty percent (60%) shall be held in
a blocked account till disposal to strategic investor(s),
institutional investor({s) and general public.

B. Total shares held by the TREC holders together with their
connecled persons, other than the shares held temporarily in the
blocked account, shall not be more lhqn 40 (forty) percent of the
total issucd share capital of the Exchange at any time. A strategic
investor may, with the approval of the Commission, hold up 1o 25
(twenty five) percent of its total issued share capital: provided that,
the Commission, in the public interest, may permit any strategic
investor to hold shares above this threshold.

c. MNo person including hisherfits connected persons, other than
strategic investors, shall hold above 5 (five) percent of its issued
share capital.

.'d-E".
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8.1.1 Operation and Entitlement

Initial shareholders shall be entitled to any dividend, Bonus
Shares, Rights Shares and sale proceeds earned lrom the
shares held in blocked account, Bonus Shares or Rights Shares
earned against the shares in blocked account will be added to
those shares and will be disposed off with the shares held in
blocked account according to section 8.1.2 of this scheme.

Rights to maintain and transfer the shares preserved in the blocked
account shall vest upon the board of directors

The right to exercise voting power attached to these shares
shall remain suspended till the completion of transfer of these
shares.

8.1.2 Off-loading of Shares held in Blocked Account
Shares held in the blocked account can be sold in a manner:

* Not more than 25% of total issued shares shall be sold to any
Strategic Investor. Additional shares may be sold to the
strategic investor, if allowed by the BSEC in greater interest
of the capital market.

® Except shares allotted in favour of strategic investors, shares
held in blocked account shall be sold to general public and/or
institutional investor(s).

* The decision as to whether to accept or reject any offer from
a strategic investor shall be made by the Board of Directors
subject to approval of the Commission.

= Shares held in blocked account, except the portion which is to
be sold to the strategic investor, are planned to be off-loaded
to general public including institutions within earliest
suitable time after demutualization in a manner as decided
by the board and approved by the Commission.

= Price of shares of such off loading shall be determined under
the book-building method as described in the relevant
securities laws.
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= The board shall distribute all the sale proceeds of shares held
in blocked account to the initial shareholders pro-rata basis
periodically as determined by the board.

8.1.3 Limit in Shareholding

During the sale of shares to general public/institutional
investor(s) and at all time, DSE shall ensure, as per the Section 12
(1) (ga) of the Exchanges Demutualization Act, that any person,
except strategic investor(s), individually or collectively with
related persons cannot hold more than 5% of the total issued
shares

8.1.4 Transfer of Shares

Shares acquired by general public or institutional investor, as per
the Exchanges Demutualization Act, can be transferred freely as
per the prevailing law of the country. However, all such transfers
must ensure that all limits and restrictions imposed by the
Exchanges Demutualization Act are not violated at any time.

8.2 Strategic Investor:

Strategic Investor (s), subject to approval from commission, can
acquire up to 25% of the total issued shares. But the Commission can,
for public interest, approve any strategic investor to hold more shares
than this limit.

8.2.1 Suwitability of Strategic Investor:

There shall be three major considerations in considering strategic
investors-

i. Strategic Fit:
The first and the foremaost consideration for strategic partnership
will be whether the Strategic Investor will be a right fit for DSE to
meet its long term objectives. A “Fit and Proper” test shall include
the following criteria:

l"_-"r".
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a. Industry Experience: It should have experience of managing
exchanges, or experience in an industry or business which
will bring in substantial positive value through effective
SYTIETEY.

b. Market Experience: It will be useful if the Strategic Investor
has experience in emerging or developed markets. A good
understanding of markets and their dynamics will make the
partnership efficlent

€. Credibility: The Strategic Investor must have a sound track
record and good credibility.

ii. Financial Considerations:

Shareholders have created value for the exchange over long time.
Hence, it is wvery important to receive the right financial
considerations for offloading shares to a Strategic Investors. The
value proposition therefore needs to be balanced against
strategic considerations.

ifi. Cultural Compatibility:

Cultural compatibility is extremely important for any partnership,
especially in people oriented business. A lot of alliances have
fallen apart due to discord between organizational cultures. It
brings in inefficiency which hinders the overall operations of the
company. Hence, DSE needs to ensure that an acceptable degree
of cultural compatibility exists,

12.2 Potentinl Strategic Invesiors:

Possible and potential partnerships on a host of opportunities
could exist with a wide and diverse range of institutions and
players having similar business or forward and baclkward linkages
with its businesses. The potential strategic investors can be from
the following broad categories:

i. Exchanges;
ii. Technology Firms;
iii. Institutional Equity Investors having long term capital
market experience; and
iv. Banks and Financial Institutions.

éﬁ'm ey ARETIT 3030-3038
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Some of the key benefits for each group are outlined below:

Strategic Investor

Key benefits for DSE

Exchanges

Mew product introduction

Migration of best practices

= Scaling up of operations

# Sharing of management knowledge
and experience

Technology Firms | « Technological advancement

Equity Investors * Prefessional
management

* Lessinterference in operations

# Migration of best practice, knowledge

and experience if they have
Invesiments in other exchanges

approach towards

Banks and Fls » Helpful in reaching customers
= Professional approach
* Less interference in operations

8.2.3 Transfer of Shares by Strategic Investors

According to Section 15 of the Exchanges Demutualization Act, if
any strategic investor acquires any shares, shares can only be sold
to other strategic investor with approval from the Commission.
The Commission, through written order, can exempt the strategic
investor from provisions related to share buying, selling
acquisition and take aver,

9 BUSINESS PLAN OF DSE!

9.1 FINANCIAL PERFORMANCE;

A five-year historical financial highlight of DSE has been provided
below:
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9.2 VISION, MISSION & OBJECTIVES

DSE shall adopt the following vision, mission and objectives after
being converted to a demutualized exchange.

9.2.1 VISION:

To be the leading exchange in the region and a key driver of
economic growth with state-of-art technology and world class

service to ensure highest level of confidence among stakeholders.

9.2.2 MISSION:

* Proactive approach to keep pace with continuous technological
advancement, and providing highest standard of service
through efficiency improvement and introduction of new

products.

affife aferar a0s0-2058
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9.2.3

Contributing to country’s economic growth through creation of
wiealth, facilitating access to capital and penetrating untapped
market.

Superior corporate governance to enhance confidence of
investors, regulators, issuers and intermediaries.

OBJECTIVES:

Dhaka Stock Exchange shall endeavor to achieve the following
abjectives within 2020:

Commercial:

Achieve a sustainable average daily turnover of BDT 25 billion.
Ensure steady domestic and offshore institutional investments
of at least three fourth of the total investments in the market.
Attract more forelgn investments to attain a steady level of at
least 30% of the total market capitalization.

Double the total number of listed securities {other than
Government Bills and Bonds).

Increase depth and liquidity of bond market, including
bringing in the Government Securities under trading net.
Increase breadth by listing new products, i.e. Index futures,
ETF, Sukkuk and derivatives.

Knowledge Development:

L

Enhance knowledge of general investors to ensure an aware
and educated investor base.

Governance:

Ensure effective separation of regulatory function from
commercial operation.

Enhance corporate governance and ensure
protection.

investors'

Technology:

i,

Deploy State-of-Art technology through continuous but
prudent and effective investment.

5 Wi afera aove-2038
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Human Resources Development:
= Ensure continuous learning for employees through effective
training.
*  Ensure optimum organizational structure.

9.3 BRODAD STRATEGIES:
DSE will adopt the following key strategies to achieve the
objectives:
i} Listing of Companies with high Reputation;
i) Attracting more foreign investment;
iii) Developing awareness;
Iv) Achieving higher standard of intermediaries;
v] Maintaining zero tolerance in governance;
vi) Enhancing Bond market liquidity;
vii] Increasing investments for development:
a) Product enhancement;
b) Technology development;
€] Human Resource Development.
viii) Establishing Strategic Alliance.

10. CONCLUSION

This scheme attempts to provide a detailed outline and
comprehensive proposal regarding, inter alia, board and management
structures, different aspects of shareholding and trading right,
governance issues, discipline and restrictions and other activities,
which is to be adopted and followed during the demutualization
process and alse arter demutualization. All proposals made in this
document seek to uphaold the overall spirit of demutualization and the
provisions of the Exchanges Demutualization Act 2013. Hence this
*Demutualization Scheme” shall act as the basic guiding document for
the Exchanpe during its journey towards demutualization to become a
model exchange.

<)) i aferar o5e-2038
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In the event of any omission, uncertainty, misunderstanding and
ambiguity the Bangladesh Securities and Exchange Commission
(BSEC) would provide necessary guidance to resolve these issues.

By Order of the Board of Direcbors

Professor Dr. Swapan Kumar Bala FCMA
Chief Executive Officer
Dhaka Stock Exchange Limited

(T3 T EHR (TGo), GHTEERTS, AT S aeTer, cuenine, st s qoe |
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CHITTAGONG STOCK EXCHANGE LIMITED

NOTIFICATION
Darted: October 03, 2013

In accordance with the section 7(gha) of the a@wes fEatpmerETerm =@,
2013 (Exchanges Demutualization Act, 2013), Chittagong Stock Exchange
Limited hereby publishes the following Demutualization Scheme of
Chittagong Stock Exchange Limited approved by the Bangladesh Securities
and Exchange Commission [a exercise of the power conferred by section & of
the SHEER ETEpEF = =4, 2013 (Exchanges Demutualization Act,
2013):
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DEMUTUALIZATION SCHEME OF CHITTAGONG STOCK EXCHANGE LIMITED

DISCLAIMER
Approval of the Bangladesh
Securities and Exchange

Commission has been obtained to
the attached Demutualization Scheme
of Chittagong Stock  Exchange
Limited under section 6 of the
EsTeE  fEEpWETEeE WiEA,
2013 (Exchanges Demutualization
Act, 2013). It must be distinctly
understood that in giving approval
the Commission does not take any
responsibility  for  the financial
soundness of the Chittagong Stock
Exchange Limited, value of any of its
assets, number of shares to be
issued, price of the share or for the
correctness of any of the statements
made or opinion expressed with
regard to the scheme. such
responsibility lies with  the
Chittagong Stock Exchange Limited,

its directors, Chief Executive
officer/Chief Financial officers,
valuer and for auditors.
Aififr aferam aose-3048

Declaration by Chittagong
Stock Exchange Limited

It is hereby declared that the assets
including land and building as
shown in the Demutualization
Scheme  are  currently  un-
encumbered and owned by
Chittagong Stock Exchange Ltd. No
shareholder of Chittagong Stock
Exchange Ltd. or any other person
has any right in terms of ownership,
permanent possession or otherwise
except tenancy. Chittagong Stock
Exchange Ltd. has absolute legal
right to terminate or modify the
tenancy agreement whenever they
desire.

The new board of Chittagong Stock
Exchange Ltd. after demutualization
may review the conditions of its
tenancy agrecment including
current rent structure.

O behalf of the Board of Directors

President
Chittagong Stock Exchange Ltd
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1. INTRODUCTION

The Board of Directors of Chittagong Stock Exchange has approved this Scheme
of Demutualization as required under the SHCSTE TEREEMMIETE =37, 1039
(Exchanges Demutualization Act, 2003).

The Board of CSE recognizes that a demutualized and corporatized Exchange is
expected to be more transparent and function as a responsible public interest
institution_ In today's competitive environment, a stock Exchange needs to be
responsive to the needs of itls many stakeholders, including participating
organizations, listed companies, and instititional and retail investors. Separating
Exchange ownership from its trading rights is the best way to affect such a shift
and resolve conflicts of interest in the functioning of the exchanges, Furthermore,
the demutualization also affords an opportunity te position the Exchange as a
vibrant and efficient marketplace for the investors of the country.

It iz with the above recognition that the under mentioned Scheme of Amrangement
has been prepared by the CSE which adequately focuses on improvement in all
areas of functioning of the institution. The Board believes that the
demutualization of our domestic exchanges would be the critical first step 1o
position our domestic capital market as a serious channel for the mobilization of
capital in support of the economy.

2. CSE's Objectives of demutualization

While Demutualization is a process of separating the ownership interest of the
members of an Exchange from the trading rights, however broadly the process
also ¢nables the Exchange to position itself as a strong business entity following
the transition to a for profit enfity. It is under this recognition that the CSE Board
has also assigned the following distinet objectives as the outcomes of the exercise
of Demutualization:

. To implement one of the best regulatory frameworks for enhancing
faimess of the market;

. To put in place a balanced governance and ethics structure;

. To use the process of Demutualization for the strategic advantage of CSE
and position the Exchange as a multi-product platform;

. To improve market access and outreach through a regulated and efficient
network;

. To resolve the problem of fragmentation and poor price discovery for the
benefit of common investors;

. To position CSE for integration of its market with domestic, regional and
global markets,

#@34 71 aferawe yose-3058
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3. DEMUTUALIZATION OF CHITTAGOMNG STOCK EXCHANGE LTD.
The Demutualization process of CSE has been planned in the following manner;
a) Changes in the Memorandum and Articles of Association

i.  Memorandum of Association (MoA)

CSE will adept a new Memorandum of Association in line with the
demutualization objectives of the Exchange (o convert itself from a
company limited by guaraniee (0 o company limited by shares and
from not-for-profit 1o a for-profit structure. The Memorandum of
Association provides for the following:

* To continue functioning as a secowurities exchange after
demutualization of the Exchange and perform all other ancillary
pels,

* To be able 1o distribute any excess earnings of the Exchange by
way of dividend;

* To cstablish any separste entity for undertaking new lines of
business such as  the clearing and seftlement corporation,
commod ity exchange business and technology sales etc;

# To become a mulli-product exchange provide trading in new
assel classes such as commodities, currencies, debi, derivatives,
SMEs etc.;

o To enable CSE for any possible integration with another
Exchange in the future;

* To support the broker and investors associations for promoting
self regulation and transparency in the market;

*  Toprovide for indemnification of Directors, officer and employees.

ii.  Anicles of Association (AoA)

The AoA set out the parameters for the improved management and
governance strugiure of CSE. The revised ADA provide for o modus
operandi for the appointments on the Board of the CSE post
demutualization. In order to address the issues relating to the
conflicts of interest, regulatory powers of the Board have been vested
in the Regulatory Review Committee (RRC). Relevant clauses
relating to the indemnification of Directors, officers and employees,
and Capitalization of Profits and Reserves have also been introduced
to bring the same at par with intermnational jurisdictions, whilst
keeping in view the local needs and requirements.

Ao ) i T 103e-2038
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b} Changes in Authorized and Paid up Capital:
AUTHORIZED SHARE CAPITAL:

1,000, 000,000 shares of Th. 10 each Tz 10,00, (000, 00
PAID-UP SHARE CAPITAL:

634,524,840 shares of Tk, 10 each Th: 6,345,248,400
SHARES TO BE ISSUED IN DEMATERIALIZED FORM (100%)
634,524,840 shares of Tk. 10 each Th.: 6.345,248,400
SHARES TO BE ALLOTTED TO EXISTING SHAREHOLDERS (40%)
253,800,936 shares of Tk. 10 each Tle.: 2,538,009.360

SHARES TO BE KEPT IN BLOCKED ACCOUNT WITH CDBL (60%)
380,714,904 shares of Tk. 10 each Tk 3,807,149,040

c) Valuation of CSE and Revaluation of its Assets and Liabilities

I Valuation methodology and approsch: As required By the S3E0s=
fefrpmmrEmeem =184, 2039 (Exchanges Demutualization Act, 2013} and
Terms of Reference (ToR) provided by CSE M/S HodaVasi Chowdhury
& Co, Chartered Accountanis was appointed for the exercise of the
revaluation of Assets and Liabilities of the Exchange,. The lollowing
mathods of valuation have been considered 1o fand owt the Fair value of CSE,

Diseounted Cash Flow (DCF)
Enterprise Value Method

Present value of Future Earmings Method
Multiple Valuations Method

The above methods are most commonly used methods for valuation of an
entity, As agreed by CSE, we have not considered the *Sum of net asset
value of members’ method of valuation in our calculation,

.  Discounted cash flow (DCF): We have adopted the Discounted
Cash Flow (DCF) method as first method for valuabon of CSE. The
DCF method is based upon an explicit forecast of the likely free cash
fows 1o be generated by the CSE over a defined projection period.
The retumns are estimated as a stream of cash flows expected 1o be

."_:';".
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received by CSE in the foture. The risk is then quantified by means
of the capitalization rate, discount rate or discount factor, The
terminal value is then calculated applying an appropriate growth rate
and capitalization rate o the forecasted cash flow for the vear
immediately following the end of the cash flow period. Justifications
of considering free cash flow, discount rate and terminal value
growth rate under DCF method are described as under:

Determination of free cash Mow: For the purpose of valuation under
DCF method, we have computed free cash flow of CSE for the projected
7.75 years period through following ways:

FCF = Net income available to common sharcholders

Plus: Net non-cash charges ( Depreciation, amortization etc.)

Plus: Interest expenses x (1-tax rate) Less: Capital expenditure

AdiTess: Ehlmﬁs in working capital

Determination of discount rate: In determining discount rate or
capitalization rate for discounting future cash flows, we have considered
average retumn of 10 vears Bangladesh Government Treasury Bond
{BGTB) for the last 10 vears as risk free rate of return. While considering
Beta ([i) of CSE, we assumed that stock of CSE is directly linked with
index return, 1.e. Beta (B) equals to 1.

DHscount rate element Risk value | Justification
Rizk free rae of return (1) 10.02% Avernge of 10 yeors RGTH for last 10 years
Bieta () .00 DHrectly Imbosd with imdex reram

Expected retum on ike markes (Bm] | 15.03%

Equisity tisk premium (RpF= B | 5.00% An equity  nisk  premium (Rm-RE of

(Rm- R1) approximately S00% is regarded as appropriote
by us im the cument Bampladesh invesbmen
elimaie

Discount Fale 15,08% Sum of the risk free return and equity risk
premium

Determination of terminal value growth rate: We needed to determine
the terminal value growth rate of the free cash flow after the ending of

- projected horizon. In that case, we have considered the average GDP

growth rate of Bangladesh Economy for the last ten vears to find out
terminal value growth rate. In this case, the average GDP growth rate
stands for 6.11 percent. Considering the CSE as a service sector

."_:';".
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compiny, we have assumed that the company will grow at & rate of 2
percent higher than the GDP growth rate for perpetuity. Thus, the
terminal value growth rate would stand af 8,11 percent. The given tahle
summarizes the calculation of GDP growth rate.

Year GDP growth rate (%)
2003 3.26
2004 627
2005 5.9
2006 663
2007 6.43
2008 6,19
200 5.74
20110 3.83

| 2011 6.70
2012 .30
Average GO | 611
growth rafe

ii.  Enterprise value method: We have adopted the Enterprise Value
({EY) method for valuation of CSE. Enterprise value represents the
entire economic value of an entity, More specifically, it is a measure
of the theoretical takeover price that an investor would have to pay in
order to acquire an entity. Enterprise value represents a company's
cconomic value-the minimum someone would have 1o pay 1o buy the
entity outright. Though it is known that marketl capitalization (the
current stock price multiplied by the number of shares outstanding)
serves as a price tag for a company, it ignores debt. In some
companies debt is substantial and changes the picture significantly.
Enterprise value is a modification of market capitalizatian,
incorporuting debt. Enterprise value can be computed by following
formula;

Enterprise value = Market capitalization (Current share price x
total number of shares outstanding)

Plus: Debut (long-term debt + ghort-term debt)
Less: Cash and cash egquivalents

A
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1.

Present value of future earnings method: The present valve of
future eamings method is based upon an explicit forecast of the
likely net profil o be generated by the CSE over a defined [orecast
period. The returns are estimated as a stream of net profit expected 1o
be received by CSE in the future, The risk is then guantified by
means of the capitalization or discount rate. The terminal value is
them calculated applying an  appropriate  growth rate  and
capitalization rate to the forecasted cash flows for the wear
immediately following the end of the projected camings horizon. In
undertaking the valuation of CSE under present value of future
earnings method, we have also applied the same growth rate and
discount rate as we considered in Discounted Cash Flow method,

Multiple valuations method:

o Price-Earnings (P'E) multiple: The price-eamings ratio (P/E)
is the best known of the investment valuation indicatars, The P/E
ratio has its imperfections, bat it is nevertheless the most widely
reported and used valuation by investment professionals and the
investors. For Price-Eamings (P/E) multiple valuations, we have
considered 10 stock exchanges which were demutualized and
subsequently listed in stock exchanges. Since there is no
precedence of demutualized listed stock exchange in our country
and even in the neighbouring counties, we have considered the
global demutualized listed stock exchanges as similar siock

o Price-Book value (P/B) multiple: Price 10 book wvalue is a
useful measure where tangible assets are the source of value
generation, Becavse of its close linkage to rétum on equily {price
to hook is PE multiplied by ROE), it is useful to view price to
book value together with ROE. For Price-Book value (P/B)
multiple valuations, we have considered data of 11 global
demutualized listed stock cxchanges.

Revaluation of Assers and Lishilities o Determine CS3E"s Equiry Capital

As per the requirement of the =Fwe fETEFmeimrm o=, 1038
(Exchanges Demutualization Act, 2003} (the Act), M5 HodaVasi
Chowdhury & Co, Chartered Accountants was appointed for the
exercise of the revalustion of Assets and Liabilities of the Exchange,
Accordingly, the firm has valued the Exchange at the following
cumulative value, which will serve us the basis for paid up capital of
OSE:
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Met assel Value «f CSE (in BDT)
Particulars as of  Pre-Valvation Re- valuation Post-
21"Mar 2013 Amount Amouni Revaluation
Amouni
Net assely 4.771,673,190 1,573,575,210 6,345,248 400

Summarized Asset Position (Historical & Revalued at 31 March 2013)

Particulars Motes Valua a5 par Surplus Revalued
Audited {[daficiency) amount
statement as
at 31.03.2013

Th Th, Th.
Mon- current Asseis
Broperties, Plant and 41,43, 281,574,157 1,352,013,568
Eguipment 43 & 44 1,633,587,715
Automatian 359 958,515 355,558,535
I stmeenl weidin €040 45 354,300, 240 228,264, 535 Gl 504,505
Advance against Car 13,015,000 - 13,015.000
Scheme(Long term]
A. Total Nan-current 1,038 B5E 132 1,560,278,108 2,619,136,135
assets
Current Assets
Arpoints Regaivable - 94 341 4TE - G2241.8T%
Clearing
Accounts Recaivable - 130,597,338 130,652,334
Cithears
Advances, deposits and 4.5 ED,020,275 [, 702, &03) 53,317,384
pre-payments
IFvestment in FORs 3,500,000,000 = 3,500,000,000
Cash and cash 203,010,721 . 203,010,721
equivalents
Miliscellareows 5,675 . 5,675
Adjustments
B. Total Current assets 3,957, 370,4489

[6,702,853]) 3.981,267,596
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€. TOTAL ASSETS [A+B) 5026838 621
1,573 575210 6,500,403 831

Current Babilities

Accounts Payakle- 176,274,564 - 178,274 564
Clearing

Ligkiloty lar sxperdes 55,948,735 - 55,948,735
Liability for ather 21,830,312 - 21,880,312
finance

Dederred revenue 1,051,820 - 1,051,820
0. Taial Currant 255,155,431 = 255,155 431
lighilities

Net Assots A1711,673,190 1573575210 6,345,248.800

IIl.  Paid up and Authorized Capital of the Exchange

Paid up Capital of the Exchange  Anthorized Capital of the Exchange
BOT 6.345,248.400 BT 10,000.000,000

TV, Calenlation of Alloiment of Shares to Inifial Sharcholders

After the re-valuation of the sssets and habilibies, the Act required
the allotment of shares in other than cash consideration to all the
existing members of the CSE. Accordingly, the Exchange has
determined the following shares 1o be allotted 10 each shareholder:

Farticulars Unit Value
Paid up Capital (Revaluation Amount) BDT 6,545,248, 400
Face Yalue per Share BT 1000
Total Shares ; Mo 634524840
Mo of Initial Sharcholders Mo 148
Shares 1o be Allotted t&Eum.l;uﬁhl Sharcholder Mo 4287330
Total Face Value of Shares per Initial Sharcholder BDT 42,873,300

l"_-"r".
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d) Initial Sharcholders and their Shn.rcs-

i.

Within 30 {thirtv) days of receiving approval of the scheme from
BSEC, CSE shall

a) Adopt special resolution in a general meeting regarding
approval of the scheme, amendments in the memorandum and
articles of association and list of directors of the first Board of
Directors of the demutualized exchange as per requirements
of Section B(ka) of the swmos feREpmeEmrem w7, 1030
[Exchanges Demutualization Act, 20130,

by Al 42,87.330 shares to each of the existing members of
CSE. who will be the initial shareholders of the Exchange
afier demutualization, in dematerialized form, which shall not,
at any time or for any reason, be converted into rematerialized
form:

c) Deposit not less than 60 (sixty) percent of the shares allotted
to the initial sharcholders in & blocked account tll disposal of
the same in accordance with section |4 of the S®TCwA

FefaiBpramSEre s WiEw, 2038 (Fxchanges Demutualization Act,
2013 '

d) Issue o certificate to each of the initial sharecholder mentioning
its number of shares held in the blocked account.

e) Issuc a trading right entitlement certificate to each initial
shareholder entitled thereto.

Entitlement of the shares deposited in the blocked account shall
be following:

a} Initial sharcholders shall be entitled to the dividends, bonus
shares, rights shares and sale proceeds against those shares;

b) Bonus shares and right shares eamed against those shares
shall be added to the shares held in biocked accoumt and
shill be disposed off along with the blocked sharcs;

c) Rights te maintain and off-loading of the shares preserved in
the hlocked account shall vest upon the Board of Directors:

d} The board shall distnbute the sale procecds of the shares
preserved in the blocked account o each of the inital
shareholders pro-rata basis, upon realization of the sale
proceeds in part or full = Yer a periodic interval as decided by
the board,

W
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3.1 Demuitualization Date

I. Within seven days of the adopfion of special resolution in a
meeting of the shareholders regarding amendments of the
memorandum and articles of association, CSE shall submit
the following documents to the Commission and the
Regisirar:

a) Copy of the adopted memorandum and  articles of
#ESOCILI;

b} Copy of the special resolution by which the amendments in
the memorandum esnd articles of association heve been

adopted;
¢) Copy of the particulars of directors of its first board of
directors;

d} Copy of its remern of allotment of shares,

e) Certificate issved by its auditors certifving that all shares
have been  allotted 1o the imitial  shareholders i
dematerialized form; and

fy Certificate from the depository that af least 60 (sixty) percent
of the shares allotted to the initial shareholders have been
deposited in a blocked account.

i, The Registrar, within 14 (fourtcen) days of receipt of the
information as mentioned above, if =satisfied that the
requirements of the concerned rules-regulations have been
complied with, shall

a) lssue a certificate of registration registering the adopted
memorandum and articles of association; and

b} lssue a cedtificate of re-registration 1o CSE as evidence of
conversion of its status from a public company limited by
guarantee to a public company limited by shares.

iii. CSE shall stand demutualized a1 the date of issuance of the
certifcate of registration as mentioned above as per Section
L0 of the «HTETST TEAEEPIEE =EF, 3039 (Exchanges
Demutualization Act, 2013).

"’!‘.'-l 71l afetaw 2ob0-2058
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4. Governance Structure:
+4.1 Board of Directors

a, General Requirements:

Majority of the members of the Board of Directors of the
Exchange, including the Chairman, shall be Independent
Directors,

Board of Directors of the demutualized exchange shall elect
Chairman from the Independent Directors.

The Momination and Remuneration Commitiee shall nominate
the names of Independent Directors and Managing Director in
accordance with the fit and proper criteria.

Directors other than the Independent Directors and the MD shall
be elected by shareholders in accordance with the provisions of
the Articles of Association.

Directors other than sharcholder Directors are not required to
hold any qualification shares.

Any vacancy in any particular category of Directors shall not
affect the continuation of the Board and the Board shall be
entitled to carry out its functions and otherwise act in
accordance with its powers under the Articles of Association and
in law notwithstanding such vacancy.

Subject to the provisions of the Articles, all Directors other than
the Independent Directars and the MD shall be liable to retire by

rotation in accordance with the provisions of the Companies Act,
1994.

b. In accordance with the above requirements, Board structure of CSE
shall be the following:

Until otherwise determined in a General Meeting of the Exchange
with prior approval of the Commission, number of Directors shall be
13 (thirteen) with the following composition:

7 (seven) Independent Directors, The Board of Directors of the
Exchange, as per recommendation of the “Nomination amd
Remuneration Committee” will propose at least 2 (two) names
against each post of Independent Director and then submit to
the Commission for approval through the Board, provided that if
the Commission does not approve the proposed names of
Independent Directors, then CSE has to re-submit a fresh list of
candidates (two names against each post] of Independent Director;
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ii. 5 [Ave) Directors from amongst the Shareholders and Strategic
Investor{s) among which at least 1 [one) post will be reserved for
Strategic Investor(s], provided that 1 [(one] post of Director from the
Strategic Investor(s) shall remain unfilled pending the entrance of
Strategic Investor{s);

jii.  Managing Director and CEQ as Ex-Officio member of the Board with
voting rights.

C. Quorum :

The guorum shall be one-third members of the Board of Directors of
which majority of the Directors present shall be Independent
Directors. Quorum for any committee constituted by the Board shall
be three members, of which majority shall be Independent Directors.

4.2 Fit and Proper Criteria for Directors

a)l A Director elected by the Shareholders shall hold office for no more
than 2 [two] consecutive terms and shall be eligible to be elected as

Director after a gap of 1 (one) year;

b} An Independent Director shall be nominated for a term of 3 (three)
years and may be renewed for another term by the Commission on
recommendation of the Exchange. Thereafter however, he/she shall
not be eligible to be nominated as an Independent Director until
after a gap of 1 [one) year;

¢} The Managing Director shall be nominated for a term of not mare
than 3 (three] years and may be renewed for another term by the
Commission on recommendation of the Board.

d) No person shall be eligible to be elected or appointed as, or continue
to occupy the office of a Director ifi—

i. He is found lunatic or becomes of unsound mind or
incapable of efficient attention to business; or

ii. He remains absent in three consecutive meetings of the
Board of Directors or in all meetings of the Board of
Directors for a continuous period of three months,
whichever is the longer, without leave of absence from the
Board of Directors; or

iii. He is convicted of any criminal offence and sentenced to
imprisonment;

=
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iv. Heis a loan defaulter as per C1B report of Bangladesh Bank.

v. He has entered into any business transaction with the
Exchange.

vi. Without prejudice to the above he fails to pass "Fit and
Proper” criteria as may be framed by the Commission from
time to tirme.

e] In addition to the above, a person shall not be considered as an
Independent Director if:

i. He is or has been an employee of the Exchange, any of its
subsidiaries or holding company within the preceding 3
[three) years of his proposed date of appointment;

ii. He is or has been the CEO/MD of any subsidiary, associated
company, associated undertaking or holding company of
the Exchange within the preceding 3(three) years of his
proposed date of appointment;

iil. He has, or had within the preceding 3 [three) years of his
proposed date of appointment, a material business
relationship with the Exchange either directly, or indirectly
as a partner, substantial shareholder or director of a body
that has such a relationship with the Exchange;

iv. He has received remuneration within the preceding 3
(three) years of his/her appointment as a director or
receives additional remuneration, excluding retirement
benefits from the Exchange apart from a director's fee or
has participated in the Exchange's share option or a
performance-related pay scheme;

v, He is a family member or connected person, as defined in
the «wrsTes fEfEGpE=IEmeE  WEA, aeds  (Exchanges
Demutualization Act, 2013), of any of the Directors, TREC
holders or shareholders of the Exchange or the Exchange
itgelf:

vi. He has or had any relationship with any of the TREC
holders or Shareholders of the Exchange or Directors thereof;

vii, He is or has been an employee or director of any capital
market intermediary including Merchant Banker or Asset
Management Company within the preceding 3 (three)
years of his proposed date of appointment;

viil. He acts as a Director of any other exchange;
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[x. He is an empioyee of any shareholder of any exchange;
%. He is an employee of any regulatory organization;
xi. He is a director or holds any office of a listed company.

fi  An Independent Director must have at least any of the following
educational qualification and professional experience:

i.  Master in business, economics, statistics, computer science,
mathematics, public administration or law including naot
less than 10 (ten) years professional experience;

i Bachelor in business, economics, statistics, computer sciende,
mathematics, public administration or law including not
less than 15 (fifteen] years professional experience ;

iii.  Professional designation like CFA, CA, CMA, C5, CPA etc,
including not less than 10 [ten] vears professional experience;

Iv. Persons with at least Bachelors degree having
20 (twenty] years of management experience.

4.3 First Board of CSE and Subsequent Activities

Formation of the First Board of C5E and its subsequent activities
chall be as per the provisions of the aWTsoem fEfISFrEmER
=iEe, o2 (Exchanges Demutualization Act, 2013).

4.4 Code of Conduct and Code of Ethics for the Board and its Members

There shall be a set of appropriate code of conducts and code of ethics
for the Board which shall be incorporated in the proposed Chittagong
Stock Exchange (Board and Administration) Regulations, 2013 to ensure
fair and ethical functioning of the Board.

4.4.1 Code of Conduct

a. Meetings & Minutes

s Meeting of the Board of Directors and General Meetings,
notices, agenda, minutes of the meetings shall be In
accaordance with the Companies Act, 1994.

#  |nthe event that a Director 15 of the view that his dissenting
note has not heen satisfactorily recorded in the minutes of
a meeting of the Board, he may refer the matter to the
Company Secretary. The relevant Director may require the
note ta be appended to the minutes during confirmation of
the minutes

":*‘.
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=  Director(s) shall not pariicipate in the discussion on a
matter in which any conflict of interest exists or arises,
whether pecuniary or otherwise, and in such cases the
same shall be disclosed and recorded In the minutes of the
reeting.

b. Regulatory Compliances

®=  The Directors shall ensure that the Exchange abides by all
the provisions of securities laws, rules and regulations
framed there under and circulars, directions issued by the
BSEC and other authorities as the case may be.

* The Directors shall ensure compliance at all levels so that the
regulatory system does not suffer any breaches.

* The Directors shall ensure that the Exchange takes
commensurate steps to honour the time limit prescribed by
BSEC for corrective action.

#  The Directors shall not support any decision in the meeting
of the Board which may adversely affect the interest of
investors and the Managing Director shall report forthwith
any such decision to BSEC.

¢. General Responsibility

= The Directors shall ensure performing activities of the Exchange
to uphold the interest of public, i.e. the investors; and give
priority to the interest of public, ie. the mvestors, even it
appears to be conflicting with the interest of the Exchanpe or its
shareholders.

* The Directors shall place priority for redressing investor
grievances and encourage fair practices in dealings and
trading in securities and matters ancillary thereto.

= The Directors shall carry out their fiduciary duties with a
sense of objective judgment and independence in the best
interests of the Exchange and investors.

=  The Directors shall submit necessary disclosures/statement
of holdings/dealings in securities as required by the
Commission and the Exchange from time to time as per their
rules, regulations and bye-laws.

":*‘.
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The Directors shall unless otherwise required by law,
maintain confidentiality and shall not divulge /disclose any
information ebtained in discharging their duties.

The Directors shall not use any confidential information for
his personal gain, directly or indirectly, received or obtalned
by him in his capacity as a member of the Board.

The Directors shall perform their duties in an Independent
and objective manner and avoid activities that may impair,
or may appear o impair, their independence or objectivity
or official responsibilities.

The Directors shall put in place for an annual evaluation of
the Beard's own performance,

The Directors shall not, in any way, interfere in the activities
of the management of the Exchange.

4.4.2 Code of Ethics
a. Objectives and Underlying Principles

The code of ethics for Directors of the Exchange intends to
estahlish highest level of business/professional ethics to
be followed for establishing a falr and transparent
exchange, In discharging functions, the Directors shall
adhere to the following fundamental principles:
I. Fairness and transparency in dealing with matters
relating to the Exchange and the investors;
il. Compliance with all laws/rules/regulations laid down
by the Exchange and BSEC;
ill.  Exercising due diligence in the performance of duties;
and
iv.  Avoidance of conflict of interest between sell-interests
of Directors and  interests of the Exchange and
investors,

b. Disclosure of Dealings in Securities by Directors of the Exchange

Directors of the Exchanpe shall disclose on a periodic
basis, with an Interval of not more than one month, their
trading activities including personal and institutional
portfolio Investment where such director has direct or
indirect interest to the Conflict Mitigation Committee.

A )y T afera 1050-2008
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&  Directors of the Exchange shall also disclose on a periodic
basis as above, the trading conducted by firms /corporate
entities in which they hold 10% or more beneficial
interest or hold a controlling interest, to the Conflict
Mitigation Committee.

c. Avoldance of Conflict of Interest

*  No director of the Board or member of any committee of
the Exchange shall participate in  any decision
making/adjudication process in respect of any
person/matter in which he is In any way, directly or
indirectly, concerned or interested,

=  No director shall be involved in any business transaction
with the Exchange except transaction related to the
trading of securities;

= Any decision of the Conflict Mitigation Committee as to
the existence of conflict of Interest shall be final.

d. Disclosures of Beneficial Interest

All Directors shall disclose to the Conflict Mitigation Committee,
upon assuming office and during their tenure in office, whenever the
following arises:

*  Any fduciary relationship of self and family members and
directorship/ partmership of self and family members in
any issuer or with any capital market intermediary;

s Shareholding or any changes thereof, directly or through
his family, in any listed company on the Exchange or in
other entities related to the capital markets; and

* Any other busiress interests which may affect price
movements of the listed secunities.

e, Access to Information

=  [irectors shall not have dccess to any undisclosed price
sensitive information, surveillance or any matter related
to the market operation unless the matter is placed before
a committee or board reeting, as the case may be;

A )y T afera 1050-2008
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* There shall be prescribed channels through which
information shall move subject always to audit trail of the
same, Any  retrieval of confidential documents/
information by any member of the Board or any
Committee shall be properly recorded.

* Al such information, especially which is non-public and
price sensitive, shall be kept confidential and not be wsed
for any personal gain.

= Any information relatng to the business/operations of
the Exchange, which may come o the knowledge of
Directors during performance of their duties shall be held
in strict confidence and shall not be divulped to any third
party and shall not be used in any manner except far the
performance of their duties.

44,3 Management of the Exchange

The everall management of CSE will be looked after by the Board of
Directors. The Managing Director {"MD¥"), as selected independently
by the Nomination and Remuneration Committee, recommended by
the Board and approved by the Commission shall have a tenure of
not more than 3 (three) years, which may be renewed for another
term with prior approval of the Commission. The MD shall have the
authority to perform all administracive fanctions of the Exchange,
give effect to the policies, directives, guidelines and orders issued
either by the Commission or by the Board from time to time, to
implement any provisions of laws, rules, regulations, Articles and
bye-laws and to take such other actions as may be required for these
purposes. He shall be a member of all Board committess except the
Regulatory Affairs Committee.

The MD shall be responsible for =

= designing measures to protect the interest of investors and
sharehalders;

= free, fair, transparent and efficient management and operation of
the Exchange;

=  pffective administration and efficient financial and peneral
management of the Exchange including management of its
human resource functions;

A )y T afera 1050-2008

228




TR (TG, WEAE, TR T, 203 a3l

=  market related information technology of the Exchanpe;

*  controlling and directing the officers and staff of the Exchanpe;

»  ensuring disclosure of all price sensitive,/material Information n
the manner prescribed by the Commission or the Exchange;

* adopting necessary measures to pre-empt conflict of interest;

*  providing extensive financial education to investors, peneral
public, market intermediaries, listed companies and others
related to the capital market;

= discharging all other duties and responsibilities delegated by the
Board from time to time; and

= representing the Exchange before the Commission and any other
authority concerned.

= In case of any conflict between any policy, directive, guldeline or
order issued by the board of directors of the Exchange and also
by the Commission on any matter, the policy, directive, guideline
or order issued by the Commission shall prevail and the
Managing Director shall be bound to carry out the policy,
directive, puideline or order issued by the Commission,

From the date of demutualization, all the employees of C5E shall still
be the employees of CSE on the same terms and conditions as
existing immediately prior to the date of demutualization. Seniority
of the respective employess and their tenure of service, gratuity and
other entitlement based on length of service shall be calculated as
before demutualization.

Separate regulatory affairs division will be created to oversee the
regulatory functions of the Exchange independently. 1t will be
headed by the Chief Regulatory Officer, reporting directly to the
Regulatory Affairs Committee, with administrative reporting to the
MD. All other divisional heads will report to the MD,

4.5 Committees
4.5.1 Committees to be formed

The following Board Committecs shall be formed and empowered to
Ensure superior corporate governance for CSE:

Nomination and Remuneration Committee;

Regulatory Affairs Committee;

Audit and Risk Management Committee;

Appeals Committee; and

Conflict Mitigation Committee,

RN B
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4.5.2 General Principles of Board Committees

The Board committees shall be duly formed and empowered to

ensure superior corporate governance for Chittagong Stock

Exchange Limited. All such committees will adhere to the following

general principles in discharging their functions and responsibilities:

a,  Unless otherwise stated, each Committee shall be comprised of 5
(five) members including ex-officio member, out of which at least
3 (three) members including the Chairman shall be Independent
Directors. §

b. All the members of the Regulatory Affairs Committes (RAC) shall
be Independent Directors except the ex-officio member;

c. All members of the Audit and Risk Management Committee -
should be “financially literate” and at least 1 {one)} member shall
have accounting or related financlal management experience,

d. Chairman of the Audit and Risk Management Committeg or any
member of the Audit amd Risk Management Commities
appointed by the Chairman shall remain present in the Annual
General Meeting [AGM).

e. [Chairman of the RAC shall not be eligible for becoming member
of any other Committee.

f. MD of the Exchange shall be the ex-officio member of all Board
Committees except the RAC and the Appeal Committee with
voting right

g. CRO shall be the ex-officio member of RAC without voting right.

h, If any Committee has reported to the Board about anything
having material impact on the activities of the Exchange and that
any rectification is necessary and If such recommendation has
been unreasonably ignored or the Board has failed te discuss on
the report in its 2 (two) consecutive meetings from the date of
reporting by the committee, the MD shall report such finding to
the Commission,

i. ‘When the term of service of the Committee members expires or
there is any circumstance causing any Committee member to be
unable to hold office until expiration of the term of service, thus
maldng the number of the Committee members to be lower than
the prescribed number, the Board of Directors shall appoint new
Committee member(s] to fill up the vacancy(s) mmediately or
not later than 1 {one) month from the date of vacancy(s) in the |
Committee to ensure continuity of the performance of work of

the Committee.
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| All terms of reference for the committees shall be approved by
the Board of Directors and circulated to all respective committes
members and disclosed on the Exchange’s website,

k. These committees shall have the authority to hire independent
external consultants to obtain expert opinions in advisory
capacity and incur necessary expenses subject to prior approval
of the Board;

. Despite delegation of the various tasks to the Committees as per
the assigned terms of reference, the Board shall be ultimately
accountable for the performance/ progress of committees,

m. The Chairman of each committee shall be the coordinator for the
respective committes while the company secretary shall be
responsible for all matters relating to convening the meeting,
proceedings, agenda and preparation of minutes and the
Managing Director shall be responsible for execution of the
committee decisions as may be approved by the board.

n, The secretarial functions of each committee constituted by the
Roard shall be discharged by the Company Secretary or by a
nominee of the 3Secretary unless otherwise stated in the
Regulations or decided by the Board.

2. The members of each committee shall strictly adhere to all
applicable rules, regulations and any other securities laws in
discharging their functions, duties and responsibilities.

p. Tenure of each committee shall be a period of one year from the
date of constitution. Unless otherwise decided by the Board, each
committee shall continue to operate notwithstanding expiry of
their tenure until a new committee is constituted by the Board.
The Board shall have the authority to reconstitute any committee
or to replace any member of a committee from time to time as it
deem fit regardless of the tenure of the respective committee or
its members.

0. Unless otherwise provided herein, the committees shall meet at
least once in every quarter of the financial year. Additional
meetings may be held, as and when deemed necessary.

r. In addition to the scheduled meetings approved by the Board,
the committee may regulate its own procedures and In particular
the calling of meetings, the notice to be given of such meetings,
the voting and proceedings thereat. The Secretary shall, on the
requisition of 2a member, summon a meeting of the members
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s [If, at any meeting, the Chairman is not present within 1 [one)

hour after the time appointed for holding the meeting, the
members present shall choose another member of the
Committee to Chair the meeting.

t. In case of an equality of votes, the Chairman of the meeting shall
have a second or casting vote,

u. A resclution in writing, signed by a majority of the members for
the time being entitled to receive notice of a meeting of the
committee [of which a majority shall be independent), shall be
valid as effectual as if it had been passed at a meeting of the
committee duly convened and held. Any such resolution may
consist of several documents in like form, each signed by one or
more member.

v. The committees shall undertake any task assigned by the Board

fram time to Hme,

4.5.3 Roles of Independent Directors

Independent Directors shall play the most impertant role in the
Board Committees by ensuring neutrality, improving corporate
governance and enhancing business efficiency through their diverse
experience and expertize, Independent Directors shall be majority in
all the Beoard Committees including the Chairman in all the
committees and thus theic strong role will be ensured in decisions
and functions of these committees.

4.54 Role and Structure of Committees
A. Nomination and Remuneration Committee;

Functions:

The Committee shall discharge such functions as may be vested to it
by the Board from time to time. Without prejudice to the generality
of the nature of functions of the committee shall be as follows:

#. Scrutinize nomination papers that may be submitted by a
candidate for the post of Director including Independent
Directors according to "Fit and Proper Criteria” as described in
this Scheme and the Regulations concerned. ;

b. provide recommendation of remuneration and other facilities of
the Directors for approval of the shareholders through the board;

Ao ) il T 103e-2038
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o, pravide recommendation of remuneration for the Managing
Director for approval of the sharcholders through the board;

d. carry out the function of searching qualified persons for the
recruitment of the Managing Director;

2. short-list candidates for the appointment of the Managing
Director;

. recommend the appointment, compensation, succession
planning and removal of the CRO to the Board in consultation
with the HAC, Provided that CRO can only be appointed and
removed upon recommendation by the RAC to the Board and
with final approval of the Commission. For this purpose, non-
renewal of the contract with CRO shall also be considered as
removal;

g. Recommend, review and/or make revisions of human resource
management policies, including compensation and appraisal
policies of CSE;

h. ensure that compensation policy i not biased in favour or
against any particular position or positions;

i recomemend to the board the selection, evaleation, compensation
{including retirement benefits) of COD, CFD, CTO and Company
Secretary or any other position comparable with these roles;

j.  oversee proper implementation of all Human Resource policies;
and

k. submit written reports tn the Board of CSE regarding activities
and proceedings as and when requested h}"the Board.

B. Regulatory Affairs Committee:

The Repulatory Affairs Committee ("RAC") shall act as the vehicle
for separation of business and regulatory activities of the
Exchange. RAC shall ensure that the Regulatory Affairs Division
("RAD") functions effectively and take measures necessary to
create and maintain an effective repulatory environment Lo
improve investor confidence and market integrity. Functions of
the RAC are described in details in chapter 5 "Separation of
Business from Regulatory Functions”.
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C. Auditand Risk Management Committese:
Functions:

a. The Audit and Risk Management Committee shall assist the
Board of Directors in ensuring that the financial statements
reflect true and fair view of the state of affairs of the
company and in ensuring a good intermal monitoring
system within the business;

b. The Audit and Risk Management Committee shall be
responsible for internal financial, cost and management
audits of the Exchange periodically;

. The Audit and Risk Management Committee shall assess

the risks related to investments and associated financhal

management of the exchange, perform benefit-cost analysis
and advice the board to make financial decisions;

Oversee the financial reporting process;

Monitor choice of accounting policies and principles;

Monitor Internal Contrel and Risk management process;

Oversee hiring and performance of external auditors;

Review along with the management, the annual financial

statements before submission to the board for approval;

i. Review along with the management, the quarterly and half
yearly financial statements before submission to the board
for approval;

j.  Review the adequacy of internal audit function;

k. Review statement of significant related party transactions
gsubmitted by the management;

. Review Management Letters/ Letter of Internal Control
weakness issued by statutory auditors;

m. Advise the management |n adopting appropriate
accounting and investment policies; and

n. Ensure that statutory statements are submitted to the
regulators in time,

=m TR

Reporting of the Audit and Risk Management Committee

a. Reporting to the Board of Directors

i. The Audit and Risk Management Committee shall
report on (5 activities to the Board of Directors.

E ';F_":t-.;
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ii. The Audit and Risk Management Committee shall
immediately report to the Board of Directors on the
following findings, if any:

a) report on conflicts of interests;

b} suspected or presumed fraud or irregularity or
material defect in the internal control system;

c) suspected infringement of laws, including securities
related laws, rules and regulations;

d} any other matter which should be disclosed to the
Board of Directors immediately.

b, Reporting to the Sharehalders and General Investors

Report on activities carried out by the Audit and Risk
Management Committee during the year, shall be signed by
the Chairman of the Committee and disclosed in the annual
report of the Exchange.

D. Appeal Committee:

Functions:

The Appeal Committee shall have the authority to decide on any appeal
against decisions to take disciplinary action against officers/femployees of
the Exchange.

Mo member of the Appeal Committee shall be involved in the decision to
take disciplinary action against the officer or employee lodging the appeal.

The Appeal Committee shall also review the operations of the "Disciplinary
Procedures” on a continuous basis and propose Improvements/inclusions as
the committee considers necessary to the Board and ensure that the
Exchange's disciplinary rules are appropriate to handle the disciplinary
issues,

E. Conflict Mitigation Committee

The Conflict Mitigation Committee sho' satisty the Board of Directors
("Board") that any perceived or actual conflict of interest between the

';F_":t-.;
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Exchange's repulatory responsibilities and commercial interests s
addressed. These functions include:

a. Deal with perceived or actual conflict between regulatory
responsibilities and commercial interests of the Exchange; and

b. Review the adequacy of the arrangements within the
Exchange for dealing with any perceived or actual conflict
arising from/during;

i. the commercial interests of the Exchange to its
shareholders, including any conflict of interest or
potential conflict of interest arising as a result of the
listing of the shares of the Exchange in its own bourse;

. supervision and monitoring disclosures made by the
Directors of the Exchange in discharge of thelr obligation
under the Code of Conduct and Ethics:

iii. recommending the course of action to be taken against
the disclosing Director in case any concealment or
omission of material information is detected,;

iv. notifying the BSEC of all relevant facts, including any
proposals for resolving the matter in a manner which
assures the proper performance of any relevant
regulatory functions; and

v. reviewing the regulatory implications and reputational
risks of strategic initiatives requiring Board approval and
are referred to the Committee, and to thereafter report
its views to the Board.

5. Separation of Business from Self Regulation

5.1 Reasons for Separation

Demutualization of stock exchanges raises new conflicts of interest
In exchanges carrving out front line regulatory roles. It is generally
perceived that performing a dual role of a commercial entity and a
sell repulating organization 15 the primary source of conflices of
interests. Globally, this is a highly debated area as to the best models
that can be used to mitigate this risk. The solution often prescribed is
the separation of an exchange's 5RO functions from its commercial
activities,
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5.2 Proposed Process & Model for CSE
The suggested SEO model for CSE is Strong Exchange SRO Model,

Under this model, CSE's potential conflict of interest will be managed
through setting up separate regulatory committees/divisions [i.e.
Regulatory Affairs Committee, Regulatory Affairs Division] that will
function totally independent from any committees/divisions of CSE
involved in commercial functions.

The segregation will be envisaged through setting up of a Regulatory
Affairs Division ("RAD") that will be headed by a Chief Repulatory
Officer (“CRO"); the overall supervision of RAD will be vested with a
Regulatory Affairs Committee ["RAC™), which will be comprised of
independent directors of the hoard. The RAC will function as a
‘Chinese Wall' between the regulatory functions and commercial
activities of the exchange and will be responsible for developing and
measuring RADMs  effectiveness in implementing the overall
regulatory  plan, processing  all  regulatory  amendments,
recommending budget and staff allocations for the HRAD,
recommending appointment and removal of the CRO.

£ 1 Regulatory Affairs Committee

RAL shall act as the vehicle for separation of business activities from
self-regulation.

Composition:

* The BAC shall consist of 3 [three] Independent Directors. Mo
shareholder Director shall be eligible to be a member of BAC.

* The Chairman of RAC shall not be eligible for becoming a member
of any other Committee.

* The Managing Director of C5E shall not be a member of the RAC,
instead the CRO shall be the ex-officioc member of the RAC without
voting right.

Functions:

a. develop an overall regulatory plan and roles and responsibilities
of each department of RAD;

b. ensure adequacy and effectiveness of the exchange’s regulatory
plan and approve annual plans ftargets for the RAD;

c. recommend all required regulatory amendments to the Board;
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d. assess performance of the RAD in the light of regulatory program
and take measures and where necessary make recommendations
to the Board for improvements;

g. recommend any allowance that may be paid to the personnel of
RAD for proper and smooth functioning of the division;

f. formulate and recommend to the Board for approval, budget and
staff allocation for RAD,

g conduct hearings of any appeal against the enforcement actions/
arbitration awards of RAD;

h. {dentify and manage potential conflicts of interest between
commercial and regulatory functions regularly;

i. trainfeducate employees of RAD in respect of conflict
management and  also  develop the manwal on  conflict
management policy and circulate to all employees of RAD;

|. prepare an annual report of the RAD on the activities,
canclusions, recommendations of the [ast vear with special focus
on the identification and mitigation of conflicts of interest and
identify the targets for next year along with any other matters,
for the Board and BSEC;

k. all appointments and removals from RAD shall only be subject to
the approval of RAC;

L establish criteria for evaluating candidates for the semior
management of BAD including CRO; and

m. carry out any other function that may be mutually agreed upon
by the RAC and the Board.

3.4.2 Chief Regulatory Officer

a. The CRD shall be the head of the RAD and shall oversee the
efficient functioning of the division in accordance with the terms
of reference approved by the Board on the recommendations of
the RAC;

b, The CRO shall report directly to the RAC but will also have an
administrative reporting to the CED;

¢, The CRO shall be appointed by the Board with approval from the
Commission upon the recommendations of the Nomination and
Remuneration Committee in consultation with the Chairman of
the RAC;

.Z'-"'_;,.‘_.‘-:;
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d. CRO can anly be remaved on the recommendations of RAC and
approval from the Commission. The affairs relating to
compensation, succession planning and remaoval of the CRO shall
be recommended to the Board by Nomination and Remuneration
Committee in consultation with the Chalrman of RAC. For this
purpose, non-renewal of the contract with CRO shall also be
considered as remaoval;

¢, The CRO must not be a connected person with the MD/CED,
TREC heolders and the strategic investor(s), or any financial
institution holding more than 5% of the shares of the CSE;

f. The CRO and his/her family member(s) shall not be engaged in
any investment activity with reference to the shares of the
Exchange or any listed company;

g. CRO shall be a dedicated position and CRO must not have any
other responsibility in the Exchange except the regulatory role;

h. CRO shall also liaise berween the Exchange and BSEC on
regulatory affairs;

L. CRO shall be responsible for taking disciplinary measures In
appropriate cases against persons violating the Exchange
regulations or bye-laws;

j.  CRO shall be responsihle for securing surveillance of market
activities and information technology relating to surveillance;

k. CRO shall be the representative of the Exchange in respect of all
external investigations, law enforcement, prosecution agencies
and courts of law and related matters. However, the CRD may
authorize any persen from within the RAD or form legal
department for any of the aforesaid purposes subject to
intimation to the RAC;

. The CRO will submit a report on regulatory compliance status to
the RAC with copy to the Commission every month, as per a
format to be prescribed by RAC; and

m. Compensation arrangement of CRO should be determined
against the measurable criteria and should not be linked with the
number of violations detected or the amount of fine recovered
from the market participants.

5.2.3 Requlatory Affairs DNvision

The RAD shall perform following functions through different
departments. Exchanges may consolidate or re-allocate different
tasks to departments according to their administrative requirements,

B Al aferas 20b0-3058
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5.2.3.1 TREC Holder Affairs

Set minimum admission standards and eligibility criteria for
TREC holders;

Formulate rules and regulations relating to proprictary and
client level trading by the TREC holders;

Create awareness about the code of conduct amongst the TREC
halders;

Process approvals/NOCs for changes in majority shareholding of
brokerage houses;

Formulate comprehensive guidelines for TREC holders to meet
all obligations to investors in conformity with applicable laws; and
Develop detailed system for TREC holders to keep proper
records of all transactions and orders and client profile.
Monitoring compliance of all the requirements for TREC holders
in accordance with the securities laws and recommend/finitiate
enforcement actions in case of non-compliance.

5.2.3.2 Listing/Company Affairs

Set listing standards and making efforts to continuously enhance
the same;

Ensure continuous and timely disclosure of material information
by the listed companies;

Ensure compliance of listing regulations;

Take steps in case of non-compliance of listing regulations;
Ensure compliance of corporate finance requirements by the
listed companies;

Ensure compliance with the Code of Corporate Governance by
the listed companies; and

Recommend / initiate enforcement action against non-compliant
listed rompanies within the jurisdiction allowed under the
securities laws.

5.2.3.3 Conduct Monitoring and Surveillance of the Market

Ensure continuous monitoring and surveillance of trading
activities;

Investigate wiolations of trading rules and disciplinary
requirements;

Ensure that proper systems for detecting violations/ market
malpractices are in place and in aperation;
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Review and implement risk management standards;

Ensure compliance with the capital adequacy regime;

Conduct research of various jurisdictions in respect of risk
management and developments therein; and

Adopt and implement any international standard code of
conduct with approval from RAC.

Monitoring compliance of all the requirements related to trading
in accordance with the securibies laws and recommend /initiate
enforeement actions in case of non-compliance.

5.2.3.4 Enforcement and Compliance

Establish compliance procedures to ensure that the procedures
reflect current laws and provide adequate guidance to the
employees about what Is permissible conduct;

Supervise system audit of brokers/dealers and introduce a
system of regular inspection of brokers /dealers;

Continuously liaise between the Exchange/BSEC and the TREC
holders etc. on compliance related issues;

Ensure that adequate systems and procedures are in place and
maintained by supervisory personnel,

Ensure that all applicable rules/regulations/procedures/
directives, code of conduct and any amendments therein are
strictly adhered to by all personnel;

Inmitiate enforcement actions or recommend enforcement actions
to BSEC, whichever is applicable, such as imposition of penalties,
suspensions etc, Cases requiring litigation shall be forwarded to
the Litigation Wing;

Dissemination of material disciplinary actlons through website
for the information of general public. Maintain and publication of
a database of past enforcement actions in accordance with the
dissemination policy approved by the Board; and

Ensure that all post-trade information/reports are made
available to investors by TREC holders in line with prescribed
rules/regulations.

5.2.3.5 Investors Complaints, Arbitration and Litigation

Establish a dispute resolution mechanism;
Handle and process investor complaints;
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Conduct preliminary enquiries, hearings and mediations;
Coordinate arbitration proceedings; ensure implementation of
arbitration awards etc; and

Initiate/defend legal proceedings in respect of enforcement
actions of Enforcement and Compliance Wing.

5.2.3.6 Other Functions

Create awareness among market participants including TREC
holders, regarding the Code of Conduct and other compliance
issues through regular seminars, newsletters and workshops.

6. TRADING RIGHT
6.1 Trading Right Entitlement Certificate {*TREC”)

The proposed demutualization of CSE provides for two completely
de-linked assets to the existing members in the Exchange, namely (a)
fully paid-up shares and (b) trading right. CSE shall have the authority to
Issue Trading Right Entitlement Certificate (TREC), as per the <=
FEfISErIwTETE =M W13%, 20be (Exchanges Demutualization Act, 2013) and as
outlined in this scheme, to provide the right to trade any securities
enlisted in CSE to eligible brokers and dealers. Such TRECs will be totally
separate from the ownership of the Exchange as there is no obligation
for TREC holders to be or remain shareholders of the Exchange.

6.2 Issuance of TREC to Initial Shareholders

Within 30 days from the approval of this Demutualization Scheme, CSE
shall issue one TREC in favor of each initial share holder under the
following terms and conditions:

(1) An initial sharcholder who is issued with a trading right
entitlement certificate, if not already registered under the
Bangladesh Securities and Exchange Commission Act, 1993 or
any Rules made there under, shall have to obtain registration
certificate in accordance with the requirements of the said Act or
Rules within 3 {three) vears from the date of demutualization,
and commence its business within 6 (six) months from the date
of receiving such registration.

{2) Any member whose membership is cerrently suspended
and/or undergoing adjudication for forfeiture shall not be
issued with TREC till final decision regarding the dispute.

."_:';".
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6.3 Transfer and Issue of TREC

(1] TRECs issued to the initial shareholders can be transferred once
within 5 years from the demutualization date to any eligible
entity in accordance with the aumoes fEREEEw =@, 200
{Exchanges Demutualization Act, 2013) and payment of fees as may
be determined with the Commission's approval from Hime to time.

(2) Any TREC Holder desiring to transfer its TREC subject to
requirements of the owmew EREpemEees =@w, 2o
(Exchanges Demutualization Act, 2013) must submit to the
Exchange a written application, signed by both the transferor
and transferee, in such form and accompanied with such
documents as may be prescribed by the Exchange.

(3) Any company, who acquires the TREC as above, shall require to
obtain registration certificate under the Bangladesh Securities and
Exchange Commission Act, 1993 or any Rules made thereunder, not
later than 12 {twelve) months of such acquisition, and shall require to
commence it business within 6 (six) months from the date of
registration,

(4] All such transfers will be subject to pavment of all outstanding
dues to the Exchange, other relevant statutory duties and such
conditions or payments as the Board of Directors of C5E or the
Commission or any other competent authority may impose from
time to time including, but not limited to, transfer fees/charges
levied by the Exchange for execution of such transter, Such
transferor will have no outstanding payment to clients and no
legal proceedings shall be pending. It is further provided that the
requirements of the relevant laws, rules and regulations in
respect of such transfer shall also have to be complied with.

(5} All TREC shall become non-transferrable upon completion of
§ {five) vears from the date of demutualization.

(6) Within 5 (five) years of demutvalization, an exchange may, by
adopling special resolution in general meeting, increase the number
of trading right entitlement certificates.

(7} Upon completion of 5 (five) years from the date of demutualization,
TREC shall be issucd to an applicant by the exchange upon
fulfilment of the qualifications and criteria prescribed in this scheme.

affifer aferaw aoss-3058
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(8)  Any company, who acquires TREC as abave, shall reguire to obtain
registration certificate under the Bangladesh Securities and Exchange
Commission Act, 1993 or any Rules made thereunder not later than
12 (twelve) months of such acquisition, and shall require to
commence 15 business within 6 (six) months from the date of
registration.

(9) If any company or initial sharcholder fails to obtain registration
certificate or to commence business within the time as stipulated

above, the respective TREC shall become cancelled.

6.4 Criteria of Applicants for Obtaining New TRECs

a. An entity shall apply to the Exchange for issuance of new TREC in
compliance with the requirements of the Chittagong Stock Exchange
(Trading Right Entitlement and Trader Certificate] Regulations, 2013,

b. The Exchange shall scrutinize the application, documents and
eligibility requirements and upon satisfaction of fulfilment of the
requirements as per the Regulations, shall issue TREC following the
procedure and timeframe of the Begulations,

c. Ewery TREC shall be liable to pay such fees for obtaining certificate
and renewal thereof as may be determined by the Exchange from
time to time,

d. The Exchange shall have the authority to collect such amount of fees
and charges as it may deem appropriate for providing training and
other facilities,

e. An entity shall not be eligible for obtaining TREC from the Exchange
unless the following conditions are satisfied:

i. it has obtained or is in the process of obtaining a registration
certificate as stock- dealer or stock broker under the
concerned Rules of Bangladesh Securities and Exchange
Commission. In the event that a registration certificate is not
issued by the Commission within the timeframe stipulated in
the e TefaSpmmeEmes =39, 2ob0 (Exchanpes Demutealization
Act, 2013), the TREC shall be cancelled;

il. it has a minimum paid up capital of Taka 10,000,000
(Ten Million) only and audited net worth of 75% of its paid-up
capital;

."_:';".
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I

it have adeqguate professional management including
compliance officer, human resource, information technology
infrastructure and financial capability as may be determined
by the Exchange from bime to time;

its promaoters, sponsors, MD/CEQ, directors and key executives
comply with the “Fit and Proper” criteria as may be specified
by the Commission from time to time;

none of its directors has served as a director in a TREC holder
or member entity of any Exchange which had been declared a
defaulter or expelled as a member or its TREC has been
cancelled by the Exchange; and

vi. it has adequate policies, procedures, systems and controls to

. The

handle conflict management, monitoring of unethical conduct
and market abuse, resolve investor complaints, prevent money
laundering and combat terrorist financing and ensure
compliance with applicable laws.

Exchange may specify such standards for good govermance,

enhanced disclosures, investor protection, accountability, investor
service and infrastructure requirements with regard to applicants as
it may deem necessary from fime (o time,

g No applicant shall be issued a TREC of the Exchange if it or any of its
directors:

fw.

has been adjudged bankrupt or a receiver order in bankruptcy
has been made against it or it has been proved to be insolvent
even though it has obtained its final discharge;

has compounded with its creditors for less than full discharge of
debis;

any of its directors has been convicted for any offence of moral
turpitude;

has been at any time expelled or declared a defaulter by any
exchange, or its TREC has been cancelled or it has been debarred
from trading in securities by any regulatory authority including
the BSEC or any court having jurisdiction; and

incurs such  disqualification under the provisions of any
Securities law or Rules or Regulations or any other law for the
time being in force, so as to disentitle such persons from seeking
TREC of a stock exchange;

."_:';".
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6.5 Power of the Exchange

a. The Exchange shall have the following powers in respect of TREC:

i. Issuance of TREC: The Exchange shall issue TREC subject to
terms and conditions as specified In the certificate with the
power to renew, suspend and cancel.

fi. Suspension of TREC: The CRO of the Exchange shall have the
power to suspend the trading operation of any TREC as he may
deem fit and proper at anytime without prior notice in
accordance with the Chittagong Stock Exchange [Trading Right
Entitlement and Trader Certificate) Regulations, 2013, The
Exchange shall have the power to suspend any TREC If there
remain any unsettled dues owed by a TREC holder either to his
customer, or to the Exchange till settlement of the dues.

iii. Cancellation of TREC: A TREC may be cancelled by the

Exchange on the following grounds:

{a) If a TREC holder is found to be involved in any activity
prohibited under any securities law;

(b If a cancellation order is issued by BSEC or any other
competent authority or any court of justice;

[c) If the TREC holder failed to comply with the requirements
of the CSE [Settlement of Transactions) Regulations, 1998;

(d) If the TREC holder fails to comply with the requirements
of the CSE (Member's Margin) Regulations, 1998;

{e] If the TREC holder is found to have acted in violation of
these Regulations including change in the shareholding
structure resulting in change of control without prior
approval from the Exchange;

{f) If the TREC Holder fails to commence broking business
within & (six) months of receipt of the brokerage
registration from BSEC:

Provided that no TREC shall be cancelled without giving the
TREC holder an opportunity of hearing.

b. The management of the Exchange shall have the power to take
such other steps in the interest of the Exchange and the capital
market on behalf of the Exchange.

.'d-E".
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7. Conflict of Interest

Post demutualization, an exchange shifts its strategies and objectives
towards protecting interest of investors, establishing corporate
governance, making profit and maximizing shareholder value through
commercially oriented business practices and flexible decision making.
Besides, the exchange shall also continue its role as SRO and market
regulator post demutualization: The core issue remains whether the dual
roles played by a demutualized exchange of business and regulator are
manageable and the conflicts of interest that it raises

7.1 Areas of Conflicts

Dverviews of the types of conflicts of interest that exists post
demutualization are given below:

a. Conflict between dual roles of business and self regulation:
b. Self listing:

c. Conflict in sponsoring regulatory activides:

d. Conflict in administration:

¢. Biasness in performing regulatory role:

f. Conflict in remuneration of regulatory Staff:

7.2 Mitigation of Conflict of Interest and Preservation of Investors'
Interest

The following methods are proposed to manage and mitigate the
conflicts and ensure preservation of investors’ interest for
Chittagong Stack Exchange Ltd:

a. Empowering Independent Directors in the Beard

The Board shall be comprised of majority independent directors
nominated by the Nomination and Remuneration Committee of C5E
in accordance with “Fit and Proper” criteria and approved by the
BSEC. Majority presence from the independent directors shall
ensure fairness and transparency whenever any conflict arises.

."_:';".
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In addition to their fiduciary duties, the independent directors will
be responsible for providing managerial oversight, work for the
protection of minority shareholders’ rights, improving corporate
credibility, governance standards and exercise independent
judgment.

The Chairman of the Board shall be from the independent directors.
All of the Board Committees shall be comprised of majority

independent directors including the Chairman. It will ensure
unhiased functioning of the committees.

b. Code of Business and Code of Ethics

There shall be a Code of Business and Code of Ethics for the Board
which shall be outlined in details in the proposed Chittagong Stock
Exchange (Board and Administration) Regulations, 2013. The codes
shall constitute standards that are reasonably designed to avoid
conflict, promote integrity and to deter wrongdolng.

¢, Separation of SRO Function from Commercial Activities

CSE will follow a "Strong Exchange SRO Model” for separating SRO
function from commercial operations. Under this model, C5E's
potential conflict of interest will be managed through setting up
separate regulatory committee and divisions (i.e. Regulatory Affairs
Committee, Regulatory Affairs Division]) that will function totally
independent from any committees/departments of CSE involved in
commercial functions.

Such separation will ensure the proper and unbiased functioning of
the regulatory functon of the exchange and thus help to avoid
conflicts.

d. Independent Internal Audit Department

CSE will ensure strong internal control through having a separate
Internal Audit Department, which shall have a direct reporting to the
Audit and Risk Management Committee comprised of majority
Independent Directors. [nternal Audit will conduct regular audit to
ensure all rules, regulations, bye-laws and policies are adhered to.

."_:';".
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e. Transferring regulatory functions during self-listing

When C5E will go for self-listing, regulators shall perform the role
which is generally performed by the Exchange, including approval of
the listing and review of compliance to all listing requirements. BSEC
shall be administering the listing rules, Subsequently, the trading of
C5E will also be monitored by B3EC to ensure transparency and
fairness. This will ensure avoidance of any potential conflict that may
arise from listing in the own exchange.

f. Reinforcing Investors' Interest Mandate

The wsmoen fEf@pmrmiEoes =@, 3ove (Exchanpes Demutualization
Act, 2013) clearly makes it binding that CS5E must give priority to
public cum investors’ interest if any conflict anses. C5E will reiterate
this spirit through documenting it under the code of conduct of the
Board.

g Investors’ Protection Fund:

The Exchange shall maintain an “Investors’ Protection Fund® to
protect the interest of the investors in case of default by the TREC
Holders. It shall alse keep a provision which shall provide C5E the
power to set-off the security deposit by any TREC ifthere remain any
unseltled dues owed by a TREC Holder to lts customers.

The Investors’ Protection Fund shall consist of contributions from
the Exchange and TREC Holders in the following manner:

(@) Contributions already made by CSE and others which are
currently lying with the Exchange.

(b] Anamount representing 0.50 % (point five zero per cent) of
the listing fee received by the CSE during the immediately
preceding quarter, which shall be placed in the Fund
immediately after closure of each quarter.

(] Quarterly contribution at the rate of 1 [one] taka for every
Taka 10 ([ten) lac or part thereof of gross cumulative
turnaver (buy + sale) of each TREC holder immediately after
closure of each quarter

"’!‘.'-l 71l afetaw 2ob0-2058
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(d] Taka 1 {one) lac from the TREC holders other than the
initial TREC holders.

(2] All benefits accrued against unclaimed shares shall be
transferred to the Investors’ Protection Fund of CSE after 5
vears of such accrual,

([} Any amount receilved from such other sources as may
be available at the discretion of the Board.

h. Contribution to the Settlement Guarantee Fund:
(1) The Fund shall comprise of contributions from the follewing sources:

[a} Initial contribution: The initial contribution shall comprise of
contributions from the Exchange and Trading Participants as
follows:

i} Taka 200,000,000 [Taka Twenty Crore) from the
Exchange;

(ii) Taka 500,000 {Taka Five lac) per Trading Participant
as subscription in the Fund, Out of which Taka
250,000 (Taka two lac fifty thousand] only will be
collected on call made by the management and rest
Taka 250,000 [Taka two lac fifty thousand] only will
be collected between second and third year of
formation of the Fund.

(b] Regular contributions:

i} 5% of annual net profit of the Exchange will be
transferred to the Fund as a regular contribution on
annual basis.

(iij  Any income generated from of the Fund shall be
attributable to this fund.

The settlement guarantee fund will be reviewed at the time of the
establishment of the new clearing house.

i. Management of Conflict of Interest at Intermediaries’ Level

CSE shall outline the rules and regulations for the intermediaries to
follow in order to manage the conflicts at intermediaries level, that
Conflict at intermediary level arises mainly due to intermediaries
putting forth their own interest at the cost of clients/market
investors, and the internal conflicts within the intermediaries that
stems from intermediary structure, its product offering and markets
of operation. Conflict may alsa arise between intermediaries and
different,various types of clients.

E ';F_":t-.;
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8. Widening Sharcholder Base
A. Shareholding Structure

On the date of demutualization, there shall be 148 shareholders of CSE, who
were members of the exchange prior to demutualization. There can be three
ways through which new shareholders may come and thus widen the
sharsholders base:

*  Through transfer of 60% of the total initially allotted shares held in
blocked account;

*  Through transfer of 40% free shares held by initial shareholders; and

* Through issuance of new shares to raise capital.

The post demutualization shareholding structure of C5E shall be subject to
the following conditions at all time:

a. All shares of the Exchange equivalent to the paid-up capital at the
date of demutuwalization shall be allotted to the initial shareholders,
out of which sixty percent (60%] shall be held in a blocked account
till disposal to strategic investor(s), institutional investor(s) and

general public.,

b. Toaal shares held by the TREC halders topether with their connected
persons, other than the shares held temporarily in the blocked account.
shall not be more than 40 (forty) percent of the total issued share capital
of the Exchange at any time. A strategic investor may, with the approval
of the Commission, hold up o 25 (twenty five) percent of its total issucd
share capital: provided that, the Commission, in the public interest, may
permil any strategic investor (o hold shares abowve this threshold.

¢, Mo person including histher/its connected persons, other than strategic
investors, shall hold above 5 (five: percent of its issued share capital.

';F_":t-.;
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B. Operation and Entitlement

Initial shareholders shall be entitled to any dividend, Bonus Shares,
Rights Shares and sale proceeds earned from the shares held in
blocked account. Bonus Shares or Rights Shares earned against the
shares in blocked account will be added to those shares and will be
disposed off with the shares held in blocked account according to
section 8.C. of this scheme.

Rights 10 maintain and transfer the shares preserved in the blocked
account shall vest upon the board of directors

The right to exercise voting power attached to these shares shall
remaln suspended tll the completion of transfer of these shares.

C. Off-loading of Shares held in Blocked Account
Shares held im the blocked account can be sold in a manner:

» Not more than 25% of total issued shares shall be sold to any
Strategic Investor. Additional shares may be sold to the strategic
investor, if allowed by the BSEC in greater interest of the capital
market.

» Except shares allotted in favour of strategic investors, shares held
in blocked account shall be sold to general public and/for
institutional investor(s].

= The decision as to whether to accept or reject any offer from a
strategic investor shall be made by the Board of Directors subject
to approval of the Commission.

® Shares held in blocked account, except the portion which is to be
sold to the strategic investor, are planned to be off-loaded to
general public including institutions within earliest suitable time
after demutualization in a manner as decided by the board and
approved by the Commiszion,

= Price of shares of such off-loading shall be determined under the
book-building method as described in the relevant securities laws,

Fr@,;jd 7ififar aferaw aose-2058 3B
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= The board shall distribute all the sale proceeds of shares held in
blocked account te the (nitlal shareholders pro-rata  basis
periodically as determined by the board.

D. Limit in Shareholding

During the sale of shares to general public/institutional investor(s) and
at all time, C5E shall ensure, as per the Section 12 (1) (Ga) of the oo
FefraprmeiBrerem =i3s, 105 (Exchanges Demutualization Act, 2013), that any
persan, except strategic investor(s), individually or collectively with
related persons cannot hold more than 5% of the total issued shares

E. Transfer of Shares

Shares acquired by general public or institutional investor, as per the
TS TEMEEAPTR e wEE, 1030 (Exchanges Demutualization Act, 2013),
can be transferred freely as per the prevalling law of the country.
However, all such transfers must ensure that all limits and restrictions
imposed by the ascses [EREEpmefEce=s =% 3030  (Exchanges
Demutualization Act, 2013) are not violated at any time.

F. Strategic Investor:

Strategic investor (5], subject to approval from commission, can acquire up
to 25% of the total issued shares. But the Commission can, for public
interest, approve any strategic investor to hold more shares than this limit.

i Suitability of Strategic Investor:

The foremost priority for CSE following its demutualization shall be
to prepare a list of potential strategic investors from a list of global
securities markets, depository and clearing institutions and as well as
the intermational  mvestment  banking imstitutions,  While CAE
management engages itsell in the implementation of the 7 wvear
business plan to create valee for its investors, the Board of CSE
would embark upon a global hunt for some ideal strategic investor
willing to become involved in managing a domestic market in
Bangladesh,
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CSE would constantly plan to follow the under-mentioned strategy 1o
achieve the goal of wider ownership of the shares by remaining with
the ownership restriction and the timelines prescribed under the Act:

*  Sale to Stategic Investor: Under this pricnity option, CSE plans (o ake
the Tollowing steps so that it can find the most suitable strategic pariner
. Identification of Suitable Strategic Investors
i, Arrange Meetings with Potential Strategic Investors
. Holding Road shows/Investment Conferences in Far East, Asia Europe
and Morth America -

iv.  Considering Technology/Product Tie-ups with other Foreign Exchanges

ii.  Transfer of Shares by Strategic Investors

According to Section 15 of the @3sten FERBprmenEre== =Eq, 1ods
(Exchanges Demutualization Act, 2013}, iF any strategic Investor acquires
any shares, shares can only be sold to other strategic investor with
approval from the Commission, The Commission, through written order,
can exempt the strategic investor from provisions related to share
buying, selling acquisition and take over.

9. CONCLUSION

This scheme attempts to provide a detail outline and comprehensive
proposal regarding, inter alia, board and management structures, different
aspects of shareholding and trading right, governance issues, discipline and
restrictions and other activities which are to be adopted and followed during
the demutualization process and also after demutuvalization. All proposals
made In this document seek to uphold the overall spirit of demutualization
and the provisions of the <wrse fsfaEymmmites =¥, 3030 (Exchanges
Demutualization Act, 2013), Hence this "Demutualization Scheme", shall act
as the basic guiding document for the Exchange during their journey
towards demutualization to become a model exchange.
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In the event of any omission, uncertainty, misunderstanding and ambiguity
the Bangladesh Securities and Exchange Commission (BSEC) would provide

necessary guidance to resolve these issues.

BY ORDER OF THE BOARD OF DIRECTORS

EYED 5AJID HUSAIN
CHIEF EXECUTIVE OFFICER

CHITTAGONG STOCK EXCHANGE LIMITED.
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