National Clearing Company of Pakistan Limited

8th Floor, Karachi Stock Exchange Building, Stock Exchange Road. Karachi

NCCPL/CM/November-09/03
November 05, 2009

Margin Financing System

Dear Clearing Members

We are pleased to inform you that the Margin Financing (“MF”) System as proposed by the
Consultative Group on Capital Market has been approved by the Securities and Exchange Commission of
Pakistan. Since the said MF System has been proposed to be operated through the portal of National
Clearing Company of Pakistan Limited ("NCCPL”), we have initiated necessary system development and

regulatory amendments in NCCPL Regulations.

In this respect the implementation date of the said MF System will be communicated soon to all market
participants. However, in the mean time the detailed Concept Paper on the proposed system is attached
herewith for your review and basic understanding.

For any clarification, quires and information please feel free to contact us.

Regards,

sl
Badiuddin Akber
Head of Operations

Encl: Concept Paper of MF System

CC:

o Securities and Exchange Commission of Pakistan (SMD Islamabad / Karachi)
¢ Karachi Stock Exchange (Guarantee) Limited

* Lahore Stock Exchange (Guarantee) Limited

¢ [slamabad Stock Exchange (Guarantee) Limited

s Mutual Fund Association of Pakistan

e Pakistan Banking Association

¢ Central Depository Company of Pakistan Limited
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OBJECTIVES

Introduce a product to cater to the financing needs of the brokerage houses and their clients
Monitor and regulate the overall credit extended to and by the brokerage houses

Provide funding access to retail investors

Introduce a financing mechanism based on the principles of counterparty credit risk,
whereby the lending terms are defined by the respective parties involved.
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A. MARGIN FINANCING THROUGH BROKERS

Scope

This product will cover the following types of financing:

1. To use 3™ party funding to finance the Ready Market purchases, both proprietary and client
2. To use Broker's own funds to finance the Ready Market purchases of its clients

Working mechanisim
1. Following information is required to be provided to the NCCPL which will be entered by
NCCPL in the MF system and shall be updated at least on a monthly basis:
= All brokers will be required to provide the Credit lines provided to them by non broker
financiers and the same shall be confirmed by the financier. Notification will also be
required in case of any change.
= All broker financiers will be required to provide the details of financing to clients against
own funds

2. Exchange shall prescribe with the prior approval of Commission a list of eligible securities on
the basis of a pre-defined criteria. The list shall be reviewed on a six monthly basis. A 30
days notice shall be given in advance before making changes to the list.

3. The agreement between the financier and the brokerage house for the credit line will
address the following matters:
= List of securities acceptable for margin financing which shall not be changed unless

giving a notice of at least two weeks in advance.

« Financier Participation Ratio (FPR) for each security, which is acceptable to the financier
with minimum of 25% or Var whichever is higher (FPR represents the extent to which the
Ready Market purchase will be financed by the financier; remaining funds shall be
arranged by the financee)

= Mark-up rate shall be caped on KIBOR+8%

= Length of contract
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