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Appendix 1 -Capital Market Development Master Plan Matrices

Matrix 1: Implementation Arrangements

o1 Implement structure to in- v v
clude authonzation, account-
abdity , staffing and resource
allacations

{1 ] Implement processes to In- v ) W v v v W

clude monitoring, ewvaluation
[M&E), reparting of prograss,
gnd armending impglermenia-
ton plan o sscount Tod
evolving circumstanoes

o3 Appaintfengage and author- "
ize Implementation Leader
and Tearn

[ Appaint  Spocialized/Expert v

Working Committees  with
comiserable privete  sae-
torfindustry participation

05 Develop and lawnch imple- v
mantation (public accouni-
abdiity] walbaita
05 Monitor, ewaluate and report v v v v
O Progress
oF Re-evaluate master plan/road v v v v v

map and maodify based on
lessons learmed from M&E

Warklng Mlan of SEC

]

;:,:"_:' Short Term Medium Term Long Term
2012 | 2018 | 2004 | 2018 2016 2017 | 20182022
v v

Develop and implement [SEC)
#n awarenesi-raising program
to sensitize key BMOF officials
to the crucial importance of
SEC indapendanca

Amend (Parfiarment] Sections i
3 of the SEC Act to Enhance
LEC independence

Amend (Pariarment] Section v
5 of the SEC Act to Enhance
SEC independence

Amend (Pariarment) Sections £l
9 af the 5EC Act to Empovear
S5EC to appoint reguisite
nurmiber of sixfs




&

1z

13

Working Plan of SEC

amend [Parfiament) Sections
13 of the SEC Act 1o Empowes
SEC to prepare their own
budget without Ministry's

apperonal

Medium Term

1018-2022

Amend (Parfiarment) Seciions
16 of the S5EC Act o restrict
Gowt's power to give direction
ta 5EC except policy matters

i4

ir

19

Restructure onpanirstionsl
structurg and pay strecture at
l=ast o rmake eguivalent to
Central Bank's pay structure

==

Institute & progrem [SEC &
B8] and establish a forum for
high lewel coordination of the
SEC and BR

L S

Exgcute MOLU Between SEC
and BB on the collection and
sharing of superdsary infor-
matian

il o e e e o e = e

Authorize (MoF MoFA) SEC to
enter  MOLs  with foraign
regulators within parameters

Activate [SEC & BB) “loint
Inspection Tearm®™ and con-
duct joint inspactions of
jointhy-regulated  institutions
(e.g. marchant banks, atc.)

Develop (SEC & BB) uniform
margin standards applicable
o entire financial sactor

Codify [SEC] the securities
s

il

Present (SEC) laws, rules,
regulations and notifications
in English &g well a5 Bengal

Smplify (SEC) organizational
structure and combing re-
lated functions inmto ocna of

four departmeants

Establish [SEC] an office of
Chief Counsel and recruit
attormeys

24

Undertake [(SAMICSSEC] In-
tensive training in stock ex-
change oversight




Working Man of SEC

Bagin  testing  [SEC/BICM)
Authgribed  Representalives”
proficiency  and Principals’
knowledge of responsibdities
a% a basis for lioensing

Madium Tarm Lang Tarm

2015 | 2006 | 2017

Demutualization of Exchanges

=

Adopt (SEC) rule to hold sen-
lor management of interme-
diaries responsible for falwre

to suparvise

Publish [SEC) pusd-
ancefguidelines for IPO Appli-
cations

k- b |

52

53

Acguine [SEC) and Implerment
an electronic dats gathering
and retrieval [EDGAR] system

Candusct (SEC) comprahensive
inspections of the exchanges
and plans to protect 1 inves-
tors given new incontive
striicture created by dermuto-
aflgation

Authorize [Mof) SEC direct
access to bankdng records

Incregse  (SEC] number of
non-broker nspections [eg.
merchant banks, portfolio
managers, abe.)

Adopt (SECY market comnduct
rule for mtermediaries ad-
dressing accoumt  statement,
internal controls, KYC, and
complance monitoring by
thire parties

Begin [SEC) strict enforce-
mant of laws against insidar
“hart gwing” profits

Bevize (SEC) the Takeower
Rules

37

Devalop §SEC) Ettes-
calibrated rls'!'.-hu:-ud capital
reguirements

Begin the transitlon to risk-
based supardisan and wtiliza-
tion [SEC) of marly warning
systems to minimize risk of
fallre of an intermediary

Discomtinee (SEC) practice of
disclosing investigations

(8 Ror st 2038



Wiorking Plan of SEC

Enhance ([SEC] Inwestigateon
and enforcoment capacity by
recruiting and trainding law-
yers and investigators

Lemg TErm
IE-202E

Establish (Parlament) a spe-
clalized "tipl_lil Markat Tri-
bunal® {CAAT)

S s

Adopt {Parliament) a Financial
Reporting Act (FRA)

Develop (SEC) and Implement
a comprahansve, coordi-
nated public information snd
edwcation program

SEC proposal to the Govi bo
adopt  “Mational Polloy on
Fmanciad Literacy™

introdisce  [MOF/MOE} finan-
cial liveracy course from
schoodfcollege bevel

Transition {5EC) bdam-

bersfCommissioners From
operational ta policy focus

Establish (SEC) the Office of
Chief Accountant irJI:l recrult
& tradn accourtants

Conduct [SEC} a wvulnerabdlity
B Ess EnL

Develop  [SEC) streamlined
regame for “privale issuance”

of corporate bonds to quak-
fled Irvestors

Dovelog (5EC] separate clear
and comprehensive rules for

issusng corparate bonds

Develop (SEC & private stake-
holders} amnd Implament &
marikat awarengsEraising
campaign for corporate bonds

{8 Ror st 2038
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Matrix 4: Financial Market Infrastructure Initiatives

Imme-
T pv— p-;m 43211”"1“_ edumtem | loneTem
2012 1013 I'I:I:I.I 2017 2018-3022
g1 Upgrade (CDBAL) systems to v v i'
improwe participant connec-
thvity
52 Centralize and Improve set-
tlement guarantee [CDEL) f v v
and inwestor protecthon (SEC)
funds
53 Centralize distribution of cash
dividends (at CDBL) v v v
54 Consolidate the post-trade v v

clearing function: of the bwa
enchanges under & separate

entity, ie clearing corpora-

tian
55 Enhance CDBEL systems o
enable DVF seitlement be- i i‘ i
tween broker and investor
& Remodel the  post-trade v i' “ -#

process so that movermnent of
cash and securities both taks
place on sattlement data

57 Reviow (5EC) and rationalize ‘l v
CDal fers ;

58 install a state of the art sur-
vedllance software at S5EC with
onding data feed from stock
eachanges & depository

59 Install state of the art survell- i
lance software at stock ex-
changes
&0 Evaluate (SEC jodntly with v o]

OVCSE & CDBL) costs and
benefits of 8 central counter-
party (CCP) for cash eguity
securities and  derivatives
{when intraduced)

Z':Z"l.’:_ )
i ﬁﬂ frre st 2088 b



Matrix 5: Institutional Investors Initiatives

1# Waorking Plan af SEC

J01E-20F2
61 Ensure bevel playing field for
all AMC and Mutual Funds v v v
ifor both Govt. and peivate
SeCtors)
62 Adopt  (SEC)  new  le- v v v

galregulatory  regme  for
mutual funds that broadens
participation, allows introduc-
tion of different types of mue-
tual funds, strengthens inves-
tor protections, and elimi-
nates preferential treatment
of state-sponsored mutual
funds

(I Assist (SEC) the mutual fund | of v v
industry in structuring and
registering & mutual Ffund
assacigtion

(] Chanelize refgil inmvestors inba
institutional means (Mutual v v v
Fund/Portfalio Invesirment)

Imima-
» Y —— Lﬂﬂf—- Shart Term : Lisrg, Teesrmn
2012 2013 2017 2018-2022
65 SEC & B to study to estimate
the demand for 3 basic types i i i i
of derfdative instruments —
Financial {i.e. Enterest rate,
currency), Equity [ie. index,
single stock), and Commodity
(e rice, jute, tea)

6E Determine [SEC & BE) reguls-
tory structure & assign re- v v v v
sponsibility - sppoint high-
level commission to study the
matter and maks recormmen-
dations




| i

&7

Wearking Plan of SEC

Adopt [regulator] a comgpre-
hensive, specialired, dadi-
cated legal framework for
derivatives

2018-2022

Develog (designated regula-
tor B private sector) snd im-
plement carmpaign B rajse
awareness of derivatives
among potential users and
markat practitioners

Reform [Gaowt.) be-
galfregulatory regime for ABS
to include, “true sale® status
of transferred receivables,
57 as “pass-through”™ entity,
"bankruptcy remotaness” of
transaction,

Dewvelop (SEC, BE & private
sector) amd implement cam-
peigh to raise awareness of
ABS among potential Eiveers
and investors

[
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SECURITIES AND EXCHANGE COMMISSION
NOTIFICATION

07 August 2012

No. SEC/CMRRCD2006-158/1 34 Admin/d4:—Whereas, the Securities and
Exchange Commission (herein after referred to as the “Commission”™) deems it fit
that the consent already accorded by the Commission, or deemed to have been
accorded by it, or to be accorded by it in future, to the issue of capital by the
companies listed with any stock exchange in Bangladesh, shall be subject to
certain further conditions, on ‘comply’ basis, in order to enhance corporate
governance in the interest of investors and the capital market;

Mow, therefore, in exercise of the power conferred by section 2CC of the
Securities and Exchange Ordinance, 1969 (XVII of 1969), the Commission
hereby supersedes its earlier Notification No, SEC/ CMRRCDY2(06-158/ Admin/
02-08 dated 20" February, 2006 and imposes the following further conditions to
the consent already accorded by it, or deemed to have been accorded by i, or to
be accorded by it in future, to the issue of capital by the companies listed with
any siock exchange in Bangladesh;

Provided, however, that these conditions are imposed on ‘comply’ basis,
The companies listed with any stock exchange in Bangladesh shall comply with
these conditions in accordance with the condition Mo, 7.

{yoan94)
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The Conditions:

I. BOARD OF DIRECTORS :

1.1 Board's Size

The number of the board members of the company shall not be less than
Sihive) and more than 20 (twenty) ;

Provided, however, that in case of banks and non-bank financial
institutions, insurance companies and statutory bodies for which
separate  primary regulators like Bangladesh Bank, Insurance
Development and Regulatory Authority, efc, exist, the Boards of those
companies shall be constituted as may be prescribed by such primary
regulators in so far os those prescriptions are not inconsistent with the
aforesaid condition.

1.2 Independent Direciors

All companies shall encourage effective representation of independent
directors on their  Board of Directors so that the Board, as a group,
includes core competencies considered relevant in the context of each
company. For this purpose, the companies shall comply with the
following -—

(i} At least one fifth {1/5) of the total number of directors in the
company's board shall be independent directors.

(i} For the purpose of this clause “independemt director”™ means
a director—

(a) Who either does not hold any share in the company or
holds less than one percent {1%0) shares of the total paid-up
shares of the company;

by who is not a sponsor of the company and is not connected
with the company's any sponsor or director or shareholder
who holds one percent (1%) or more shares of the total paid-
up shares of the company on the basis of family
relationship. His'her family members also should not hold
above mentioned shares in the company :

Provided that spouse, son, daughter, father, mother, brother,
sister, son-in-law and daughter-in-law shall be considered as
family members,
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(e}

id)

(e)

{n

(z)

(h)

(&)

(i)

(iv)

(v)

(i)

Who does not have any other relationship, whether
pocuniary or otherwise, with the company or its subsidiary/
associated companies;

Who is not & member, director or officer of any stock
exchange:

Who is not a shareholder, director or officer of any member
of stock exchange or an intermediary of the capital market;

Who is not a pariner or an executive or was not a Pariner or
an executive during the preceding 3 (three) years of the
concerned company”s statutory audit firm;

Who shall not be an independent director in more than 3
{three) listed companies;

Who has noi been convicied by a court of competent
jurisdiction as a defaulter in payment of any loan to a hank
or a Mon-Bank Financial Institution (NBF1);

Who has not been convicted for a crimimal offence
involving moral turpitede.

The independent director(s) shall be appointed by the board
of directors and approved by the sharcholders in the Annual
General Meeting {( AGM).

The post of independent director(s) can not remain vacant for
more than 90(ninety) days,

The Board shall lay down a code of conduct of all Board
members and annual compliance of the code to be recorded.

The tenure of office of an independent director shall be for a
period of 3(thres) years, which may be extended for I{onc)
term odly.

1.3 Qualification of Independent Director (1))
(1)

Independent director shall be a knowledgeable individual with
integrity who is able to ensure compliance with financial,
regulatory and corporate laws and can make meaningful
contribution to business.
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(i) The person should be a Business Leader/'Corporate Leader/
BurcaucratUniversity Teacher with Economics or Business Studies
or Law background Professionals like Charered Accountants, Cost
& Management Accountants, Chartered Secretaries. The
independent  director must have o least 12{twelve) vears of
corporate management /professional experiences.

{iii) In special cases the above gualifications may be relaxed subject 1o
prior approval of the Commission.

1.4 Chairman of the Board and Chief Executive Officer

The positicns of the Chairman of the Board and the Chief executive
Officer of the companies shall be filled by different individuals. The
Chairman of the company shall be elected from among the directors of
the company. The Board of Directors shall clearly define respective

roles and responsibilities of the Chairman and the Chief Executive
Officer.

1.5 The Director's Report to shareholders

The directors of the companies shall include the following additional
statements in the Director's Report prepared under section 184 of the
Companies Act, 1994 (Act No. XVIII of 1994) —

[} Industry outlook and possible future developments in the
industry.

(1)  Segment-wize or product-wise performance,
(i) Risks and concems.

(iv) A discussion on Cost of Goods sold, Gross Profit Margin and
Net Profit Margin.

(v}  Discussion on comtinuity of any Extra-Ordinary gain or loss.

(vi) Basis for related party transactions-a statement of all related
party transactions should be disclosed in the annual report.

(vii) Utilization of proceeds from public issues, rights issues and/or
through any others instruments,

{viii) An explanation if the financial results deteriorate after the
company goes for Initial Public Offering (IPO), Repeat Public
Offering (RPO). Rights Offer, Direct Listing, ete.
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(ix)

(x)
(xi)

(1)

(x1ii)

[xiv)

(xv)

[Xwi)

{xvii)

If sipiﬁn_nnt variance occurs between Quarterly Financial
Performance and Annual  Financial Statements  the
management shall explain about the variance on their Annual
Report.

Remuneration to directors including independent directors.

The financial statements prepared by the management of the
issuer company present fairly its state of affairs, the result of
its operations, cash flows and changes in equity.

Proper books of account of the issuer company have been
maintained.

Appropriate accounting policies have been consistently
applied in preparation of the financial staterments and that the
accounting estimates are based on reasonable and prudemt
Judgment.

International  Accounting Standards  (IAS)Bangladesh
Accounting  Standards  (BAS)Intemational  Financial
Reporting Standard (IFRS5)Bangladesh Financial Reporting
Standards (BFRS), as applicable in Bangladesh, have been
followed in preparation of the financial statements and any
departure there-from has been adequately disclosed.

The system of intemal control is sound in design and has been
effectively implemented and monitored.

There are no significant doubts upon the issuer company’s
ability to continue as a going concemn. If the issuer company is
not considered to be a poing concern, the fact along with
reasons thereof should be disclosed.

Significant deviations from the last year's operating results of
the issuer company shall be highlighted and the reasons
thereof should be explained.

(xviil) Key operating and financial data of at least preceding 5 (five)

(xix)

{xx)

years shall be summarized.

If the issuer company has not declared dividend (cash or
stock) for the year, the reasons thereof shall be given.

The number of Board meetings held during the year and
attendance by each director shall be disclosed.

&
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(xx1) The pattern of shareholding shall be reported o disclose the
aggregate number of shares (along with name wise details
where stated below) held by :

{a) Parent/Subsidiary/Associsted Companies and  other
related parties (name wise details);

(b} Diirectors, Chief Executive Officer, Company Secretary,
Chief Financial Officer, Head of Internal Audit and
their spouses and minor children (name wise details);

(e} Executives;

{d) Shareholders holding ten percent (10%:) or more voting
lnler_as: in the company (name wise details).

Explanation : For the purpose of this clause, the
expression  “Executive™ means top 5 (five) salared
employees of the company, other than the Directors, Chief
Executive Officer, Company Secretary, Chief Financial
Officer and Head of Internal Audit.

(xxil) In case of the appointmentre-appointment of a director the
company shall disclose the following information to the
shareholders (—

(a] @& bref resume of the director;
{b) nature of his'her expertise in specific functional areas;

{c) names of companies in which the person also holds the
directorship and the membership of committees of the
board,

1. CHIEF FINANCIAL OFFICER (CFO), HEAD OF INTERNAL
AUDIT AND COMPANY SECRETARY (CS) :

1.1 Appointment

The company shall appoint a Chief Financial Officer {CFO), a Head of
Internal Audit (Internal Control and Compliance) and a Company
Secretary (C5), The Board of Directors should clearly define respective
roles, responsibilities and duties of the CFO, the Head of Internal Audit
and the C5.

o
W Ty T AR a0
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1.2 Requirement to attend the Board Meetings

The CFD and the Company Secrefary of the companies shall attend the
mestings of the Board of Directors, provided that the CFO and/or the
Company Secrefary shall not attend such part of a meeting of the Board
of Directors which involves consideration of an agenda item relating 1o
their personal matters.

JIAUMMT COMMITTEE :

(i) The company shall have an Audit Committee as a sub-committee of
the Board of Directors,

{ii) The Audit Comumittes shall assist the Board of Directors in
ensuring that the financial statements reflect true and fair view of
the state of affpirs of the company and in ensuring a good
monitoring svstem within the business.,

(iii) The Audit Committee shall be responsible to the Board of
Dirgctors. The duties of the Audit Committee shall be clearly set
forth in writing.

3.1 Constitution of the Audit Committes :

(i) The Audit Committee shall be composed of at least 3 (three)
members.

(ii} The Board of Directors shall appoint members of the Audit
Committee who shall be directors of the company and shall include
at least 1 {one) independent director.

iiti} All members of the audit commitiee should be “financially literate™
and ai least | (one) member shall have accounting or related
financial management experience.

Explanation : The term “financially literate™ means the ability to read
and understand the financial statements like Balance Sheet, Income
Statement and Cash Flow Statement and a person will be considered to
have accounting or related financial management expertise if (s)he
possesses professional qualification or Accounting/Finance graduate with
al lemst 12 (twelve) years of corporate mandgement/professional
EXpericnces,
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(iv) When the term of service of the Committes members expires of
there is any circumstance causing any Commitiee member 0 be
unable to hold office until expiration of the term of service, thus
making the number of the Committee members 1o be lower than the
prescribed number of 3 (three) persons, the Board of Directors shall
appoint the new Committee member(s) to fill up the vacancy{ies)
immediately or not later than | (one) month from the date of
vacancy(ies) in the Committee to cnsure comtinuity of the
performance of work of the Audit Committee.

(¥) The company secretary shall act as the secretary of the Commitiee.

(vi) The quorum of the Audit Committee meeting shall not constitute
without at least 1 {one) independent director.

3.2 Chairman of the Audit Committee :

(i) The Board of Directors shall select 1 (one) member of the Audit
Committee to be Chairman of the Audit Committee, who shall be
an independent director.

(i) Chairman of the Audit Committec shall remain present in the
Annual General Meeting (AGM).

1.3 Role of the Audit Committee :
Role of audit committee shall include the following —
(i}  Owersee the financial reporting process.
(i)  Monitor choice of accounting policies and principles.
(iii} Monitor Internal Control Risk management process.
(iv) Owersee hiring and performance of external auditors,

(v) Review along with the management, the annual fiancial
statements before submission to the board for approval.
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(vi) Review along with the management, the quarterly and half
vearly financial statements before submission to the board
for approval.

{vii) Review the adequancy of internal audit function.

(viii} Review statement of significant related party transactions
subrmitied by the management,

(ix) Review Management Letiers’Letter of Internal Control
weakness issued by statutory auditors.

{x}) When monev is raised through Initial Public Offering
(IPOVRepeal Public Offering (RPOWRights lssue the
company shall disclose to the Audit Committes about the
uses'applications of funds by major catepory (capital
expenditure, sales and marketing expenses, working capital,
etc), on a quarterly basis, as a part of their quarterly
declaration of financial results, Further, on an annual basis,
the company shall prepare a statement of funds utilized for
the purposes other  than those stated in the offer
document/ prospectus.

1.4 Reporting of the Audit Commitice

3.4.1 Reporting to the Board of Directors

(i) The Audit Committee shall report on its activities to the Board
of Directors.

(ii) The Audit Commitiee 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 maner which shall be disclosed to the Board of
Diireciors immediately.

o
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Reporting to the Authorities

If the Audit Commitiee has reported to the Board of Directors about
anything which has material impact on the financial condition and
results of operation and has discussed with the Board of Directors
and the management that any rectification is necessary and if the
Audit Committee finds that such rectification has  been
unreasonably ignored, the Auwdil Committee shall report such
finding 1o the Commission, upon reporting of such matters to the
Board of Directors for three times or completion of a period of
6 (six) months from the date of first reporting to the Board of
Directors, whichever is earlier.

Heporfing to the Shareholders and General Investors

Report on activities carried out by the Audit Committee, including
any report made to the Board of Directors under condition 3.4.1 (ii)
above during the year, shall be signed by the Chairman of the
Audit Committee and disclosed in the annual report of the issuer

company.

4. EXTERNALSTATUTORY AUMTORS :

The issuer company should not engage its external/statutory auditors to
perform the following services of the company; namely:—

(i} Appraisal or valuation services or faimess opinions.
(ii} Financial information systems design and implementation.

{iii} Book-kecping or other services related to the accounting
records or financial statements.

() Broker-dealer services.
(v) Actuaral services.

(¥1) Inmternal audit services.

"
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(vii) Any other service that the Audit Commitiee determines.

(viii) WNo partner or employees of the external audit firms shall
possess any share of the company they audit at least during
the tenure of their audit assignment of that company.

5. SUBSIDIARY COMPANY:

(i) Provisions relating to the composition of the Board of Directors of
the holding company shall be made applicable 1o the composition
of the Board of Directors of the subsidiary company,

(ii) At least 1 (one) independent director on the Board of Directors of
the holding company shall be a director on the Board of Directors
of the subsidiary company.

{i1i) The minutes of the Board meeting of the subsidiary company shall
be placed for review at the following Board meeting of the holding

company.

{iv) The minutes of the respective Board mecting of the holding
company shall state that they have reviewed the affairs of the
subsidiary company also.

(¥} The Audit Committee of the holding company shall also review the
financial statements, in particular the investments made by the
subsidiary company.

6. DUTIES OF CHIEF EXECUTIVE OFFICER {CEO) AND
CHIEF FINANCIAL OFFICER (CFO) :

The CED and CFO shall certify to the Board that —

(i) They have reviewed financial statements for the year and that
to the best of their knowledge and belief ;

{a) these statements do not contain any materially untrue
statement or omit any material fact or contain statements
that might be misleading;

{3 fors smefedt 2038
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by these siaterments fogether present a true and fair view of
the company’'s affairs and are in compliance with
existing accounting standards and applicable laws

{ii] There are, io the best of knowledge and belief, no transactions
entered info by the company during the vear which are
fraudulent, illegal or violation of the company’s code of

canduet,

T. REPORTING AND COMPLIANCE OF CORPORATE
GOVERMNANCE.

(i) The company shall obtain a certificate from a practicing
Professional Accountant’Secretary  (Chartered Accountant/Cost
and Management Accountant/Chartered Secretary) regarding
comphance of conditions of Corporate Governance Guidelines of
the Commission and shall send the same 1o the sharcholders along

with the Annual Report on a yearly basis.

Explanation : Chartered Accountant means Chartered Accountant as
defined in the Chartered Accountants Act, 1949 (Act No. XXXVIII of
1949); Cost and Management Accountant means Cost and Management
Accountant as defined in the Cost and Management Accountants
Ordinance, 1977 (Ordinance Mo, LT of 1977), Charered Secretary
means Chartered Secretary as defined in the 5% Crarbidm =igs, 1030
(3oda FEW 40 = =EA),

(i]) The directors of the company shall state, in accordance with the
Anncexure attached, in the directors’ report whether the company
has complied with these conditions.

o
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Annexure

Matus of compliance with the conditions imposed by the Commission’s
Hotification Mo. SEC/CMERCDVZ006-158/134 Admin'4d dated 07 August 2012
ssucd under section 200 of the Securities and Exchange Ordinance, 1969

{Report under Condition No.7.00)

Condition Mo, Title Compliance Slaﬁw . Remarks
(Put % in the appropriate column)

Complied Mot complied

{if amy)

1.1
11(3)
1.2 (i) a)
12 (i) b)
1.2 (i) <)
1.2 (i) d)
1.2 (ii) &)
1.2{iip N
1.2 (i) g)
1.2 (i) h)
1.2 (i} i)
1.2 (iii)
1.2 (iv)
1.2(v)
1.2 (vi)
13 (1)
1.3 (ii)
1.3 (iii)
1.4
1.5(1)
1.5 (ii)
1.5 (ii1)
L5(iv)
1.5(v)
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Condition No. | Title Compliance Status Remarks |

{Put ¥ in the appropriate column) .
Complied Mot complied (if any)

1.3 (vi)

1.3 (vii)

1.5 {viii)

1.5 {ix)

1.5 (x)

1.5 (xi)

1.5 (xu)

1.5 (xiii)

1.5 {xiv)

1.5 (xv)

1.5 (xvi)

[.5 (xwii}

1.5 (xviii)

1.5 (x1x)

1.5 (xx)

1.5 (o) a)

1.5 (xxi) b

1.5 (xxi) ¢)

1.5(xxi) d)
1.5 (xxii) a)

1.5 (xxii) b)

1.5 (xxii} €)

2.1

22

i)

i)

Miii}

3.1(i)

3. (i)

ERTEITY

3.1(iv}

31V}

o
AL 0y P T 2008

-
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Condition No.| Title Compliance Status Remarks

(Put ¥ in the appropriate column)

Complied Mot complied (if any)

51 {wvi)
32D

3.2 (i)

3.3 (i)

3.3 (ii)
LRCRETT
3.3 (iv)
313{v)

3.3 (vi)
3.3 (vii)
3.3 (viii)
3.3 (ix)
3.3 (x)
341 (i)
3.4.1 (i) a)
| 3.4.1 (i) b)
3.4.1 (i) c)
340 Gy dy
3.4.2

35

4(i

4 {ii)

4 {iii)

4 {iv)
4(v)

4 {wi)
4 {vii)

4 (viii)

S (i)

5 {iii}

5 (iii)
5(iv)
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Condition Mo. [ Title Compliance Status Remarks
{Put ¥ in the appropriate column)
Complied Not complied (if any}

31{v)

6 (i) a)

6 (i) b) |

B (1} |

() ’

7 () |

This Notification shall be complied within 31 December 2012.

By order of the Securities and Exchange Commission

Prof. DE. M. KHAIRUL HOSSAIN
Chairman,

g W AR (5-HE), TR, T FEiE e, B o
wrae wiem (Te-nfim), To-wfEmem, s 1@y o g :
cwwra, W o qw i | web site: www.bgpress gov.bd
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| et o am woficess wfs wnde fmm willys freas 9 cifterege |
BANGLADESH SECURITIES AND EXCHANGE COMMISSION

NOTIFICATION
Dated the July 21, 2013

No. SEC/CMRRCDZ2006-158147 Admin/48-—In cxercise of the power
conferred by section 20C of the Securities and Exchange Ordinance, 1969 (XWI1
of 1969}, the Bangladesh Securitics and Exchange Commission makes, the
following amendments to the previous Motification Na. SEC/CMRRCD2006-
158/134/ Admin/44, dated 07 August 2012 published in the Bangladesh Gozette
on 30 August 2002 regarding Corporate Governance Cruidelines, namely—

1. In condition 4, the following new clause (ix) shall be added after the
clause (viii), namely:
Hixd  Aodivcertilication  services on compliance of  corporate
povernance as required under clause (1) of condition Mo, 7.7

2. In the 'Explanation’ in clause (i) of conditton Mo, 7, the words
“Chartered Accountanis Act, [949 (Act Mo, XXXV of 1949)" shall
be replaced by the words “The Bangladesh Chartered Accountants
COrder, 1973 [ President’s Order Mo, 2 of 1973).".

By order of the Bangladesh Securities and Exchange Commission

PROF. DI M. KHAIRUL HOSSAIN
o heatriong,

o TR T (Gerea), Sore i, M i e, m’?ﬁﬂ;ﬁ%ﬁ '
g A (s, Beefimmen, o e o g wim,
CETING, T FEF HFEE | web site: www bgpress gov. bd
[ Acke

Al 1 BT B oo
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| crmreft afe aw sofirs wdw wode i wrps s e e |
NOTI FICATION

August 18,2013

No. SEC/CMRRCDZ009-193/150/Admin/52:  Whereas, the Bangladesh
decuntics and Exchange Commission deems il fiv that the consent already
accorded by the Commussion, or 1o be accorded by it in future, or 1o the issue of
capital by the companies listed with any stock exchange in Bangladesh, should
be subyect to certain further condition in the interest of investors and the capital
marker;

Now, therefore, in exercise of the power conferred by section 2CC of the
Securities and Exchange Ordimance, 1969 (XVIl of 1969), the Bangladesh
Securities and Exchange Commission hereby imposes the following further
condition to the consent already sccorded by it, or to be accorded by it in future,
to the issue of capital in Bangladesh, or to the public offer of securities for sale,
namely—

No issuer of a listed security shall issue right share, if the issuer of a listed
security  fails i comply with the Commission’s Notification Mo,
SEC/CMRRCIVZODG-158/134/Admin/dd  dated D7 August 2012 regarding
Corporate Governance Guidelines,

This shall have immediate effect

By order of the Bangladesh Securities and
Exchange Commission

PROF. DR, M. KHAIRUL HOSSAIN
C hairman,

CAE ST T (o), W, AR R TR, (e, TR A O |
ﬂﬁﬁaaﬂ-mﬂﬂﬁm E'Tﬂﬁ!-'rl'ﬁl'i mﬁmﬁﬁ:nwm
CEEeITa, WA W s | web site: www . bgprees.gov.bd
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(Amendment) Act, 2012
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Securities and Exchange Ordinance, 1969 (Ordinance No. XV1I of 196%)
% wfiwen AgeTEE 49 g

coreg frgaits Trwemgm s@9%mm Securities and Exchange Ordinance, 1969
(Ordinance No. XVII of 1969) 43 wfewws o= willtla o somes,
I, e FEwe R g

y | Afwe fEmE e 989 —(3) 4% =W Securities and Exchange
(Amendment) Act, 2012 s wfefEs giE

(2) B wfEwy e ol
21 Ordinance Mo. XVII of 1960 47 @ TS —Securitics and

.Em:hinge Ordinance, 1969 {(Ordinance Mo. XV11 of 1969), =553 B%F Ordinance
o Bfpfs, a3 s we st wgne e 58m
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= Ordinance No. XVII of 1969 &7 section 2 &% FEw= |—5%
Ordinance <93 section 2 99—

(3) clause (b) a7 == FEa= clause (b) #FEgi+m 230, 74—

“(b) “bank" means a banking company as defined m the Banking
Companics Act, 1991 {Act No. X1V of 1991),";

(2) clause (cc) 97 «fard Fgwet clause (co) dfyre g2, 7o s—

o) *Commission™ means the Securities and Exchange Commission
constityted under the Securities and Exchange Commission Act,
1993 (Act Mo. |5 of 1993)":

{9} clause {cc) 47 @ Fgm™ clauses (coc) @ (coco) AiEmEPe z3m,
o —

*{eec) “Commodity Futures Contract™ mesns an agreement to
purchase or sell a particular commodity for delivery or
seftlement in the fulure at a price o be determined by a
contract that chligates each party 1o fulfill the contract at the
specified price and that may be settled by delivery, cash or
offset at the Commodity Exchange duly registered with the
Commission and in relation to Commodity Futures the

expression “commodity” includes,—

(i) amgricultural, livestock, fishery, forestry, mining or
energy goods, and any product that is manufactured or
processed from any such goods; and

(i} any other matter as may be notified by the Commission
in the official gazeme;

(coec) “derivative™ includes—

(i} @& secutiry derived from a debl instrument, share, loan,
whether secured or unsecured, risk instrument or
contract for differences or any other form of security;

(it} & contract which derives its value from the prices, or
index of prices, of underlving securities;”;

(8) clause (¢} R sub-clause (jii) @ FITR BRFAS “Jobber” =3
wfard “Jobber or dealer” wwaf® gfegiee i,

(#) clause (h) @ BRI “Jobber™ =wfBa #2 “or dealer” =wef wfrfirs
L L1 H

09
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(&) clause (1) &7 sub-clause (iii} @ AT “investment contract”
wafra #7 oFe TE A g®m wEEE “derivative, commodity

futures contract, options contract, exchange-traded fund™ =¥,
FamfE @ v Al 15

81 Ordinance No. XVII of 1969 <% gection 1A o9 WS —5%
Ordinance &9 section 2A 49—
(®) sub-section (1) € ERfeE “No company” =@efEa «fwrd “No
issuer, or ne :umpmny"‘fﬂ'ﬂﬁT‘ﬂ =t sfegifre g, g
{¥) sub-section (2) @ BT “No company” =ws@a f=d “No
issuer, or no company™ e @ N afegie Em

i | Ordinance No. XVII of 1969 4% scction § oF NS —5% Ordinance
I section B ulffe—

(F) sub-section (2) 97 €@fy= g “fare owwm efegie 8w
aay wweern et e sfirafere w8, aer—

“Provided that business of security which is de-listed or not listed
may be transacted in such manner as the Commission may direct.”;

(¥} sub-section (3) <€ EfEREE “dealer” *wiha “fE=rd “Jobber or dealer™
e efegfyre 3m; o "

(M) sub-section (4) @ BERrs “jobber” =mfba «fEwrd “Jobber or
dealer” *=sf afegfs 23m |

@ Ordinance No. XVII of 1969 4% section 9 <9 W —5%
Ordinance @@ section 9 43 sub-section () 43 8w =%m SR “fourteen™
wfan AfFCE “thity™ o 4% M WEA BRI “foureen™ =wivw ofErd
“fiftcen”™ = afEgiie g8m

91 Ordinance No. XVII of 1969 4 ¥F® section 194 @ 198 @

ML +—BF Ordinance €9 section 19 <9 =12 Fyse 980 999 sections T4
|94 & 198 merfere e8ra, ue

“19A. Maintenance of secrecy by the Commission, etc.—The existing
and former Chairman, Member and employves of the Commission shall not
disclose or communicate to amy person nol legally entitled thereto any
information which has been entrusted to him or which he has obtained or to
which he had access in the course of the performance of any functions under this
Ordinance.” |

sob
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“198. Penalty for disclosure of information.—(1) The disclosure of any
information in contravention of section 19 or 19A for the purpose of making
profit through insider trading shall be an offence.

{2} Whoever comfravence sub-section (1) shall be punishable with
imprisonment for a term which may extend to five years, or with fine not less
than taka five lakh, or with both™

¥ | Ordinance No. XVII of 1969 4% section 20A &% 7 L%
Ordinance &7 section 204 @ TERE “Where” *mila #ff@ard "Notwithstanding
anything contained in any other law for the time being in force, where” *mwafé ¢
=il ufegive gim

| Ordinance No. XVII of 1969 &% section 21 49 MME —==
Ordinance 9% section 2] 9%—

i(®} sub-section (1) =% clause (b) ¢ BRM= “Who is directly or
indirectly the beneficial owner of not less than ten per cent of a
listed security” *%af® fage ¥8e;

(9} sub-section (2) @7 #fRrrd S sub-section (2) & (2a) Afewmfre
e, 1 —

“{2) where an enguiry under sub-section (1) has been undertaken,
every member, director, manager or other officers of the Stock
Exchange or the issuer to which or to whose member, director,
auditor or officer of the enquiry relates, an insurance company as
defined in the Insurance Act, 2010, a bank, a financial institution as
defined in the Financial Institutions Act, 1993, and every other
person considered by the person conducting the enguiry to be
capable of providing information which is, or may be relevant o
that enquiry, shall fumish such information as the person
conducting the enguiry may require.

{2a) Notwithstanding anything contained in any other law for the
time being in force in conducting enguiry under sub-section (1), the
Commission, Keeping the Bangladesh Bank informed, may seck
information regarding bank account from any bank, or any financial
institution or organization, as the case may be, so far as it relates to
the transaction of security.” |

Z':Z"l.’:_ iz, )
Hi ﬁﬂ farere A=fEdt 2008 Yol
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3o 1| Ordinance No. XVII of 1969 & WER section 22A &R TN |—55
Ordinance 97 section 22 &% #7 S T84 section 224 MOUes L, o —

“27A. Restriction in respect of Mling of suit—MNotwithstanding anvthing
contained in any other law for the time being in force, no legal proceeding before
any Court can be brought challenging an order of penalty imposed by the
Commission unless an amount of 15% [fifteen percent) of such penalty is
deposited in the Commission.”™ |

33 | Ordinance No, XVII of 1969 4 % section 158 7 AW |—&%
Ordinance &3 section 25A 4% 17 fay 799 section 258 Aufes i@, v —

“258. Power to establish Special Tribunal—{1) For the purpose of this
Ordinance, the Government may, by notification in the ofTicial gazette, establish

one or more Special Tribunal.

(2) A Special Tribunal shall consist of a Sessions Judge or Additional
Sessions Judge, who shall be appointed by the Government and shall have all the
powers conferred by the Code of Criminal Procedure, 1898 (Act No. V of 1898),
on a Court of Sessions exercising original jurisdiction.

(1) The Court of Sessions may, of its own, or upon an application made by
the Commission, transfer at any stage of the trial, any case from his Court to
another Special Tribunal.

(4) The Special Tribunal shall try the case from such stage wherefrom the
case was 5o transferred.” o

33 | Ordinance No. XVII of 1969 4 W9 section 32A 47 Heaes |—&s
Ordinanee 4% section 32 47 *R Frrs™ 9% section 32A Foufee g3m, 09—

“32A. Regulation of business of Commodity Futures Contract, ete.—
The business of Commodity Futures Contract or Options Contract, in the
Commodity Exchange, shall be regulated in such manner and on payment of such
fees and charges as may be prescribed.

330
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Explanation : For the purpose of this section, “Commodity Exchange”
means a company that provides or, proposes to provide, the physical facilities
necessary for trading in Commaodity Futures Contract or Options Contract.™ |

s 1 Ordinance No, XVII of 1969 4% section 34 & e —5s
Ordinance <@ section 34 €% sub-section (2) 7 clause (xviii) 4 SRNT “job
i “fEard “jobber or dealer” *waff afegi+s aim
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DHAKA STOCK EXCHANGE LIMITED
Notification
Dated: October 03, 2013

In accordance with the provision of section T(gha) of the FsTER
fREywmEers =89, o (Exchanges Demutualization Aet, 2013),
Dhaka Stock Exchange Limited hereby publishes the following
Demutualization Scheme of Dhaka Swck Exchange Limited approved by
the Bangladesh Securities and Exchange Commission in exercise of the
power conferred by section 6 of the wwEDe SfaEgrreEress wid«, 2ove

{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
TO THE ATTACHED
DEMUTUALIZATION SCHEME OF
DHAKA STOCK EXCHANGE
LIMITED UNDER SECTION & OF THE
aarred EREFIEEE =ER, 300
(EXCHAMNGES DEMUTUALIZATION
ACT, 20133, IT MUST BE DISTINCTLY
UNDERSTOOD THAT N  GIVING
APPROVAL THE COMMISSION DOES
NOT TAKE ANY RESPONSIBILITY
FOR THE FINANCIAL SOUNDMESS
OF THE DHAKA STOCK EXCHANGE
LIMITED. 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
T THE SCHEME. SLUCH
RESPONSIBILITY LIES WITH THE
DHAKA STOCK EXCHANGE LIMITED,
ITS DIRECTORS, CHIEF EXECUTIVE
OFFICER/CHIEF FINANCIAL OFFICERS,
VALUER AND/OR AUDITORS.

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 Lid. or any other
persom 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 board of Dhaka Siock
Exchange [1d. after demutualization
may review the conditions ol its
lenancy  agreement
current rent structure.

including

On behalf of the Board of Directors

President
Dhaka Stock Exchange Lid.
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1. Introduction

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 [“OTC") 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
estahlished in 1993 in pursuance of the Bangladesh Securities and
Exchange Commission Act, 1993, as the capital markels 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 Aoor to Dhaka. DSE started automated
screen based trading in 1998,
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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 [DSE)

Marker-
Average Turmover  Average Market-

Vemr  MarkelFH BDT million Cap EDT million c";ﬂ“ﬂ“"
2004 18.40 15949.60 141,702.83 i 05%
2005 1385 25141 21881518 5.5004
2006 14.51 28543 245,810,95 G aR0g
2007 2358 1.362.31 S06,600 %94 13.604
2008 1842 281842 g99.870.95 16.97%
2009 25,65 G,046,32 1.247.062.35 27.41%
2010 29.16 1643407 £, 746, 7 4L 80 +4 035
2011 13.68 6,042,108 2,799,631,94 28.60%
2012 12.07 4 206,24 2.461,73993 2627%
2013* 10,79 2.406,34 247512664 24.18%

* up to 31 march 2013

1.4. Background of Demutualization - Dhaka Stock Exchange Ltd:

Historically, most 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 shareholder-
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 <#stas
%A, 300 (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
infarmation to BSEC within 90 days from the date of effect of the Act.

b1 4
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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 rights 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,

2o
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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 wasoes FREpmmerives =%4, 1oxe
{Exchanges Demutualization Act, 2013] a re-valuation of the
Assets and Liabilities of Dhaka Stock Exchange as at 315 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 hased 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.

Z':Z"l.’:_ iz, )
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1.1.3 Valuation of DSE:
. Asset-Liability Valuation of DSE

To fulfill the reguirement of Section 5{chha) of the =%Fres
fEfesgrmwiremin w159, 3039 (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

Particulars as on Pre- Revaluation Post-
| March 31, 2013 [BDT) Revaluation Amount Revaluation
| Met Asset Value 111735164825 O, 864,24 El.lT-'-S_ 18,037,765,000

Table 3: Valuation Results and Interpretation - Net Assets Method

(done by KPMG Rahman Rahman Huq)

Assets and Liabilities Book Value AE"';’;“E Bﬂ“";““""’v o
As at 31 March 2013 BDT 000 st ol il
BT 0din BDT "0
Property, plant and
equipment | 53,892 4,133,578 4287470
Intangihle assets 2467 26,793 29260
Binlogical asset %] < Z
Capital work-in-progress 1,245,923 2,287,850 1,533.713
Investment in COBI 184,300 432,431 81 5.72
Toial Nos-curreest ﬁﬂc_l:s 1,786,646 6,880,610 B.667,256

»otr
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Accounts receivables 16,306 =144 24 B6S
Interest receivables 406,762 2916 409678
Advance, deposit &
prepayments 61,659 =4, T 56,950
Home boan for olficial T3.17H - Ti178
Car toan for official 8.230 . 8,230
Sundry advance 13,921 -0 15,841
Cash & cash eguivalents 228,033 1,299 ¥99.332
Short-term investments B1106TH =12 R LRE
Total Current Assets 10,609, T6S -12,018 10,597,747
Total assets 12306411 SR, 501 19,265,003
Liabilities for expenses 40,334 229 40,563
Lizbilities for other finance 222,144 506 822,650
Current portion of term loan 7,300 - 7,300
Total Current Liabilities R69.7TH T35 70513
Nt Current Assels 2730987 -12,753 9.727,234
Todnl Assels less Carrent
Liabilities 11,526,633 6,867,857 18,394,490
Mon-curment porhon of term
kean 7,300 - 7,300
Liability for gratuity 83,311 3,600 56,920
Linhilities for long term finance 262,505 - 262,505
Total Mon-current Liabilitics 253,116 3,640 35‘{-‘15
Mt Asseis 11,173,517 864,248 18,037,765

3.1.4 Calculation 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
gach 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 Linit March 31, 2013

Paid-up Capital after Re-valuation BT 18,037,765 D00
Face Value per Share BEDT 1
Todal Share M, 1,803,776,500
Initial Shareholders Mo, 250
Shares Allotted to Each Sharchalder No. 7,215 106
Equity per Shareholder BDT 72,151,060
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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 above, 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 B(ka) of the ammoer FERESFryE s =E,
3obe (Exchanges Demutualization Act, 2013);

b) Allot 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;

“Bo
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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 awwren GEymeEors =@, o3

(Exchanges Demutualization Act, 2013);

d] Issue a certificate to each of the initial shareholder

mentioning its number of shares held in the blocked
account;

e) Issue a trading right entitlement certificate to each
initial shareholder entitled thereto,

i The DSE shall stand demutualized as per Section 10 of
the aapstes fefabpmmrire«w w¥a, 2s%e (Exchanges
Demutualization Act, 2013), at the date of holding of the
general meeting in accordance with Section 8 [(ka) of
the awmes fEEipweEme =@, 0% (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, GGovernance 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,

2B
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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
Assoclation 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, 1994,

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:

i. 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 Board, 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;

{8 Ror st 2038
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ii. 5 (five] Directors from amongst the Shareholders and Strategic
Investor(s] among which at least 1 [one) post will be reserved
for Strategic lnvestor(s), provided that 1 {one) post of Director
from the Strategic Investor(s) shall remain unfilled pending the
entrance of Strategic Investor(s);

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

C. Quorum:

The quorum 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;

¢) 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 appointed 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

AEw
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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;

iv. He is a loan defaulter as per CIB 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 time.

e} Inaddition 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 CEQO/MD of any subsidiary,
assoclated company, associated undertaking or
holding company of the Exchange within the
preceding 3(three) years of his proposed date of
appointment;

iii. 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 sharcholder or
director of a body that has such a relationship with
the Exchange;

{8 Ror st 2038
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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 awes fEEEpmemErE=F =iE9, 2oya (Exchanges
Demutualization Act, 2013), of any of the Directors,
TREC holders or shareholders of the Exchange or the
Exchange itself;

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

vil. 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;

viii. He acts as a Director of any other exchange;
ix. He is an employee 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.

‘1] 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 not less than 10 [ten] years professional
experience;

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

s8¢
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Professional designation like CFA, CA, CMA, C5, CPA
etc, including not less than 10 (ten]) years
professional experience;

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 sEwEre fEREFEEET =@,
Fobs (Exchanpes 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
ghall 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 matter to the Company Secretary. The relevant
Director 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 f the meeting.

2B
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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 BSEL.

¢, 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
investors, even it appears to be contlicting 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.

{8 Ror st 2038
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* The Directors shall unless otherwise required by law,
maintain confidentiality and shall not divulge /disclose
any information oblained 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 dutics in an
independent and objective manner and avold activities
that may Impair, or may appear to impair, their
independence or objectivity or official responsibilities.

*  The Directors shall put in place for an annual 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 te 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. Fairness 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;

iii. 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.

B
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b. Disclosure of Dealings in Securities by Directors of the
Exchange

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/corporate 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.

Mo 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:

{8 Ror st 2038

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;
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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
maovements of the listed securities.

e. Access to Information

= Directors shall mot have access to any undisclosed
price sensitive information, survelllance 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 finformation by any member of the Board
or 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.

4.4.3 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

sto
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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 Beard 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 efficlent 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
infarmation 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 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,
guideline or order issued by the board of directors of the
Exchange and alse by the Commission on any matter, the
policy, directive, guldeline 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.

1]
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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 to 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.

Ll
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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 DSE:

Nomination and Remuneration Committee;
Regulatory Affairs Committee;

Audit and Risk Management Committee;
Appeals Committee; and

Conflict Mitigation Committee.

cpAp TR

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
lollowing 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;

€. All members of the Audit and Risk Management Committee
should be “financially literate" and at least 1 (one) member
gh2!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 Committes
appointed by the Chairman shall remain present in the
Annual General Meeting (AGM).

{8 Ror st 2038
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Chairman of the RAC shall not be eligible for becoming
member of any other Committee.

MD of the Exchange shall be the ex-officic 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 (twa)
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.

blg 4
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m. 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 responsihilities.

. 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.

. 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.

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.

22b
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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.

¥. 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

i Nparts ety | R tion C ittee:

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
faciliies of the Directors for approval of the shareholders
through the board;

. provide recommendation of remuneration for the

Managing Director for approval of the shareholders
through the board;
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carry out the function of searching qualified persons for the
recruitment of the Managing Director;

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 RAC. Provided that CRO can anly 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
chall also be considered as removal;

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

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;

oversee proper implementation of all Human Resource
policies; and

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'.

22
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C. Audit and Risk Management Commitiee;

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;

¢. 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;

ll. Monitor choice of accounting policies and principles;

{il. 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;

viil. 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

¥i. Ensure that statutory statements are submitted to
the regulators in time.

hlig
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Reporting of the Audit and Risk Management Committee

a. Reporting to the Beard 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;

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

ifi. suspected  infringement of laws, including
securities related laws, rules and regulations;

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 vear, shall be
sighed 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 officersfemployees 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 Committee

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 Ffunctions

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:

iL

il

{8 Ror st 2038

the commercial interests of the Exchange to (ts
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 their
obligation under the Code of Conduct and Ethics;
recommending the course of action to be taken
against the disclosing Director in case any
concealment or omission of material information is
detected;

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

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.

sl
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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 penerally perceived that performing a dual role of a
commercial entity and a self regulating crganization 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 SRO model for DSE is Strong Exchange SRO
Maodel,

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 tetally 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 Commiltee
("RACT), which will be comprised of independent directors of
the board. The RAC will function as a "‘Chinese Wall® between
the repulatory functions 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

RAD;

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;
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train/educate employees of RAD in respect of conflict
management and alse develop the manual on conflict
management policy and circulate to all employees of RAD;
prepare an annual report of the RAD on the activities,
conclusions, 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;

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

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

5.2.2 Chief Regulatory Officer

.

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;

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;

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;

The CRD must not be a connected person with the MD/CED,
TREC holders and the strategic investor(s), or any financial
institution holding more than 5% of the shares of the DSE;

{8 Ror st 2038
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f. The CRO and hisfher 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 between 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;

f. 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 authnrize'an}r person 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 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 their
administrative requirements.
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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 holders;

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 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.
Maonitoring 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 continuwously
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 adequate
puidance 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
wehsite 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 resclution 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 D3E
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.

{8 Ror st 2038
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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 Securities and Exchange Commission Act,
1993 or any Rules made thereunder, shall have to obtmn
registration certificate in accordance with the requirements
of the said Act or Rules within 3 (three) years from the date
of demutualization. and commence its business within
0 (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.

(3) 4 [four) members under folio 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 sald 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 SRR
efutprumiEeem wi¥w, 20be (Exchanges Demutualization Act,
2013) and payment of fees as may he 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
both the transferor and transferee, in such form and
accompanied with such documents as may be prescribed by
the Exchange.
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(3]

(4)

(3)

(6]

(7]

(8)

Any company, who acguires 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
its business within 6 (six) months from the date of
registration.

All 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 elients 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.

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

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

Upon completion of 5 (five) years trom 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.

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

b. The Exchange shall scrutinize the application, documents and
eligibility requirements and upon satisfaction of fulfilment of
the reguirements 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 thereofl 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 Exchanges Demutualization
Act, the TREC shall be cancelled;

ii, itisa company limited by shares incorporated under the
Companies Act, 1994;

iii. 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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iv. 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;

v. 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;

vi. 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

vii. it has adequate policies, procedures, systems and controls
te 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, accountability,
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 il it or any
of its directors:

i. 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 fnal
discharge;

ii. has compounded with its creditors for less than full
discharge of debts;

iii. any of its directors has been convicted for any offence of
moral turpitude;

iv. 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

i
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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 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.

iil. 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) Repulations, 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.

ili. Cancellation of TREC: A TREC may be cancelled by the
Exchange on the fallowing 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 [Settlernent 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 Exchanpe;

{8 Ror st 2038
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(f) If the TREC Halder fails to commence broking
business within 6 (six) months of receipt of the
bhrokerage registration from BSEC:

Provided that no TREC shall be cancelled without giving
the TREC holder an oppartunity 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 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

Overviews 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;

¢. Conflict in sponsoring regulatory activities;

d. Conflict in administration;

e. Biasness in performing regulatory rale;

f. Conflict in remuneration of regulatory Staff;

{8 Ror st 2038
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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
coles shall constitute standards that are reasonably designed
to avoid conflict, promote integrity and to deter wrongdoeing,

c. Separation of SRO Function from Commercial Activities

DSE will follow a “Strang Exchange SRO Model” for separating
SRO function from commercial operations. Under this model,
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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 functons.

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 Auwdit 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
gple 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 also be monitored by
BSEC to ensure transparency and fairmess. 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.

29%
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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 deposit 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

(b)

e

(d]

(e)

(f)

are currently lying with the Exchange.

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 thereof S gross
cumulative turnover (buy + sale) of each TREC holder
immediately after closure of each quarter.

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

All benefits accrued against unclaimed shares shall be
transferred to the Investors’ Protection Fund of DSE
after 5 years of such accrual.

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

349
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h. Contribution to the Settlement Guarantee Fund:

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

(ii]) 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

DSE shall outline the rules and regulations for the
intermediaries to follow in order to manage the conflicts at
iniermediaries 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 strucfure, its product offering and markets of
operation. Conflict ay also arise between intermediaries and
different /various types of clients,

29
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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 lollowing 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
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. Total shares held by the TREC holders together 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 1ssued share capital of the Exchange at any time. A strategic
investor may, with the approval of the Commission, hold up to 25
(twenty five) percent of its total issued share capital: provided that,
the Commission, in the public interest, may permit any sirategic
investor to hold shares above this threshold.

¢. No person including his/herfits connected persons, other than
strategic investors, shall hold above 5 (five) percent of its issued

share capital.
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B1.2

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 8.1.2 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.

Off-loading of Shares held in Blocked Account
Shares held in the blocked account can be sold in a2 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 Commission.

* Price of shares of such off loading shall be determined under
the book-building method as described in the relevant
securities laws.

o
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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) (pa) 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 Suitability of Strategic Investor:

There shall be three major considerations in considering strategic
investors-

i. Strategic Fit:

* The first and the foremost consideration for strategic partnership
will be whether the Strategic Investor will be a right fit for D5E to
meet its long term objectives, A "Fit and Proper” test shall include
the following criteria:
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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
synergy.

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 efficient.

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

ii. Fimnancial 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 5Strategic Investors. The
value proposition therefore needs to be balanced against
strategic considerations.

iii. 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.

L2.2 Potential Strategic Investors:

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 backward linkages
with its businesses. The patential 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
fv. Banks and Financial Institutions.
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Some of the key benefits for each group are outlined below:

Strategic Investor Key benefits for DSE
Exchanges = New product introduction

= Migration of best practices
s Scaling up of operations

# Sharing of management knowledge
and experience

Technology Firms | « Technological advancement

Equity Investors * Professional approach towards
management

= Lessinterference in operations

= Migration of best practice, knowledge
and experience if they have
Investments in other exchanges

Banks and Fls e Helpful in reaching customers
s Professional approach
» Lessinterference 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 over.

9 BUSINESS PLAN OF DSE:!

9.1 FINANCIAL PERFORMANCE:

A five-year historical financial highlight of DSE has been provided
below:

{8 Ror st 2038
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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.

92.2 MISSION:

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

" 1
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* Contributing to country’s economic growth through creation of
wealth, facilitating access to capital and penetrating untapped
market.

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

9.2.3 OBJECTIVES:

Dhaka Stock Exchange shall endeavor to achieve the following
objectives 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.

» Artract more forelgn investments to attain a steady level of at
least 30% of the total market capitalization.

* Double the tetal 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:
= Enhance knowledge of general investors to ensure an aware
and educated investor base.

Governance:
= FEnsure effective separation of regulatory function from
commercial operation.
= Enhance corporate governance and ensure investors
protection.

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

o
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Human Resources Development:
= Ensure continuous learning for employees through effective
training,
*  Ensure optimum organizational structure.

9.3 BROAD STRATEGIES:

DSE will adopt the following key strategles to achieve the
pbjectives:
i) Listing of Companies with high Reputation;
ii} 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.
wiii) 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 sharehelding and trading right,
governance issues, discipline and restrictions and other activities,
which is to be adopted and followed during the demutualization
process and alge anter demutualization, All proposals made in this
document seek to uphold 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 Exchange during its 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

Professor Dr. Swapan Kumar Bala FCMA
Chief Executive Officer
Dhaka Stock Exchange Limited
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CHITTAGONG STOCK EXCHANGE LIMITED

NOTIFICATION
Dated: October 03, 2013

In accordance with the section 7(gha) of the @srre™ ERITFRFEEm =i,
2013 [Exchanges Demutualization Act, 2013), Chittagong Stock Exchange
Limited hercby publishes the following Demutualization Scheme of
Chittagong Stock Exchange Limited approved by the Bangladesh Securities
and Exchange Commission in exercise of the power conferred by section 6 of
the owmeay BREpAreEme=w =88, 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 5tock Exchange
Limited under section & of the
agrevey RS wiEe,
2013 (Exchanges Demutualization
Act, 2013). It must be distinctly
understood that in giving approval
the Commission does not take any
responsibility for the
soundness of the Chittagong Steck
Exchange Limited, value of any of its
assets, number of shares to be

financial

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, Chlef Executive
officer/Chief
valuer and for auditors.

Financial  officers,

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 persom
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 Lid. after demutualization
may review the conditions of its
tenancy including

current rent structure.

agreement

On behalf of the Board of Directors

President

Chittagong Stock Exchange Lid
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1. INTRODUCTION

The Board of Directors of Chittagong Stock Exchange has approved this Scheme
of Demutualization as required under the TEETE fEBErUPTETF =%, dob8
{ Exchanges Demutualization Act, 2013).

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 1o the needs of its many stakeholders, including participating
organizations, listed companies, and institutional and retail investors. Scparating
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 to position the Exchange as a
vibrant and efficient marketplace for the investors of the country.

[t is with the above recognition that the under mentioned Scheme of Amangement
has been prepared by the CSE which adequately focuses on improvement in all
areas of funetioning of the institution. The Board believes that the
demutualization of our domestic exchanges would be the critical first step to
position our domestic capital markel 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 scparating the ownership interest of the
members of an Exchange from the trading rights, however broadly the process
alse enables the Eschange to position itself as a strong business entity following
the transition to a for profit entity. 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 besi regulatory frameworks for enhancing
fairness of the market:

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

B 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 ootreach through a regulated and efficient
network;

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

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

SEY
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3. DEMUTUALIZATION OF CHITTAGONG STOCK EXCHANGE LTD.
The Demutualization process of CSE has been planned in the following manner:

a)

i,

Changes in the Memorandum and Articles of Association
Memorandum of Association (MoA)

CSE will adopt a new Memorandum of Association in line with the
demurualization objectives of the Exchange to convert itself from a
company limited by guarantee to a company limited by shares and
from not-for-profit w a for-profit structure, The Memorandum of
Association provides Tor the following:

e To continue functioning as o securities exchange after
demutualization of the Exchange and perform all other ancillary
acl=;

* To be able to distribute any excess eamings of the Exchange by
way of dividend;

* To establish any scparatc entity for undertaking new lines of
business such as  the clearing and settlement corporation,
commodity exchange business and technology sales eic;

#  To become a multi-product exchange provide rading in new
asset classes such as commodities, currencies, debt, denvatives,
SMEs etc.;

» To enable CSE for any possible imegration with another
Exchange in the future;

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

s Toprovide for indemnification of Directors, officer and emplovees.

Articles of Association (AoA)

The AoA set out the parameters For the improved management and
governance structure of CSE. The revised AOA provide for a modus
operandi  for the appointments on the Board of the CSE post
demutualization. In order to address the issues reloting 1o 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 af par with international jurisdictions, whilst
keeping in view the local needs and requirements,
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b) Changes in Authorized and Paid up Capital:
AUTHORIZED SHARE CAPITAL:

1,000,000, 000 shares of Tk. 1} cach Th.; 10,000,004,000
PAID-UP SHARE CAPITAL:

634,524,840 shares of Th 10 each Tha 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%)
253,809,936 shares of Tk. 10 each The.: 2,538,099.360
SHARES TO BE KEPT IN BLOCKED ACCOUNT 'I.:H'FTH CDBL (60%)
380,714,904 shaves of Tk 10 each Th.; 3,507,149,040

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

. Valuation methodology and approach: As required by the A3mTES
SErigmeite= o18s, 2o3a (Exchanges Demutualization Act, 2013) and
Terms of Reference (ToR) provided by CSE M5 HodaVasi Chowdhury
& Co, Chartered Accountants was appointed for the exercise of the
revaluation of Assets and Linbilities of the Exchange,. The following
methods of valuation have been considered 1o find out the fair value of CSE.

Discounted Cash Flow [DCF)

Enterprise Value Method

Present value of Future Eamings Method
Multiple Valuations Method

The above methods are most commonty 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 cur calculation,

i, Discounted cash fMlow {(DCF): We have adopted the Discounted
Cash Flow (DCF) method as fArst method for valuation of CSE. The
DCF method 15 based upon an explicit forecast of the likely free cash
flows to be gencrated by the CSE over a defined projection period.
The returns are cstimated as a stream of cash flows expected to he

Y. )



ik

T oowl, s, Wit 1, 2040

received by CSE in the future. The risk s 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 10 the forecasted cash flow for the year
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 flow: For the purpose of valuation under
DCF method, we have computed free cash flow of CSE for the projected
1.75 years period through following ways:

FCF = Net income available to common shareholders

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

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

Addfdess: Changes in working capital

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

Digconnt raie element Risk value | Justification
Risk free rate of retum (R} T 02% Average of 10 yeizs BOTH for last 14 years

Beta ()

1.0¢) Diirectly linked with index refum

Expectod returm on the market (Em) | 15.000%

' Equiey risk premium (BRpr= § | 5.001% An equity sk premwm (RmeRD of

| (R RA) approximately 5.01% is regarded = sppropriate
by i in the current Bangladedh inwestment
climate

| IMseount rate 15.03% Sum of the rigk free return and equily risk
premium

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

{8 Ror st 2038
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company, we have assumed that the company will grow at a rate of 2
percent higher than the GDP growth rate for perpetuity. Thus, the
terminal value growth rate would stand at 8.11 percent. The given table
summarizes the calculation of GDP growth rate,

Year GDP growth rate (%)
2003 5.26
2004 627
2005 5.96
20046 6.63
2007 6,43
2008 619
2009- 5.74
20140 5.83
2011 6.70
2012 6.30
Average GDP | 6.11
| growth rate

Enterprise value method: We have adopled the Enterprise Value
{EV) 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 10 acquire an entity. Enterprise value represents a company's
economic value-the minimum someone would have to pay to buy the
entity cutright. Though it is known that market 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 capitalization,
incorporating debt. Enterprise value can be computed by following
formula:

Enterprise value = Market capitalization (Current share price x

total number of shares outstanding)
Plus: Debt (long-term debt + short-term debt)
Lexs: Cash and cash equivalents
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iii.  Present value of future earnings method: The present value of
future earnings method iz based vpon on explicit forecast of the
likely net profit to be generated by the CSE over a defined forecast
period. The returns are estimated as a stream of net profit expected o
be received by CSE in the future. The risk is then quantified by
means of the capitalization or discount rate. The terminal value is
then calculated applying on appropriste  growth  rmte  and
capitalization rate to the forecasted cash flows for the wear
immediately following the end of the projected eamings horizon. In
undertaking the valuation of CSE under present value of future
camings method, we have also applied the same growth rate and
discount rate as we considered in Dizcounted Cash Flow method.

v, Multiple valuations method:

o Prce-Earnings (P/E} multiple: The price-carnings rstio (FVE)
is the best known of the investment valuation indicators. The P/E
ratio has its imperfections, but it is nevertheless the most widely
reported and used valustion by investment professionals and the
investors. For Price-Eamings (F/E) multiple valuations, we have
considered 10 stock exchanges which were demutualized and
subsequently  listed in stock txr,:hang:.-‘.. Since there 15 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 stock,

o Price-Book value (P/By multiple: Price 1o book value 5 a
useful measure where tangible assets are the source of value
generation, Because of its close linkage to return on equily {price
to book 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 exchanges.

I.  Revaluation of Assers and Liabilities to Determine CSE's Equity Capital

As per the requirement of the ameme feftpepmiter= ==, 2208
(Exchanges Demutualization Act, 2013) (the Act), M/S HoedaVasi
Chowdhury & Co, Chantered Accountants was appointed for the
gxercise of the revaluation of Assets and Liabilities of the Exchange.
Accordingly, the firm has valued the Exchange at the following
cumulative value, which will serve as the basis for paid up capitel of
CSE.

T
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Net asset Value of CSE (in BDT)
Particulars as of  Pre-Valuation Re- valuation Puost-
31"Mar 2013 Amount Amount Revaluation
Amount
Net assels 4,771,673,190 1,573,575210 6345248400

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

Particulars Motes Walue as per Surplus Revakied
audited Jideficieny) armaunt
statement as
at 31.03.2013

Tk, Tk, T
Nan- current Assets
Properties, Plant and 41,42, 181,574,157 1,352.013,568
Equigirnent A3Ed44d 1,643 587 715
Autarmation 350 05E 535 - 353,968,515
Irmvestment with COBRL 45 184 300,440 128,264,535 612,564,975
Advarce against Car 13,015,000 = 13,015,000
Scheme|Long term)|
A Total Mon-current 1,038 856,132 1,580,278,103 2619,136 235
assets
Current Alsety
&ccounts Aeceivakle 04 241,476 - G4.241 4Tk
Clearing
Accounts Becaivable - 130,602 1318 - 130,692,338
Othars
&dvances, deposits and A4k 0,030, 279 (B, 702, 893] 53,317,386
pre-payments
Imwestrnent in FORs 3,500,000.000 = 3,500,000,000
Cash and cash 203,010,721 - 203,010,721
Eguivalents
Miscellarenus 5675 5,675
fdjustments
B. Total Current assets 3.987.970.489

(6,702,893} 3981267596
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C. TOTAL ASSETS (A«B) 5,0 6,826,621
1573575210 66004503 831

Current liabilities

Accounts Payable- 176,214,564 : 176,274 hba
Claaring

Liabdlity for expenses 55,548, 735 - 55,544,735
Liaksility far athes 21,580,312 - 21,880,312
finance

Deferred revenue 1,051,820 - L%S1 820
B. Total Current 255,155 431 - 255,155,431
liabdlities ) - S

MOk Aoy 4, 771,673,190 1.573,575.210 6, 345.248 400

1. TPaid up and Authorized Capital of the Exchange

Paid up Capital of the Exchange  Awthorized Capital of the Exchange

BDT 6,345.248.400 BDT 10,000,000,000

1V, Caleulation of Allotment of Shares to Initial Shareholders

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

Particulars Uit Yalue
Paid up Capital (Revaluation Amount) BDT ﬁ..a-q-s.mq.-lm
Face Yalue per Share BDT ([IRIL]
“Tutal Shares : Mo 634,524,340
Mo of Initiul Sharehokders Mo 148
Shares to be Allotted to Each Il.uili_l'l Sharcholder Mo 428730

Total Face YValue of Shares per Initial Sharcholder BDT 42,873 MK}
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d) Imitial Shareholders and their Shares

i Within 30 (thirty) days of receiving approval of the scheme from
BSEC, CSE shall
a) Adopt special resolution in a general meeting reganding
approval of the scheme, amendments in the memorandum and
articles of association and list of directors of the first Board of
Directars of the demutualized exchange as per requirementis
of Section 8(ka) of the owsoe fERTEmEIERER 59, 2o0de
i Exchanges Demutualization Act, 201 3);

by Allot 42,87,330 shares to each of the existing members of
CSE, who will be the mitial shareholders of the Exchange
after demutualization, in dematerialized form, which shall not,
at any time or for any reason, be converted into rematerialized
foam;

¢) 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 SEEEE
fEfEprmamr =wEa, aove (Exchanges Demutualization Act,
2013% '

dy Issue a certificate to each of the initial sharcholder mentioning
its number of shares held in the blocked account,

¢) Issue a trading right entitlement certificate to each initial
shareholder entitled thereto,

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

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

b1 Bonus shares and right shares earmed against those shanes
shall be added to the shares held in biocked account and
shall be disposed off along with the blocked shares;

¢) Rights to maintain and off-loading of the shares preserved in
the blecked account shall vest upon the Board of Directors;

d) The board shall distnbute the sale procecds of the shares
preserved in the blocked account w each of the iniial
sharcholders pro-rata basis, upon realization of the sale
proceeds in part or full = *er a periodic interval as decided by
the baard.
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3.1 Demutualization Date

I Within seven days of the adoption of special resolution in &
meeting of the sharcholders regarding amendments of the
memorandum and articles of asseciation, CSE shall submit
the following documents o the Commission and the
Registrar;

a) Copy of the adopted memorandum and articles of
association;

b} Copy of the special resolution by which the amendments in
the memoranduom and articles of association have been
adopled;

c) Copy of the particulars of directors of s first board of
directors;

d} Copy of its return of allotment of shares;

e) Cenificate issued by its auditors cemifyving that all shares
have been allotted 1o the initial shareholders in
dematerialized form; and

M Cedificate from the depository that at least 60 (sixiy) pereent
of the shares allotied 1o the initgal shareholders have been
deposited in a blocked pecount.

il The Registrar, within 14 (fourteen) days of receipt of the
information as mentioned shove, if sabishied that the
requirements of the concerned rules-regulations have been
complied with, shall

i} [Issue a certificate of registration registering the adopied
memarandum and aricles ol association; and

b) lIssue a certificate of re-registration o CSE as evidence of
conversion of its status from a public company limited by
guarantee to a public company limited by shares,

. CSE shall stand demutvalized at the date of issuance of the
certificate of registration as mentioned above as per Secticn

10 of the amres feSgma e =89, 2038 (Exchanges

Demutualization Act, 2013,

o Y
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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 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 sharehalders in accordance with the provisions of
the Articles of Association.

Directors other than shareholder Directors are not reguired 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,
1994,

h. 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 and
Remuneration Committee” will propose at least 2 (bwao) 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 [fve) 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 [nvestor(s) shall remain unfilled pending the entrance of
Strategic Investor[s);

iii. Mamaging Director and CEQ as Ex-0fficio member of the Board with
voting rights.

C. Quorum:

The gquorum 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) 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 [ndependent Director shall be nominated for a term of 3 (three)
vears and may be renewed for another term by the Commission on
recommendation of the Exchange. Thereafter however, he/she shall
not be cligible 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 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 appointed as, or continue
o occupy the office of a Director if:—

L He 15 found lunatic or becomes of unsound mind or
incapable of efficient attention to business; ar

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

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

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

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 ko time.

2] 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 CEQ/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;

iti. He has, or had within the preceding 3 (three] vears of his
proposed date of appointment, a materlal 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 additdonal remuneration, excluding retirement
benefits from the Exchange apart from a director's fee or
hags 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 awesoes  TfEpEfTem =199, 2039 (Exchanges
Demutualization Act, 2013), of any of the Directors, TREC
holders or shareholders of the Exchange or the Exchange
itself;

vi. He has or had any relationship with any of the TREC
holders or Shareholders of the Exchange or Mrectors therecf,

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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ix. He is an empiovee of any shareholder of any exchange;
%. He is an employee of any regulatory aorganization;
xi. He is a director or holds any office of a listed company.

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

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

ii.  Bachelor in business, economics, statistics, computer science,
mathematics, public administration or law including not
less than 15 {fifteen] years professional experience ;

ili.  Professional designation lke CFA, CA, CMA, C5, CPA e,
including not less than 10 (ten) years 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 subssquent activities
shall be as per the provisions of the wEe fEaEFEmeTER-
=159, aoye (Exchanges Demutwalization 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.

44,1 Code of Conduct

a. Meetings & 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
nate has not been satisfactorily recorded in the minutes of
a meeting of the Board, he may refer the matier to the
Company Secretary. The relevant Director may require the
nate to be appended to the minutes during confirmation of
the minutes.

o
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=  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 of the
meeting.

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 Directars 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, ie. the investors, even it
appears 1o be conflicting with the interest of the Exchange 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 fduciary 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
Commisslon and the Exchange from time to time as per their
rules, regulations and bye-laws,

hﬁ@ﬂ Farere srfEdt 2038
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The Directors shall unless otherwise required by law,
malntain 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 annual 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.  Fairness 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;
iii. 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
investars.

h. -UHI:IEII.II‘I! of Dealings in Securities by Directors of the Exchange

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
portfelio investment where such director has direct or
indirect interest to the Conflict Mitigation Committee.

209



AT CET, WE, W b, 3059 b 90n

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.

i, 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
persan/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 Exchanpe 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;
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.

e, Access to Information

Directars 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 aor board 1-eeting, as the case may be;
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* There shall he prescribed channels through which
infermation 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,

*  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 conlidence and shall not be divulged to any third
party and shall not be used in any manner except for the
performance of their duties.

4.4.3 Management of the Exchange

The overall management of CSE will be looked after by the Hoard 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 tham 3 (three) years, which may be renewed for another
term with prior approval of the Commission. The MD shall have the
autharity to perform all administrative functions of the Exchange,
give effect to the policies, directives, guidelines and orders issued
gither 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;

* gffective administration and efficient financial and pgeneral
management of the Exchange including management of its
human resource functions;
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*  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 eduration to investors, general
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.

= |n 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, puideline
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.

From the date of demutualization, all the employees of CSE 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 employees and their tenure of service, gratuity and
ather 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.

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 CSE:

Momination and Remuneration Committes;

Regulatory Affairs Committee;

Audit and Risk Management Committes;

Appeals Committee; and

Conflict Mitigation Committee,

a
b.
i

d.
&
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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 Committee [RAC) shall
be Independent Directors except the ex-officio member;

. All members of the Audit and Risk Management Committee -~
should be “financially Hterate™ and at least 1 [one) member shall
have accounting or related financial management experience.

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

e, Chairman of the RAC shall not be eligible for hecoming member
of any other Committee.

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

g. CROD 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 to discuss on
the report in its 2 (twao) 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 Committes members expires or
there is any circumstance causing any Committer 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 Directars 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.
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j. 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.

e 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 committes 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.

i, The secretarlal funcions of each committes constituted by the
Board shall be discharged by the Company Secrelary or by a
nominee of the Secretary unless otherwise stated in the
Regulations or decided by the Board.

@, The members of each committee shall serictly 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 peried 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 committes
or to replace any member of a committee from time to time as it
deem fit regardliess of the tenure of the respective committes or
its members.

g. Unless otherwise provided herein, the committees shall meet at
least once in every guarter of the fApancial 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 a member, summon a meeting of the members.
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5. 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 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
valtd 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.

4.5.3 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 efficlency 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.

L1

4.54 Role and Structure of Committees

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 fellows:

a. Scrutinize nomination papers that may be submitted by @
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;
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provide recommendation of remuneration for the Managing
Director for approval of the shareholders through the board;
carry out the function of searching qualified persons for the
recruitment of the Managing Director;

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 RAC. Provided that CRO can only be appointed and
removed upon recommendation by the RAC to the Board and
with fimal approval of the Commission, For this purpose, non-
renewal of the contract with CRO shall alsa be considered as
remaoval;

Recommend, review andfor make revisions of human resource
management policies, including compensation and appraisal
policies of CSE;

ensure that compensation policy is not biased in favour or
agalnst any particular position or positions;

recommend to the board the selection, evaluation, compensation
(including retirement benefits) of COO, CFO, CTO and Company
Secretary or any other posltion comparable with these roles;
oversee proper implementation of all Human Resource palicies;
and

submit written reports to the Board of CSE 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 repulatory 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',
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¢. Auditand Risk Management Committee:

Functions:
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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 internmal monitoring
system within the business;

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 financial
management of the exchange, perform benefit-cost analysis
and advice the board to make financial decisions;

Owversee the financial reporting process; !
Monitor choice of accounting policies and principles;
Monitor Internal Control and Risk management process;
Oversee hiring and performance of external auditors;
Heview along with the managernent, the annual financial
statements before submission to the board for approval;
Beview along with the management, the quarterly and half
vearly financial statements before submission to the board
for approval;

Review the adequacy of internal audit function;

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

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

m. Advise the management in adopting appropriate

.

accounting and investment policies; and
Ensure that statutory statements are submitted to the
regulators in tme.

Reporting of the Audit and Risk Management Committee

a. Reporting to the Board of Directors

i. The Audit and Rizsk Management Committee shall
repart on its activities to the Board of Directors.

L+l
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ii. The Audit and Risk Management Committes 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;

¢] 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 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 Committes:

Functions:

The Appeal Committee shall have the authority to decide on any appeal
against decisions to take disciplinary action against officers/employvess 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 finclusions as
the committee considers necessary to the Board and ensure that the
Exchange's disciplinary rules are appropriate to handle the disciplinary
(LTI

E. Conflict Mitigation Committee

The Conflict Mitigation Committee shi' =satisfy the Board of Directors
("Board™) that any percelved or actual conflict of interest between the

Lol
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Exchange's regulatory responsibilities and commercial interests is
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 commerclal interests of the Exchange to its
sharcholders, 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 boursse;

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

ifl.  recommending the course of action to be taken against
the disclosing Director in case any concealment or
omission of material information is detected;

iv. notifving 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 repart
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 carrying cut 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 SEO functions from its commercial
activities.
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5.2 Proposed Process & Model for CSE
. The suggested SRO 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 (ie.
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 Regulatory
Officer ("CRO"); the overall supervision of RAD will be vested with a
Regulatory Affairs Committee ["RACY), which will be comprised of
independent directors of the board. The BAC will function as a
‘Chinese Wall' between the regulatory functlons and commercial
activities of the exchange and will be responsible for developing and
measuring RADYs 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,

£ 1 Regulatory Affairs Commitiee

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
sharehalder 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 CSE shall not be a member of the RAC,
instead the CRO shall be the ex-officio member of the RAC without
voting right.

Functions:

a, develop an overall regulatory plan and roles and responsibilities
of each department of RAD,

h. ensure adequacy and effectiveness of the exchange's regulatory
plan and approve annual plans/targets for the RAD;

£, 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 [or improvements;

g. 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,

g conduct hearings of any appeal against the enforcement actions/
arbitration awards of RAD:

h. identify 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 manual on conflict
management policy and circulate to all employees of RAD;

j. prepare an annual report of the RAD on the activities,
conclusions, 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 Beard 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 sentor
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 ferms
of reference approved by the Board on the recommendations of
the RAC;

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

¢, 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;
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d. CRO can only be removed on the recommendations of RAC and
approval from the Commission. The affairs relating to
compensation, succession planning and remaval 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 CRD shall also be
considered as removal;

e, The CRO must not be a connected person with the MD/CEQ,
TREC holders and the strategic investor(s), or any financial
institution holding more than 5% of the shares of the C5E;

. 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
ather responsihility 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 (nvestigations, law enforcement, prosecution agencies
and courts of law and related matters. However, the CRD may
authorize any person from within the RAD or form legal
department for any of the aforesald purposes subject Lo
intimation to the RAL;

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 violations 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 their administrative requirements,

e
[
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5.2.3.1 TREC Holder Affairs

*  Set minimum admission standards and eligibility criteria for
TREC holders:

*  TFormulate rules and regulations relating to proprietary and
client level trading by the TREC holders:

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

* 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
recards 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;

*  Enzure 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 finltiate 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 continugus 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 operation;
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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 rading
in accordance with the securities laws and recommend finitiate
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 adequate puidance 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 ete, 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:

Nissemination 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

Ensure that all post-trade information/reports are made
available to investors by TREC helders 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;

o
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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
haolders, 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 authorjty to
issue Trading Right Entitlement Certificate (TREC), as per the «wHETes
fefiEprieiierR =&, 203s (Exchanges Demutualization Act, 2013) and as
putlined 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 i 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 shareholder who is issued with a trading right
entitlement  cerlificate, if nol already registered under the
Banesdesh Securities and Exchange Commission Act, 1993 or
any Hules 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 rurrently suspended
and/or undergoing adjedication 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)

(2)

(3)

(4)

(3)

(6)

(M

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 ssmas RR2gmrmiEtees oy, 100
(Exchanges Demutualization Act, 2013) and payment of fees as may
be determined with the Commission's approval from time to time.
Any TREC Holder desiring to transfer its TREC subject to
requirements of the awmwm GRIgTETEEEE  wEE, acve
(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.

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 1o
commence its business within 6 (s1x) months from the date of
registration.

All 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 CSE 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 complicd with.

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

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

Upan completion of 3 (five) vears from the date of demutualization,
TREC shall be issued to anm apphcant by the exchange upon
fulfilment of the qualifications and criteda prescribed in this scheme.
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(8) Any company, who acquires TREC as above, shall require to abtain
registration ceriificate under the Bangladesh Securities and Exchange
Commission Act, 1993 or any Rules made thereunder not later than
12 (mwelve) months of suwch acquisition, and shall require to
commence its business within & (six) months from the date of
registration.

{9) If any company or initial sharcholder fails to obtain registration
certificate or 1o 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 Regulations.

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

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 n the process of obtaining a registration
certificate as stock- dealer or stock broker under the
concerned Rules of Bangladesh Securities and Exchange
Commission. [n the event that a registration certificate s not
issued by the Commission within the timeframe stipulated in
the samoe= fEREFTeEmrm =@, 20¥s (Exchanges Demutualization
Act, 2013}, the TREC shall be cancelled;

ii, 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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ifi. it have adequate professional management Including
compliance officer, human resouree, information technology
infrastructure and financial capability as may be determined
by the Exchange from time to time;

iv. 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;

v. 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 contrals 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 pood governance,
enhanced disclosures, investor protection, accountability, investor
service and infrastructure requirements with regard to applicants as
it may deem necessary from time to time.

g, Mo applicant shall be issued a TREC of the Exchange if it or any of its
directors:

L. 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;

il. has compounded with its creditors for less than full discharge of
debts;

iii. any of its directors has been convicted for any offence of moral
turpitude; '

iv. 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

v, incurs such disqualificadon under the provisions of any
Securities law or Rules or Repulations 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:

[ssuance 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.

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.

Cancellation of TREC: A TREC may be cancelled by the

Exchange on the following grounds:

{a) If a TREC holder Is found to be invelved 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 viclation 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 na 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,
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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

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

a. Conflict between dual roles of business and self regulation:
b. Selflisting:

c. Conflict in sponsoring regulatory activities:

d. Conflict in administration:

e. 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 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 CSE
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 Aduclary duties, the independent directors will
be responsible for providing managerial oversight, work for the
protection of minerity 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 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 wrongdoing.

c. Separation of SRO Function from Commenrcial Activities

CSE will follow a "Strong Exchange 5SRO Model” for separating SRO
function from commercial operations. Under this model, CS5E'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

C5E 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.

H*iﬁﬂ Farere srfEdt 2038 a3
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e, Transferring regulatory functions during self-listing

When CSE 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. B3EC
shall be administering the listing rules, Subsequently, the trading of
C3E will also be monitored by BSEC to ensure transparency and
fairness. This will ensure avoidance of any potential conflict that may
arlse from listing in the own exchange.

.  Reinforcing Investors' Interest Mandate

The swsoes femEpmeEmes =@, aode (Exchanpes Demutualization
Act, 2013) clearly makes it binding that CS5E must give priority to
public cum investors’ interest if any conflict arises. CSE 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 also keep a provision which shall provide CSE the
power to set-off the security deposit by any TREC If there remain any
unsettled dues owed by a TREC Holder to its customers.

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

(a) Contributions already made by CS5E 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 CSE during the immediately
preceding quarter, which shall be placed in the Fund
immediately after closure of each quarter.

(c] Quarterly contribution at the rate of 1 (one) taka for every
Taka 10 (ten) lac or part thereof of gross cumulative
turnover {buy + sale) of each TREC holder immediately after
closure of each quarter.

ha@ﬂ Frery smafirdt 2038 380
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(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 the Investors’ Protection Fund of CSE after 5
yvears of such acerual,

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

h. Contribution to the Settlement Guarantee Fund:
(1) The Fung shall comprise of contributions from the lollowing 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 Twenly Crore) [rom 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.

(i) 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 putline the rules and regulations for the intermediaries to
follow in order to manage the conflicts at intermediaries level, that
Conflict at intermediary level arises malnly 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 also arise between intermediaries and
different fvarious types of clients.
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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

sharehalders 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 CSE shall be subject to

the following conditions at all time:

All shares of the Exchange equivalent to the paid-up capital at the
date of demutualization shall be allotted to the initial sharcholders,
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,

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

permit any strategic investor to hold shares above this threshold,

Mo person including histher'its connected persons, other than strategic
investors, shall hold above 5 (five: percent of its issued share capiral.
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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 hlocked 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 1o maintain and transfer the shares preserved in the blocked
aecount shall vest upon the board of directors

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

C. Off-loading of Shares held in Blocked Account
Shares held in the blocked account can be sold in 2 manner:

= Not more than 25% of total issued shares shall be sold to any
Strategic [nvestor, 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 affer 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.

hﬁ@ﬂ Farere srfEdt 2038
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= The board shall distcibute all the sale proceeds of shares held in
blocked account te the Initlal 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, CSE shall ensure, as per the Section 12 (1) (Ga) of the ot
FefiZprmen3oert =24, 208 (Exchanges Demutualization Act, 2013), that any
person, except strategic investor(s), individually or collectively with
related persons cannot hold more than 5% of the total issued shares

E. Troansfer of Shares

Shares acquired by general public or institutional investor, as per the
AT Tefaspumitem =, 2o3o (Exchanges Demutualization Act, 2013),
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 «wmsen RR@pwer@ress =87, 2050 (Exchanges
Demutuslization 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.  Switability of Strategic Investor:

The foremost prionty for CSE following its demutualization shall be
o prepare a list of potential strategic investors from a list of global
securities markets, depository and clearing institutions and as well as
the ntermational investment banking  imstitutions.  While CS5E
management engages itself in the implementation of the 7 wear
business plan to create value for its investors, the Board of CSE
would embark wpon a global hunt for some ideal sirategic invesior
willing to become involved in managing 4 domesiic market in
Bangladesh.

308




bl A oo, wfefae, =it v, oe

C5E 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 Strategic Investor: Under this prority option, CSE plans 1o take
the following steps so that it can find the most suitable strategic pariner
.. Identification of Suitable Strategic Investors
i Arrange Meetings with Potential Strategic Investors
iii.  Holding Road shows/Investment Conferences in Far East, Asia Europe
and Morth America -
iv.  Considering Technology/Product Tie-ups with other Fargign Exchanges

ii.  Transfer of Shares by Strategic Investors
According to Section 15 of the s¥mee fEREpwmMEImeE o839, 203e

(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 o 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 ather activities which are to be adopted and followed during
the demutualization process and also after demutualization. All proposals
made in this document seek to uphold the overall spirit of demutualization
and the provisions of the 9amstes feSprmiorm =89, 2039 (Exchanses
Demutualization Act, 2013), Hence this “Demutualization Scheme®, shall act
as the basic gulding document for the Exchange during their journey
towards demutualization to become a model exchange,

ha@ﬂ Farre rfEdt 2038

L



ameeor cromG, wfEfre wriTE v, a0e b5y

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

SYED 5AJID HUSAIN
CHIEF EXECUTIVE OFFICER
CHITTAGONG STOCK EXCHANGE LIMITED.
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