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DHAKA STOCK EXCHANGE LIMITED
Notification
Dated: October 03,2013

In accordance with the provision of section 7(gha) of the «@HATEl&T
fefepenzre=a =g, 039 (Exchanges Demutualization Act, 2013),
Dhaka Stock Exchange Limited hereby publishes the following
Demutualization Scheme of Dhaka Stock Exchange Limited approved by
the Bangladesh Securities and Exchange Commission in exercise of the
power conferred by section 6 of the GHCHCET FCNCHATRTIZTETT WE, 2059

(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 6 OF THE
QICHCE TCRCHIIEIZTE™ =3, 050
(EXCHANGES DEMUTUALIZATION
ACT, 2013). IT MUST BE DISTINCTLY
UNDERSTOOD THAT IN GIVING
APPROVAL THE COMMISSION DOES
NOT TAKE ANY RESPONSIBILITY
FOR THE FINANCIAL SOUNDNESS
OF THE DHAKA STOCK EXCHANGE
LIMITED, VALUE OF ANY OF ITS
ASSETS, NUMBER OF SHARES TO BE
ISSUED, PRICE OF THE SHARE OR
FOR THE CORRECTNESS OF ANY OF

THE STATEMENTS MADE OR
OPINION EXPRESSED WITH REGARD
TO THE SCHEME. SUCH

RESPONSIBILITY LIES WITH THE
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
Ltd. No shareholder of Dhaka
Stock Exchange Ltd. or any other
person has any right in terms of
ownership, permanent possession
or otherwise except tenancy. Dhaka
Stock Exchange Ltd. has absolute
legal right to terminate or modify
the tenancy agreement whenever
they desire.

The new board of Dhaka Stock
Exchange Ltd. after demutualization
may review the conditions of its
tenancy

agreement  including

current rent structure.

On behalf of the Board of Directors

President
Dhaka Stock Exchange Ltd.
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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
established in 1993 in pursuance of the Bangladesh Securities and
Exchange Commission Act, 1993, as the capital markets regulator.

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

1.2. Dhaka Stock Exchange Ltd. (“DSE”):

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

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

Market-
Average Turnover Average Market-

LG Cle A BDT million Cap BDT million Ca%;(:igDP
2004 18.40 199.60 141,702.83 6.05%
2005 13.85 251.41 218,813.18 5.50%
2006 14.51 285.43 245,919.95 6.68%
2007 23.58 1,362.31 506,609.94 13.60%
2008 18.42 2,818.42 899,870.95 16.97%
2009 25.65 6,046.32 1,247,062.35 27.41%
2010 29.16 16,434.07 2,746,722.80 44.03%
2011 13.68 6,642.18 2,799,631.94 28.60%
2012 12.07 4,206.24 2,461,739.93 26.27%
2013* 10.79 2,406.34 2,475,126.64 24.18%

*up to 31 march 2013

1.4. Background of Demutualization - Dhaka Stock Exchange Ltd:

Historically, 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 a3ste
g, 2059 (Exchanges Demutualization Act, 2013) was
pubhshed in the Bangladesh Gazette on the same date and came into
effect immediately. According to the Act, the two stock exchanges in
Bangladesh are under an obligation to prepare and submit a
Demutualization Scheme along with all relevant documents and
information to BSEC within 90 days from the date of effect of the Act.
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In line with the requirements of the Act, DSE prepares and adopts this
Demutualization Scheme with approval of BSEC.

2. 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.
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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 atotes CRCRETRTEN W&, 050
(Exchanges Demutualization Act, 2013) a re-valuation of the
Assets and Liabilities of Dhaka Stock Exchange as at 31st March,
2013 was to be prepared by a firm of Chartered Accountants
approved by the Commission.

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

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

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

. Asset-Liability Valuation of DSE

To fulfill the requirement of Section 5(chha) of the «JTstE
fefreprarerare= =g, 039 (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
March 31, 2013 (BDT)

Pre-
Revaluation

Revaluation
Amount

Post-
Revaluation

Net Asset Value

11,173,516,825

6,864,248,175

18,037,765,000

Table 3: Valuation Results and Interpretation - Net Assets Method

(done by KPMG Rahman Rahman Huq)

c Valuation Restated

A LI | Dok Ve | simens | Bok Ve
Property, plant and

equipment 153,892 4,133,578 4,287,470
Intangible assets 2,467 26,793 29,260
Biological asset 64 -64 -
Capital work-in-progress 1,245,923 2,287,850 3,533,773
Investment in CDBL 384,300 432,453 816,753
Total Non-current Assets 1,786,646 6,880,610 8,667,256
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Accounts receivables 36,306 -11,441 24,865
Interest receivables 406,762 2,916 409,678
Advance, deposit &

prepayments 61,659 -4,700 56,959
Home loan for official 73,178 - 73,178
Car loan for official 9,230 - 9,230
Sundry advance 13,921 -80 13,841
Cash & cash equivalents 898,033 1,299 899,332
Short-term investments 9,110,676 -12 9,110,664
Total Current Assets 10,609,765 -12,018 10,597,747
Total assets 12,396,411 6,868,592 19,265,003
Liabilities for expenses 40,334 229 40,563
Liabilities for other finance 822,144 506 822,650
Current portion of term loan 7,300 - 7,300
Total Current Liabilities 869,778 735 870,513
Net Current Assets 9,739,987 -12,753 9,727,234
Total Assets less Current

Liabilities 11,526,633 6,867,857 18,394,490
Non-current portion of term

loan 7,300 - 7,300
Liability for gratuity 83,311 3,609 86,920
Liabilities for long term finance 262,505 - 262,505
Total Non-current Liabilities 353,116 3,609 356,725
Net Assets 11,173,517 6,864,248 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
each of the initial shareholders shall be 7,215,106 (seven million
two hundred and fifteen thousand one hundred and six) as

illustrated in the table below:

Table 4: Allotment of shares to initial shareholders

Particulars Unit March 31, 2013

Paid-up Capital after Re-valuation BDT 18,037,765,000
Face Value per Share BDT 10
Total Share No. 1,803,776,500
Initial Shareholders No. 250
Shares Allotted to Each Shareholder 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 8(ka) of the «Iote fefEprITRIeN W&,
2039 (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;
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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 9ICoce™ fERCHACTZCEHT T, 050
(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.

The DSE shall stand demutualized as per Section 10 of
the «wotesT fofepamEmare=w wWdS, 0o (Exchanges
Demutualization Act, 2013), at the date of holding of the
general meeting in accordance with Section 8 (ka) of
the «wotesT fofepamEmare=m wWidS, 20do (Exchanges
Demutualization Act, 2013) or the date of issuance of
the certificate of registration as mentioned in
sub-section (2) of section 9, whichever is the later.

4. Governance Structure:

4.1 Board of Directors

a. General Requirements:

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

Board of Directors of the demutualized exchange shall elect
Chairman from the Independent Directors.
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* The Nomination and Remuneration Committee shall
nominate the names of Independent Directors and
Managing Director in accordance with the fit and proper
criteria.

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

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

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

= Subject to the provisions of the Articles, all Directors other
than the Independent Directors and the MD shall be liable
to retire by rotation in accordance with the provisions of
the Companies Act, 1994.

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

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

Quorum :

The 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;

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

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

d) No person shall be eligible to be elected or 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
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iv.

Vi.

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

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

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

. He has entered into any business transaction with the

Exchange.

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

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

L.

il

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;

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

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 shareholder or
director of a body that has such a relationship with
the Exchange;
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iv.

Vi.

vii.

viii.
ix.
X.

Xi.

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

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

in the «wwstes fefNCpmeRrems =igw, 050 (Exchanges

Demutualization Act, 2013), of any of the Directors,
TREC holders or shareholders of the Exchange or the
Exchange itself;

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

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

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

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

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

L.

il

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

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

iv.

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

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

4.3First 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 QL& [GRCRRAETIETET*H =2,

2059 (Exchanges Demutualization Act, 2013).
4.4 Code of Conduct and Code of Ethics for the Board and its

Members

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

4.4.1 Code of Conduct

a. 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 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 of the meeting.
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b. Regulatory Compliances

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

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

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

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

c. General Responsibility

= The Directors shall ensure performing activities of the
Exchange to uphold the interest of public, ie. the
investors; and give priority to the interest of public, i.e. the
investors, even it appears to 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 fiduciary duties with
a sense of objective judgment and independence in the
best interests of the Exchange and investors.

= The Directors shall submit necessary disclosures/
statement of holdings/dealings in securities as
required by the Commission and the Exchange from
time to time as per their rules, regulations and
bye-laws.
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*= The Directors shall unless otherwise required by law,
maintain confidentiality and shall not divulge/disclose
any information obtained in discharging their duties.

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

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

= The Directors shall put in place for an 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 investors.
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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.

No director shall be involved in any business
transaction with the Exchange except transaction
related to the trading of securities;

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

d. Disclosures of Beneficial Interest

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

Any 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
movements of the listed securities.

e. Access to Information

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

= There shall be prescribed channels through which
information shall move subject always to audit trail
of the same. Any retrieval of confidential
documents/information by any member of the Board
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 Nomination and Remuneration
Committee, recommended by the Board and approved by the
Commission shall have a tenure of not more than 3 (three)
years, which may be renewed for another term with prior
approval of the Commission. The MD shall have the authority
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to perform all administrative functions of the Exchange, give
effect to the policies, directives, guidelines and orders issued
either by the Commission or by the Board from time to time, to
implement any provisions of laws, rules, regulations, Articles
and bye-laws and to take such other actions as may be
required for these purposes. He shall be a member of all Board
committees except the Regulatory Affairs Committee.

The MD shall be responsible for —

designing measures to protect the interest of investors and
shareholders;

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

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

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

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

adopting necessary measures to pre-empt conflict of
interest;

providing extensive financial education to investors,
general public, market intermediaries, listed companies
and 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 also by the Commission on any matter, the
policy, directive, guideline or order issued by the
Commission shall prevail and the Managing Director shall
be bound to carry out the policy, directive, guideline or
order issued by the Commission.
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From the date of demutualization, all the employees of DSE
shall still be the employees of DSE on the same terms and
conditions as existing immediately prior 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.
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Diagram 1: Proposed Organogram of DSE
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4.5 Committees

4.5.1 Committees to be formed

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

R S

Nomination and Remuneration Committee;
Regulatory Affairs Committee;

Audit and Risk Management Committee;
Appeals Committee; and

Conflict Mitigation Committee.

4.5.1.1 General Principles of Board Committees

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

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.

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
shall have accounting or related financial management
experience.

Chairman of the Audit and Risk Management Committee or
any member of the Audit and Risk Management Committee
appointed by the Chairman shall remain present in the
Annual General Meeting (AGM).
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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-officio member of all
Board Committees except the RAC and the Appeal
Committee with voting right.

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

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 (two)
consecutive meetings from the date of reporting by the
committee, the MD shall report such finding to the
Commission,

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

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

These committees shall have the authority to hire
independent external consultants to obtain expert opinions
in advisory capacity and incur necessary expenses subject
to prior approval of the Board;

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

n. 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.

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

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

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

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

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

t. In case of an equality of votes, the Chairman of the meeting
shall have a second or casting vote.
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4.5.2

4.5.3

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

v. The committees shall undertake any task assigned by the

Board from time to time.

Roles of Independent Directors

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

Role and Structure of Committees
Nomination and Remuneration Committee:
Functions:

The Committee shall discharge such functions as may be vested

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

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

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

b. provide recommendation of remuneration and other

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

c. provide recommendation of remuneration for the
Managing Director for approval of the shareholders
through the board;
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d. carry out the function of searching qualified persons for the
recruitment of the Managing Director;

e. short-list candidates for the appointment of the Managing
Director;

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

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

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

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

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

k. submit written reports 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’.
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C. Audit and Risk Management Committee:

Functions:

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

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

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

d. The Audit and Risk Management Commitee shall:

i. Oversee the financial reporting process;

ii. Monitor choice of accounting policies and principles;

iii. Monitor Internal Control and Risk management
process;

iv. Oversee hiring and performance of external
auditors;

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

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

vii. Review the adequacy of internal audit function;

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

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

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

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

a. Reporting to the Board of Directors

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

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

i. report on conflicts of interests;

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

iii. 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 year, shall be
signed by the Chairman of the Committee and
disclosed in the annual report of the Exchange.

D. Appeal Committee:

Functions:

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

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

The Appeal Committee shall also review the operations of the
“Disciplinary Procedures” on a continuous basis and propose
improvements/inclusions as the committee considers
necessary to the Board and ensure that the Exchange’s
disciplinary rules are appropriate to handle the disciplinary
issues.
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E. Conflict Mitigation 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 functions
include:

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

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

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

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

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

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

v. reviewing the regulatory implications and
reputational risks of strategic initiatives requiring
Board approval and are referred to the Committee,
and to thereafter report its views to the Board.
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5. Separation of Business from Self Regulation

5.1 Reasons for Separation

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

5.2 Proposed Process & Model for DSE

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

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

The segregation will be envisaged through setting up of a
Regulatory Affairs Division (“RAD”) that will be headed by a
Chief Regulatory Officer (“CRO”); the overall supervision of
RAD will be vested with a Regulatory Affairs Committee
(“RAC”), which will be comprised of independent directors of
the board. The RAC will function as a ‘Chinese Wall’ between
the regulatory 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:

d.

b.

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

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;

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 also 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

d.

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 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;

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

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

. CRO shall also liaise between the Exchange and BSEC on

regulatory affairs;

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

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

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 authorize any 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

. 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.
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5.2.3.1 TREC Holder Affairs

Set minimum admission standards and eligibility criteria
for TREC holders;

Formulate rules and regulations relating to 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.
Monitoring compliance of all the requirements for TREC
holders in accordance with the securities laws and
recommend/initiate enforcement actions in case of
non-compliance.

5.2.3.2 Listing/Company Affairs

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

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

Ensure compliance of listing regulations;

Take steps in case of non-compliance of listing regulations;
Ensure compliance of corporate finance requirements by
the listed companies;

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

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

5.2.3.3 Conduct Monitoring and Surveillance of the Market

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

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

Review and implement risk management standards;

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

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

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

5.2.3.4 Enforcement and Compliance

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

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

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

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

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

Dissemination of material disciplinary actions through
website for the information of general public. Maintain and
publication of a database of past enforcement actions in
accordance with the dissemination policy approved by the
Board; and
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* Ensure that all post-trade information/reports are made
available to investors by TREC holders in line with
prescribed rules/regulations.

5.2.3.5 Investors Complaints, Arbitration and Litigation

= Establish a dispute resolution mechanism;

= Handle and process investor complaints;

* Conduct preliminary enquiries, hearings and mediations;

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

= Initiate/defend legal proceedings in respect of enforcement
actions of Enforcement and Compliance Wing.

5.2.3.6 Other Functions

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

6. Trading Right

6.1 Trading Right Entitlement Certificate (“TREC”)

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

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

(1) An initial shareholder who is issued with a trading right

entitlement certificate, if not already registered under the
Bangladesh Securities and Exchange Commission Act,
1993 or any Rules made thereunder, shall have to obtain
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
6 (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 said memberships have been filed,
as they remain untraceable for more than 12 years.

6.3 Transfer and Issue of TREC

(1)

(2)

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 «3otER

fefrepraremgre= =2, 2059 (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 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)

(5)

(6)

(7)

(8)

Any company, who acquires the TREC as above, shall
require to obtain registration certificate under the
Bangladesh Securities and Exchange Commission Act, 1993
or any Rules made thereunder, not later than 12 (twelve)
months of such acquisition, and shall require to commence
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 clients and
no legal proceedings shall be pending. It is further provided
that the requirements of the relevant laws, rules and
regulations in respect of such transfer shall also have to be
complied with.

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 from the date of
demutualization, TREC shall be issued to an applicant by
the exchange upon fulfilment of the qualifications and
criteria prescribed in this scheme.

Any company, who acquires 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.
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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

d.

An entity shall apply to the Exchange for issuance of new TREC
in compliance with the requirements of the proposed Dhaka
Stock Exchange (Trading Right Entitlement and Trader
Certificate) Regulations, 2013.

The Exchange shall scrutinize the application, documents and
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 time to time.

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

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

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

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

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.

Vi.

vii.

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

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

it has adequate policies, procedures, systems and controls
to handle conflict management, monitoring of unethical
conduct and market abuse, resolve investor complaints,
prevent money laundering and combat terrorist financing
and ensure compliance with applicable laws:

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.

No applicant shall be issued a TREC of the Exchange if it or any
of its directors:

L.

il.

iil.

iv.

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

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

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

has been at any time expelled or declared a defaulter by
any exchange, or its TREC has been cancelled or it has been
debarred from trading in securities by any regulatory
authority including the BSEC or any court having

jurisdiction; and
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v. incurs such disqualification under the provisions of any
Securities law or Rules or Regulations or any other law for
the time being in force, so as to disentitle such persons
from seeking TREC of a stock exchange;

6.5 Power 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.

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

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

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

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

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

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

(e) If the TREC holder is found to have acted in violation
of these Regulations including change in the
shareholding structure resulting in change of control
without prior approval from the Exchange;
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(f) If the TREC Holder fails to commence broking
business within 6 (six) months of receipt of the
brokerage registration from BSEC:

Provided that no TREC shall be cancelled without giving
the TREC 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.

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:

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

Conflict in sponsoring regulatory activities;

Conflict in administration;

Biasness in performing regulatory role;

Conflict in remuneration of regulatory Staff;

me R0 TR
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7.2 Mitigation of Conflict of Interest and Preservation of
Investors’ Interest

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

a. Empowering Independent Directors in the Board

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

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

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

b. Code of Business and Code of Ethics

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

c. Separation of SRO Function from Commercial Activities

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

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

d. Independent Internal Audit Department

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

e. Transferring regulatory functions during self-listing

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

f. Reinforcing Investors Interest Mandate

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

(b)

(c)

(d)

(e)

(0

Contributions already made by DSE and others which
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 of 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.
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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;

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

(b) Regular contributions:

)] 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

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

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

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

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

» Through issuance of new shares to raise capital.

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

a. All shares of the Exchange equivalent to the paid-up capital at
the date of demutualization shall be allotted to the initial
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 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 issued share capital: provided that,
the Commission, in the public interest, may permit any strategic
investor to hold shares above this threshold.

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



A (TS, TS, JACERT b, 039 rLLs

8.1.1

8.1.2

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 a manner:

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

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

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

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

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

8.1.3 Limit in Shareholding

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

8.1.4 Transfer of Shares

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

8.2 Strategic Investor:

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

8.2.1 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 DSE 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.

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

ii. Financial Considerations:

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

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.

8.2.2 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 potential strategic investors can be from
the following broad categories:

i. Exchanges;
ii. Technology Firms;
iii. Institutional Equity Investors having long term capital
market experience; and
iv. Banks and Financial Institutions.
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Some of the key benefits for each group are outlined below:

Strategic Investor Key benefits for DSE

Exchanges e New product introduction
e Migration of best practices
e Scaling up of operations

e Sharing of management knowledge
and experience

Technology Firms e Technological advancement

Equity Investors ® Professional approach towards
management

e Less interference in operations

e Migration of best practice, knowledge
and experience if they have
investments in other exchanges

Banks and FIs e Helpful in reaching customers

e Professional approach

e Less interference in operations

8.2.3 Transfer of Shares by Strategic Investors

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

9 BUSINESS PLAN OF DSE:

9.1 FINANCIAL PERFORMANCE:

A five-year historical financial highlight of DSE has been provided
below:
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Table 4: Financial Highlights

Balance Sheet (BDT) 30-Jun-08 30-Jun-09 30-Jun-10 30-Jun-11 30-Jun-12

Non-Current Assets 272,974,391 380,096,288 438,089,130 707,037,742 1,136,902,723
Investments 1,382,636,254 1,884,135,637 3,332,420,033 4,806,360,404 5,216,817,704
Current Assets 1,322,974,635 3,638,746,191 7,530,699,723 2,032,533,613 1,711,981,106
Total Assets 2,978,585,280 5,902,978,116 11,301,208,886 7,545,931,759 8,065,701,533
Equity 1,628,189,028 2,286,256,524 3,786,185,350 5,543,238,129 6,486,975,135
Non-Current Liabilities 197,581,965 184,955,019 227,356,333 302,835,788 303,596,366
Current Liabilities 1,152,814,287 3,431,766,574 7,287,667,204 1,699,857,841 1,275,130,032
Total Liabilities 1,350,396,252 3,616,721,593 7,515,023,537 2,002,693,629 1,578,726,398

Income Statement

Total Revenue 424,144,876 669,265,804 1,537,553,995 1,746,018,332 785,028,733
Total Expenses 169,351,331 218,947,822 289,980,246 439,910,464 446,066,037
Operating Income 254,793,545 450,317,982 1,247,573,749 1,306,107,868 338,962,696
Interest Income 106,128,538 209,847,253 254,166,896 452,397,609 605,845,432
Net Income 358,448,194 658,067,498 1,499,928,825 1,757,052,776 943,737,008

Cash Flow Statement

Net cash provided by 313,051,051 451,386,465 1,282,515,521 1,448,219,735 471,603,204
Operating Activities

Net Cash used in (841,178,301) | (493,179,226) | (1.352,067,267) | (1,453,581,564) | (378,087,013)

Investing Activities

Net cash (used)/ provided| 620,071,582 (16,065,339) 45,517,946 31,605,466 (13,129,092)

by financing activities

Cash & cash equivalent 134,815,712 76,957,612 52,923,812 79,167,449 159,554,548
at the end of the year

9.2 VISION, MISSION & OBJECTIVES

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

9.2.1 VISION:

To be the leading exchange in the region and a key driver of
economic growth with state-of-art technology and world class
service to ensure highest level of confidence among stakeholders.

9.2.2 MISSION:

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

= Attract more foreign investments to attain a steady level of at
least 30% of the total market capitalization.

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

* Increase depth and liquidity of bond market, including
bringing in the Government Securities under trading net.

* Increase breadth by listing new products, i.e. Index futures,
ETF, Sukkuk and derivatives.

Knowledge Development:
= Enhance knowledge of general investors to ensure an aware
and educated investor base.

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

Technology:
= Deploy State-of-Art technology through continuous but
prudent and effective investment.
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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 strategies to achieve the
objectives:
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;

c) Human Resource Development.

viii) Establishing Strategic Alliance.

10. CONCLUSION

This scheme attempts to provide a detailed outline and
comprehensive proposal regarding, inter alia, board and management
structures, different aspects of shareholding and trading right,
governance issues, discipline and restrictions and other activities,
which is to be adopted and followed during the demutualization
process and also after 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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