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Executive summary

I was given a chance to work with management of Islamabad Stock Exchange by the Department of Administration Sciences of Quaid-i-Azam University, as it is compulsory to do internship in business organization and write a report about what have you learned in the organization that how they are managing their business organization and what are their weakness and how they can over come them. My internship remained with the management of Stock Exchange. I joined Islamabad Stock Exchange on July 4, 2005. During my internship I worked in following Departments,            

I worked in Department of Company Affairs of Islamabad Stock Exchange for one and half week. I also studied various regulations made by Stock Exchange and security and exchange commission of Pakistan to ensure that stock market remains transparent and money of investors is safe guarded. Analyzed that companies are working according to the rules and noted any deviations. I also worked on code of corporate governance and listing and delisting regulation of Islamabad Stock Exchange. I had a chance to analyze the reports of various listed companies and had exposure to various industries. I also had a chance to study listing of united bank limited.

1. I also spend few days in brokerage house to understand what investment opportunities they are giving to their clients and how the transactions are made what speculations are going in stock market and how these speculations and events can be analyzed to earn money in stock market by trading of shares. What precautions must be taken? 
2. I worked in the Department of investor’s relations which is responsible to look after complaints of investors and resolve various issues between brokers and investors. This Department is also responsible for guiding people how to invest in stock change and various functions. I also gave presentation to people in information session of Stock Exchange. Telling people trends in market and where to invest.

3. I worked two weeks in Department of finance where I had chance to analyze past financial statements of Islamabad Stock Exchange .there I learned how various records are kept they included entry to ledger and bank reconciliations. I also learned the sources of revenue and its expenses. as the current building of ISE is not able to meet requirements so it constructing  two towers of 24 stories so I had chance to work on the feasibility of that project .this was confidential information not to be published.
4. I also worked on the clearing house. The functions of clearing were assessed and work for different activities performed.
5. I worked in the Department of company affairs and learned how system audit is done. Learned about exposure fees and studied how brokers are fined and chosen for audit. I studied audit report of lasani securities

Introduction

Purpose and contents of report

The internship report comprises a brief study on Islamabad Stock Exchange (ISE) during two months internship. The report is distributed in many parts according to nature and requirement of organization and according to the instructions of supervisor of report. It depicts various things which I have learned about the organization the techniques which they are using to regulate corporate sector and maximize their revenues 

The purpose of study is to develop skills through learning various aspects of organization. The study enables to get command on bookish knowledge through practical approach and to understand the difference in both approaches. This thing increases the knowledge and brings betterment in working within organizational environment. It includes practical experiences through which I have gone through the report. It is good source of knowledge for those who want to know about Stock Exchange.

Scope of internship
1. Scope of study.

Working in ISE was unique experience, since I had exposure to study results of various listed companies and regulations they are bound to follow. It also give me confidence to invest in future in Stock Exchange. Since results are more attractive then other investments.

The ISE management and especially internship in charge Mr. Waris  Niazi has a preplanned program which is oriented to enable internees to understand to management of Stock Exchange and there given projects as well according to there abilities and there working is continuously analyzed. There attendance record is kept and they are asked question to know whether they are learning or not.

Since ISE is equity market and deals with exchange of companies’ shares which are listed on Stock Exchange thus I had exposure to study financial aspects of ISE.

2. Difficulties and limitations of study:
The students have maximum time to do internship of 8 weeks which in very less to understand functions of ISE thus the time was limited to understand all aspects of ISE’s functions but I have tried by best to learn every thing which I had exposure.

Secondly company has confidential information which can not be exposed, since it can give rice to speculations which has a great impact on working on Stock Exchange.


Especially the information of ISE cash flows generated by new buildings and future projections of financial statement were confidential.

3. Methodology of research

The methodology of research consists of all methods, which were possible during the internship in ISE.  The following method were adopted by me,

Interviews:

The interviews were made on daily basis form the concerning Departments in ISE. There are number of personas covered in interviews both top and lower management. The interviews were made in the form of prepared and unprepared. Before the interview general discussion were made for creating feasible environment.

Questionnaire

In prepared interviews the questions were asked consist on following nature, 

I. Open ended questions.

II. Closed questions.

III. Positive and Negative questions. 

Open Ended Questions: 

The open questions were asked more as compared to other types of questions. The open ended questions asked in different directions. The questions were asked more in number to top management when the response was given than an open discussion were made. 

Closed Ended Questions:

Closed-ended questions were less in numbers as compared to other questions asked by me. The questioner were first developed and than asked to the management. in the form of scaling.

Techniques in Questions:

The methods of questions in open-ended technique were change question to question. In unprepared method the questions were asked according to information that I got from the respondent. But in open-ended questions were asked usually positive provided if the response was expected according to desire. If there was chance variation in questions than the questions were asked positively and than negatively after time consecutively. 

4. Sources of data

The data used to prepare report and understand working of ISE includes ISE website, where a lot of information regarding rules made by SECP and made by ISE are given, the must be understood to have idea about investment in ISE, these rules are made to make working of ISE transparent and protect investors rights. 

Website also gives current up date of prices of shares which facilitates sealing and baying of shares electronically every where.

A part from site, newspaper articles also provides current up date about security market and other issues. Various T.V. and news programs are also source of good knowledge.

A part from these one can get information from ISE’ Department of investors relations and this Department help investors to resolve there problems and have information of shares investments. It gives them precautions. The premiers issued by ISE are also a great source of knowledge in simple way.

Contents of report

The internship includes working in following Departments and my personal experiences which I encountered while working in Islamabad Stock Exchange.

The scheme of report is as follow:

1. Capital and money markets

This chapter describes what are capital and money markets, various issues in these markets. How they are good source of investments for investors and how these markets represent financial health of country.

What type of securities is traded in these markets and what are there characteristics. How these securities are valued.

2. Stock Exchanges in Pakistan
It includes description of Stock Exchanges in Pakistan. There particulars such as number of companies listed on them, year of establishment, number of members and location.

3. History of Islamabad Stock Exchange
It includes history of ISE when it was formed, where it was located, how many companies were listed on it and when trading started on it.

4. Structure of Islamabad Stock Exchange
It includes information about governing board of directors, employees working in ISE and their responsibilities. Its organization chart, regulatory authority under which it works its bankers, auditors and committees.

5. Performance of ISE and its impact on economy    

This chapter includes information about performance of ISE which is reflected in financial statements of ISE such as, balance sheet, cash flow statement and income statement. Various trends were analyzed and the overall economies impact on corporate sector was analyzed.

6. Departments of Islamabad Stock Exchange
In this chapter the working of various Departments of Stock Exchange is discussed. These include:

i) Finance Department
ii) Department of companies affair

iii) Department of investor relation 

iv) Department of internal audit

v) Record room

7. Achievements of Islamabad Stock Exchange
The various achievements include in it. 

8. Future prospective of Islamabad Stock Exchange
The chapter contains the views about the future determination by ISE management and authorities related to it. 

9. Personal experiences
This chapter is description of my personal experiences which I came through during my internship in ISE.
10. SWOT Analysis
This chapter includes strengths weaknesses, opportunities and threats analysis of Islamabad Stock Exchange.
11. Suggestion and recommendations.

The suggestions and recommendation are written in the report with detail how to implement. The timing where these suggestions and recommendation will suitable is also stated in the report.

12. Conclusions

The report contains a brief conclusion about the Islamabad Stock Exchange (ISE).

Statement of Objectives

Vision Statement


To be the pre-eminent Stock Market in Pakistan and achieve market recognition both in terms of quality and delivery of our services.

Mission Statement

To create value for our Investors and Listed Companies through dynamic market operations, fair and transparent business practices and effective management.

Core Values

· We aim to be an organization that is founded on:
· Highest standards of commercial honour and integrity.

· Just and equitable principles of trade and business.
· We shall work to:
· Regulate our market in accordance with international best practices.

· Settle and decide points of dispute arising out of investors’ complaints.

· We have confidence in our ability to:
· Lead through the strengths of our commitments and willingness to excel.

· Continuously respond to the changing needs of internal and external environments.

Capital and money markets

Financial system

In economy several types of individuals or entities generate and spend money. They are called economic units. The main types of economic units include governments, businesses and households. Some economic units generate more income then they spend and have funds left over. These are called surplus economic units the other economic units generate less income then they spend and need to acquire additional funds in order to sustain their operations these are called deficit economic units.
The purpose of financial system is to bring the two groups surplus economic units and deficit economic units together for there mutual benefit.
The liquidity function of the financial systems is how it allows the funds to move from one unit to another, funds are exchanged for financial products called securities.

Securities

Securities are documents that present right to receive funds in the future. The person or organization that holds a security is called a bearer. A security certifies that the bearer has a claim to future funds. When the date of payment occurs, we say the security matures. 
Securities have value because the bearer has the right to be paid the amount specified. So the bearer who wanted some money right away could sell the security to some one else for cash. Of course, the new bearer could sell the security to some one else too, and so on down the line. When a security is sold to some one else, the security is being traded. 

Business firms as well as local, state, and national governments, sell securities to the public to raise money. After the initial sale, investors may sell the securities to other investors. As you might suspect, this can get to be a complicated business. That’s why organizations called financial intermediaries exist to help the initial sellers and markets are available for the subsequent traders to execute their transactions.
Financial Intermediaries

Financial intermediaries act as the grease that enables the machinery of the financial system to work smoothly. They specialize in certain services that would be difficult for individual participants to perform, such as matching buyers and sellers of securities. Three types of financial intermediaries are investment bankers, brokers and dealers.

Investment Bankers

Institutions called investment banking firms exist to help businesses and state and local governments sell their securities to the public. 

Investment bankers arrange securities sales on either an underwriting basis or a best efforts basis. The term underwriting refers to the process by which an investment banker purchases all the new securities from the issuing company and then resells them to the public.

To alleviate this risk, investment bankers sometimes sell securities on a best efforts basis. This means the investment banker will try its best to sell the securities for the desired price, but there are no guaranties. If the securities must be sold for a lower price, the issuer collects less money.

Brokers 
Brokers often account representatives for an investment banking firm handle orders to buy or sell securities. Brokers are agents who work on behalf of an investor. When investors call with an order, brokers work on their behalf to find someone to take over other side of the proposed trade. If the investors want to buy, brokers find sellers. If investors want to sell brokers find buyers. Brokers are compensated for their services when the person whom they present the investor a commission on the sale and purchase of securities.
Dealers

Dealers make their living buying securities and reselling them to others. They operate just like car dealers who buy car from manufacturer for resale to others. Dealers make money by buying securities for one price, called the bid price, and selling them for a higher price called ask price or offer price. The difference between the bid price and ask price represents dealer fee.

Financial markets 

Financial markets are categorized according to the characteristics of participants are and the securities involved. Following are the types of markets:

The primary market

When a security is created and sold for the first time in market place, this transaction takes place in the primary market.

The secondary market

Once a security has been issued, it may be traded from one investor to the other. The secondary market is where previously issued securities or used securities are traded among investors. Secondary market transactions occur thousands of times daily as investors trade securities among themselves.

The money markets

Short term securities having maturity of one year or less are traded in money markets. They use phones and computers to make trades rapidly among themselves and with the issuing organizations.

The capital markets

Long term securities having maturities over one year are traded in capital market. The firms usually invest proceeds from capital market securities sales in long term assets like buildings, production equipment and so on. The most widely recognized securities in the capital market bonds and stocks.

Security exchanges

Organizations that facilitate the trading of stocks and bonds among investors are called security exchanges. Corporations list their securities on exchanges because they believe that having their securities traded at such a location will make it easy to trade and therefore to raise price.

Each exchange listed stock is traded at a specified location on the trading floor called the post .trading is supervised by specialists who act either as broker and dealers.
 The over the counter market
In contrast to organized exchanges, which have physical locations, the over the counter market has no fixed location or it is every where. The over the counter market or OTC is a network of dealers around the world who maintain the inventory of securities for sale.

Market efficiency

The term market efficiency refers to the ease, speed and cost of trading securities. In an efficient market securities can be traded easily, quickly and at low cost. Markets lacking these qualities are considered as in efficient.
Major stock markets are generally efficient because stock holders can trade millions of worth shares in few seconds by making a phone call and paying small commission. The real estate market is more in efficient as compared to stock market because of delay in transaction and more commission.

The more efficient the market, the easier it is to shift money from surplus economic units to deficit economic units.
Securities in stock market 
Following securities are usually traded in market

Bonds

Bonds are a source of financing and they are certificates that provide proof of loan given by investors. They have maturity date on which loan is given back and some intrest is also paid on bonds.
Stocks
A type of capital stock that possesses the basic rights of ownership, including the right to vote. Represents the residual element of ownership in corporation.

There are two types of stock:
· Common stock

· Preferred stock

Overview of the economy

The strong-macro economic fundamentals of the country continued to lead the growth in our economy during 2003-04. On the basis of very strong GDP growth, the year witnessed an over all improvement in almost all the sectors of the economy. The industrial production particularly the large scale manufacturing showed very strong growth that also led to a sharp rise in the exports of goods and services. A notable decline in the public and external debt burden, pre-payment of high cost external debt, and a successful return to the international capital market through the flotation of a Eurobond were the hallmarks of this year. The direction of interest rate and inflation also remained downward thereby boosting the pace of economic development. Good governance, diligent fiscal management, and steps to boost investor confidence contributed largely to this significant performance. Wide-ranging structural reforms, prudent macroeconomic policies, financial discipline and consistent policies transformed Pakistan into stable and resurgent economy in 2003-04.
Key Stock Market Data Graphical View
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Stock Market Performance
Side by side the robust performance of our economy, the securities market of the country also performed exceedingly well during the year. Except for the concluding days of the fiscal year when the market faced some pressure as a consequence of imposition of transactions recorded new highs. Like the other leading indexes of the country, the ISE-Network Index also showed an increase of 45% during this term. Starting the year at a level of 8,210.13, the index rose to 11,894.39 at the end of June 2004. However during the year, the volume of shares traded at ISE suffered a sharp decline despite the fact that the volume of trading at the other exchanges exhibited a stunning growth. The average daily traded volume at the ISE remained 5.17 million shares which was 39% less as compared to the last year. In an order driven market, the business of exchange entirely depends on the number of the trades and the quantum of the trading volume executed through its trading platform. Despite best efforts to encourage the members to trade at ISE platform, a continuous shift of trade volume to more liquid market was seen. Being poised of this fact, the exchange endeavored to encourage more and more members to activate their houses as presently less than 40% of the total strength of the members are in business at the ISE. However the efforts of the exchange could not bear fruit with the result that whereas the volume of traders at the other markets surged, the ISE trading volume declined sharply during the year.
Financial Highlights

During the year under review, the Exchange earned record revenue of Rs.46.73 Million, surpassing the income figures of the last year by 21% after restatement for the purpose of facilitating comparison. This hike on the revenue side can mainly be attributed to a modest increase in the annual listing fee structure besides handsome gain in the trading fee income of the Exchange during the year. Both of these resources showed respective increases of 135% and 97% as compared to the last year. The profit earned on bank deposits also surged by 91% over the year. On the other hand the expenditure of the Exchange showed a slight increase of  4.8% primarily due to the provisions for writing off the receivables of long outstanding listing fees on account of irrecoverable or doubtful recovery. During the year under review, the Exchange also recorded the highest ever surplus of Rs.9.39 million in its short financial history. The salient highlight of the income and expenditure account of the Exchange during the last six years is given hereunder:
(Rupees)
	Account
	98-99
	99-00
	00-01
	01-02
	02-03
	03-04

	Income
	10,226,999
	10,755,774
	14,725,143
	41,064,478
	38,597,136
	46,726,251

	Expenditure
	9,824,224
	9,857,239
	13,256,936
	16,959,080
	27,644,977
	28,971,894

	Surplus/(Deficit)
	(33,319,228)
	(32,352,413)
	(30,957,832)
	(9,840,337)
	(5,808,370)
	9,394,765



Key Financial Charts for Last Seven Years
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On the balance sheet side, a gigantic rise of 102% was witnessed on account of rise in the Membership Fund from Rs.120.45 million to Rs.243.26 million as a consequence of grant of new memberships during the year. Overall, the Exchange issued a total of 15 more membership cards during the year for the purpose of inducting new quality members to the Exchange. Mainly due to that consequence, the footing of the balance sheet showed an overall rise of 112% as compared to the last year. The balances in the Member Protection Fund and Investors Protection Fund also increased by 41% and 51% respectively from the last corresponding figures. Both of these funds have become fully funded from this year onward. Another distinctive feature of the financial performance of the Exchange has been that 29% reduction in the account receivables was achieved during the year due to hectic efforts of the management.
Operational Review
From the operational point of view, the year under review was full of challenges. The exchange remained fully focused to intensify the regulatory compliance on all spheres. A number of landmark achievements were made in this term.

1. Stock Market Operations
a.
Risk Management

Risk management is known as the back bone for every Stock Exchange. The Exchange laid down great emphasis on this aspect. The growing process of the scrips had reduced the exposures of the members and there was a need to review the margin slabs rationally. Accordingly, in order to encourage members to trade through ISECTS, the Exchange reviewed the exposure margin slabs upward after taking into account the associated potential risks. However, the Exchange maintained the loss limit up to RS.100,000/- which is a most effective measure to control the risks. By the grace of Almighty Allah, no default occurred during the year.


So far the Exchange has been managing the risks through traditional measures by retaining deposits/securities based on certain criteria and having a vigilant check over the positions/concentrations, however, the Exchange is actively pursuing to adopt value at risk model in near future which will help in managing the job more systematically in line with statistical principles.

b.
Surveillance and Monitoring


The Exchange being a SRO also endeavored to control the malpractice through price and position monitoring of the participants. The exchange also conducted investigations on certain issues. The Board of the Exchange also tool cognizance of two cases as reported as a consequence of surveillance and monitoring regarding market manipulations and short-selling etc and imposed fines and reprimanded such participants who were found involved in these cases.

c.
Enforcement and System Audit of Brokers


The good governance is the core of success for every business. As a part of good government, the brokers are supposed to abide by the systems and norms devised for the trade and business in transparent manner. Deviations from the systems lead to failure of the venture. The ISE is well poised to play its due role as a front line regulator to enforce good governance at all tiers and echelons. The ISE took a leading step to conduct the system audits of the members and the program of system audit by the practicing charted accountant firms which was initiated in late 2002.


The exercise of system audit of members has proved beneficial to both the members and the Exchange as well. It enabled in recognizing the weaknesses of the system which has led to an overall effort to remove the observed deficiencies. Of late, The SECP has also issued detailed regulations on the subject which have also been adopted by the ISE. The next phase of system audit would be conducted as per the regulations.

d.
Elimination of COT and Adoption of Margin Financing

A final roadmap has been chalked out to phase out the carry over transactions system (badla) from the Stock Exchange in Pakistan whereby this system would by eliminated by June 2005. In order to replace the old system, international model of margin trading shall be introduced by the Exchange. For hedging needs, the use of derivative market shall be promoted. In this connection, the SECP has allowed future trading in 29 scrips. It is hoped that this transition would bring a healthy change for sustainable development of the market.

f.
Listing Regime


For the past few years, the growth of listed sector has stayed below par. This year seven companies applied for listing whereas last year only one new entity was listed at the ISE. This sluggish growth of the corporate sector is due to enforcement of strict securities laws and monitoring measures besides the shift from equity rising to cheap borrowing through the money market. Moreover during the year, 35 companies were de-listed mostly sue to mergers and buy back of shares by the sponsors. 


This year gigantic increase in the listed capital and market capitalization occurred due to the listing of state owned companies by was of privatization. The Exchange as well as members played a very significant role for making the privatization process of the Government successful and all such issues were subscribed like hotcakes. The increase in the paid-up capital and market capitalization as compared to last year was 16% and 95% respectively. As such the privatization has helped in broadening the market base to a great extent.


From the enforcement aspect, the Exchange adopted proactive measures. This year the Board of Directors of ISE also approved to establish a counter for the defaulting companies for which the modus operandi is being set out. The Board of Directors of the Exchange has also approved to make some amendments in the Listing Regulations of the ISE with the objective of strengthening the enforcement mechanism. This amendment pertains to the statement of compliance to be reported in the annual reports of the companies that the company is not in default of any provision of the Listing Regulations of the Exchange inclusive of the payment of listing fee etc and in case of any such scenario; the company would elaborate the reasons thereof. Efforts are on way to develop a consensus on the issue amongst the Stock Exchanges in this regard so that the matter could be referred to the Commission for further needful action.


In order to encourage small and medium scale enterprises in the country, regulations for OTC market were framed by the Exchange. At the behest of the SECP, it was decided in the Coordination Committee meeting that three Stock Exchanges shall establish a unified OTC market. So far no progress could be achieved in this respect and no company could be listed at the OTC market.
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g. Change in Ticket Size


As part of the exercise to create liquidity and make the market more active, a change in tick was affected this year by reducing the tick from paisa five to paisa one. This measure has been appreciated by the participants and has helped to an extent in the enhancement of the trade activities.

Stock exchanges in Pakistan

There are 3 stock exchanges working in Pakistan.

Karachi Stock Exchange

Karachi stock exchange is the biggest and the oldest stock market which came in to existence on 18 September 1948. On 10th mach 1949 it was given status of public guaranty limited. At that time the total members were 90 only 15 members were active. Initially 15 companies were listed having paid up capital of 37 million after the increase in corporate sector the number of listed companies increased. Now Karachi Stock Exchange has 699 companies whose listed capital is 360 billions and there market worth is 12000 billion. The number of members of Karachi Stock Exchange is 200 out of which only 151 were active.

Lahore Stock Exchange

Lahore Stock Exchange is located in Khiyaban i Aiwan i Iqbal. This stock exchange came into existence on 1970. The number is listed companies is 561. The number of members is 151 out of which only 82 are active and providing service. The LSE has 25 index in which leading companies show the market activity. 

Islamabad Stock Exchange

The Islamabad stock exchange (Guarantee) Limited was incorporated on October 25, 1989. The exchange first time started trading in July, 1992. There are 110 members of Islamabad stock exchange, but only 40 of them are active. The building of exchange is located in Blue Area, Fazal –ul- Haq Road Islamabad. There are 110 brokers in ISE. The ISE has 10 index including companies whose shares traders more.

History of Islamabad Stock Exchange.
The Islamabad Stock Exchange (Guarantee) Limited was incorporated on October 25, 1989, under the company’s ordinance 1984 as a company limited by guarantee. The exchange first time started trading in July, 1992. The main function of exchange is to conduct, regulate, trade securities, government bonds, shares of companies and other related investment. There are 110 members of Islamabad Stock Exchange, but only 40 of them are active.  

The building of exchange is located in Blue Area, Fazal-ul-Haq Road, Islamabad. The building is called Nafees Plaza, which has four stories, the building is acquired on rent basis under a contract and rent is paid on advance basis. The new building is under process near the Saudi Tower building, Islamabad. The building will be 24 stories, including all facilities in it. It is in form of two towers

The Islamabad Stock Exchange which was established in 1989 work under the Securities exchange commission ordinance (SECP) 1969, company ordinance 1984, securities exchange rules 1971. The exchange has a memorandum and article of association, which was approved by SECP. The amendment cannot be made without prior approval of Securities and Exchange Commission of Pakistan (SECP).

There are three regulating bodies of Islamabad Stock Exchange (ISE). First is the Securities and Exchange Commission of Pakistan (SECP) which is responsible for maintaining regulations for securities and other matters related to companies. The other regulating body is corporate law authority, which has been merged in SECP, is responsible for law and order, which is implemented for Stock Exchange. The third body, which is the supreme, is the Ministry of Finance who sent instruction from time to time three exchanges including corporate law authority and SECP.

There are 233 companies listed in Islamabad Stock Exchange having Rs. 293.15 billion Paid-up capital. The strength of employees is 33 in number. There are 8 officers including M.D. and secretary of exchange in secretariat of ISE.

The employees have different background of education with different qualification from various fields. Most numbers of employees are interred, graduate and masters. The master degree holders are less in numbers. The employees are professionals and know how to perform their duties.

The timing of trading in Islamabad Stock Exchange Friday is 9.30 A.M. to12.00 P.M. and 2.30 P.M. to 4.00 P.M..  Normally it is 9.30 A.M. to 2.30 P.M, where the management timings are 9.300A.M to 5.00 P.M. The exchange remains closed on Saturday and Sunday in a week. 

In these days there are 233 companies are listed in ISE. There are no TFC’s registered in ISE. The preferred stock is only in one company name which is called Net Over Leasing Limited. 

Now ISE is thinking of proper human resource Department with qualified human resource professionals to ménage employees of ISE to have best out of them. Presently development of human resources is done by on the job training, seminars, workshops and employees are given chances to excel in their carrier. The check and balance is maintained for each employee. Higher employees use management by walking around method (MBWA) for check and observe every employee. The promotion is based on performance and qualification of employee, using reward management. The other things are seen are the mental approach, experience and qualification of the employee.

The companies vary from time to time in ISE due to delisting and in some companies the merger case were existed. The new companies are also listed from time to time. Although the share of ISE in stock markets of Pakistan is very less as compared to other two markets, turnover of shares and liquidity of shares is less, but ISE has managed to overcome its accumulated losses and has a bright future. Its management is working to improve more.

What is Stock Exchange?

The Stock Exchange performs various functions simultaneously for the growth and development of economy. It also depicts the economy as an instrument and help to analyze the economic condition of the country. Without strong position of Stock Exchanges the economy cannot be predicted that it will be healthy in future.

The Securities and Exchange ordinance 1969 state that “ Stock Exchanges means any person who maintains or provides a market place or facilities for bringing together buyers and sellers of securities or for otherwise performing with respect to securities the functions commonly preformed by a Stock Exchanges, as that term is generally understood, and includes such market places and facilities.” 

In Stock Exchange the members meet to buy and sale stock. The principal of demand and supply is followed for price determination the exchange is managed by the board of directors consisting of certain members who may be broker, odd lot dealers and specialists. The boards of directors are responsible for making decisions and performing various functions   

There are three Stock Exchanges working in our country for the prosperity of country. In ISE there are 233 companies are listed, where in KSE there are 699 and LSE has 561 companies.

	Stock Exchanges
	Companies

	Islamabad Stock Exchange(ISE)
	233

	Lahore Stock Exchange(LSE)
	561

	Karachi Stock Exchange(KSE)
	699


The past history of ISE for companies listings vary from time to time. The Stock Exchange is a place where trading of shares takes place.  The management of Stock Exchange first observes the listing regulation for a company with authorized regulation. When a company gets approval for listing in Stock Exchange, it offers the shares for sale to the general public through initial public offering (IPO).  This means that the shares are first offered for sale to general public. When public accepts the offer they purchase the shares from exchange and got ownership right in company. The future value of share is depending on the performance and repute of company. If the performance is good and demand is high, than the value of shares will be appreciated. Conversely if performance is bad than the value of shares will go down, it is because the insufficient demand for share will occur in the market. The investors can earn the profit on shares by two ways, first from the appreciation of shares, which is also called capital gain, secondly when they receive dividends on shares.

Commonly used terms in Stock Exchanges

Share:

It is certificate of ownership in a company in which the investor made the investment. The shares are issued to the owner who purchases the shares from the stock market. The companies usually issue shares in lots of different sizes. The common lot in the market is 500.These shares are certificates which present right of ownership to shareholders and they are in electronic form now a days. People gain return by investing in shares.

Bullish Trend: 

Bullish trend is when the prices of most of the company’s shares rise up. Market usually goes to bull when demand of shares is more than the supply of shares.

Bearish Trend: 

Bearish trend is reciprocal of bullish trend in which the market falls down and the prices of majority of companies go down. In bear the supply of share is more than the demand of shares.

Capital Gain. 
It is extra money gained by an investor when he sells shares purchased by him. The capital gain occurs when an investor sells shares at price more than the purchase price. There are many political, economical reasons and performance of company is another reason for having capital gain.
Badla or Carry over Trade:

It the form of trade in which the individual or any institution provides the loan on short term usually for one day. The Badla rate is high than the market rate. The variation in badla rates can negatively or positively effect in market situation.

Blue chips:

Blue chips are those companies in which the maximum trade is done in a day. The investors do maximum trade in these companies with the expectation of maximum profit. The trading volume of these companies is high than other companies in the market. The other thing is that blue chips companies are the best performer in the market. The shares of such companies are easily available. In these days PTCL, HUBCO, PSO, PTC, OGDCL are the blue chips.

Dividend:

It is distribution of income of a company to its share holder’s .The decision of distributing income to shareholders is made by board of directors of company. Dividend is source of return for investors, higher the dividends the higher will be the prices of a company. People like to invest in shares of companies whose dividends are stable or showing growth. 
Ordinary shares:

It is the most common form of shares, and these shares are issued by maximum companies. The dividends depend on profitability of the company and recommendations of board of directors are distributed to preferred shareholders and then the remaining profit is distributed in common stockholders. The common stockholders have right to vote in elections of board of directors and to contribute in decision making process.

Preferred shares:

In this type of shares the profit is given to the shareholder at fixed rate. If the company earns more profit than the preferred shareholder cannot take extra profit, in the case of loss he feels comfort because the earning of share remains secure. In Pakistan the preferred shares usually not issued because people don’t want to invest in them. 

Initial Public Offering (IPO):

When a company first time launches its shares in the market to general public for sale is called initial public offering (IPO).

Private Placement or Inside Trading:
In the type of trading the purchase or sale is made by a person who has inside information about the company which is not generally available in the market. In Pakistan such deal is illegal. This makes stock market untrasparent.
Long Position:

The share is purchased with intention that in future the price of shares will go up. After observing their suitable position he sale these shares in the market and earn profit.

Short Position:

In this type of trading the investor purchase the shares of the company with intention that he will sell them after some time when the price of shares will go up. After selling those shares he purchase again when their price go down. The earning is made time to time from such sale. This type of trading is called short position.

Portfolio:

When the investor purchases the shares of different companies and different industries to reduce the risk from the market the whole collection is called portfolio.

Capital Gain:

This is the appreciation on the price of shares, which exist in future. When the shares are bought by the investors after a some period the price of such share rise up due to excellent performance of company or any other reason, the investor can earn profit by selling it in the market this is called capital gain.   

Capital gain = Market prices of shares - Price at which the shares were purchased. 

Investment Corporation of Pakistan (ICP):

The Investment Corporation of Pakistan is a body, which invest in different companies and make portfolio of it. On the behalf of such investment it issue units, which are called ICP units. Through purchase of such units the investor relaxes due to less tension, it is because he is not involved in trading process. All issues regarding trading are dealt by investing corporation.

Right Issue:

When a company wants to issue more shares in the market, it is a choice for the company that it offers the shares first to existing shareholders. By using this option of right issue ownership will remain to existing shareholder and do not divided to other people. If the existing shareholder do not take interest in buying new shares than after some days the right is transferred to general public. 

Settlement:

There are two types of settlements

(a) T+1

Under T+1 system the transaction is made on spot within day.

(b) T+3

In this system the transaction is made first day and clearance is made on third day.

Term Finance Certificates (TFCs):

The term finance certificates resembles to bonds, which are issued by companies for aim to generate the funds from general public. When the investors purchase TFCs they receive interest from the companies.

How to invest in Stock Exchange
The investment in Stock Exchange is different from other sectors of economy. When an individual commits for the investment, he first opens the account to the member of Stock Exchange or he must have his separate account in Stock Exchange. There are three types of members in Stock Exchange, individual members, at partnership and corporate members. The members who are currently investing in stock market are called active members; it is not necessary that all members should be active. It will be best decision of the investor for the choice of best member on the basis of his repute, where he wants to open the account, is holding the office in Stock Exchange to avoid tension and losses in stock market. In case of office of broker is in other place instead of exchange building, investor should confirm from the Stock Exchange management or Securities and Exchange Commission (SECP) about the existence of office. No broker is allowed to operate without permission from SECP and investor should report to ISE in case of violation of rules. After opening the account, an investor becomes the member of the brokerage house, in which he opens his account. Now management of ISE is taking steps to ensure that investors have separate account the annual fee charged for that account is 1500. In these days the limit to open account in a brokerage house on the behalf of member is the Rs. 10,000 at least. When the process of account opening is completed, the investor can acquire the shares from exchange by placing order. The shares are usually offered in lots, which varies from company to company. Usually lots of 500 are offered. The investor should him self analyze future prospects of firm in which he is investing to ensure that his investment is safe. The risk and return are important factors that go side by side, there are reciprocal to each other and balance should be maintained in them.

How to minimize risk in investing in Stock Exchange
 
Investor should aware of company, which he wants to purchase the shares. He should be aware of positive and negative aspects of company. He should be able to do formal analysis of financial statements at least he should have knowledge of economic environment. In Stock Exchange most of the investors prefer to invest in blue chips. It is because they assume that through trading in blue chips, their investment will be secured and they can protect them from big losses. The share price of blue chips remains stable or increases because these companies are stable. There are some strategies to invest for maximum gain,

1. Investor should invest in different sectors and in different companies. This will reduce losses because of particular trends in particular market.

2. The market trend and policies of company should be analyzed before the investment. This involves predicting future and avoiding rumors.

3. Before the investment, it will be better that the investor should check the reports of companies whether quarterly, semiannually or annually. Due to this, he can check whether the company follows the code of corporate governance or not? The other advantage that he can observe the trend of profitability of companies towards the future whether their financial position is sound or not? Then he should make decision of investing in that company.

4. The other method is taking the long position. In this method the investor expect that the prices of shares will go up as compared to now. But he should conscious the situation with logic and complete information about the future trend of market. If he is not up to date he can suffer losses.

5. Most investors take short position for trading of shares in the market. The short position is usually taken for one day. It will better for investor to take position after opening some time in market and observing high and low price in the specific day at which he is taking position in a specific day. This type of investors usually doesn’t have money they are also called gamblers. They pay the difference whether it is loss or profit.

6. In all type of investments trade off exists between return and risk. This is especially important in case of ISE where stock prices fluctuate and depends on so many factors. 

Precaution for investor

There are some precautions for the investor before making the investment in stock market and during the trading process. These are,

1. To avoid from the rumors. The investors should reconfirm the news from the responsible authorities because speculations cause losses to investors. 

2. After giving the order for purchase or sale of shares to broker. The investor should verify that the order is placed without any error. He should check size of lots, name of company, price which he asked for such trade, date and the price at which he want to purchase or sale the shares.

3. It is essential investor should get surety about fairness of member for the trade purpose from Securities and Exchange Commission of Pakistan (SECP). He should buy shares from those brokers who are registered in SECP other wise they will suffer losses.

How to maximize gain using statistical techniques.

Most of the investors in Islamabad Stock Exchange (ISE) do not aware the statistical tools for maximum gain. They prefer market trend and the situation of the market of Karachi Stock Exchange (KSE). After taking interviews they were unable to tell about the use of Statistics. There are some instruments given below to get maximum gain from the market. This information was given to me by general manager of ISE.

Mean:

Mean is simplest technique to be use as a statistical instrument for investment in market. The mean can be calculated from sum of values of shares divided by number of years. To analyze the trend of a company shares for the purpose of investment in stock, mean of total market shares value for different periods divided by number of time period in which the investor is interested can be calculated.

Formula:

Mean = Total values of share during different years           
         
 
                        Total number of years 

Geometric Mean (G.M.):

It is defined as “the nth root of the product resulting from multiplying a series of return relatives together.”  

Geometric Mean (G.M.) is the other measure of the central tendency. It measures the compound rate of growth over different periods of time. It is often used in investments and finance to reflect the steady growth rate of invested funds over some past period; that is the uniform rate at which money actually grew over multiple periods.

Formula: 

Geometric Mean = G.M. = [(1+TR) (1+TR) ----------------- (1+TR)] 1/n - 1  

Where TR is abortive of total return, which can be finding

TR = I + (P1-P)/P         

I= Interest received during the period.

P= Beginning price.

P1= Ending price.

In the case of shares TR will be

TR= D + (Pe-Po) / Po   

D= Dividend.

Po= Begging price.

P1= Ending price.   

Standard Deviation:

The standard deviation is used to measure the data change with each price or it is a tool to measure the deviation of data. The shareholder can check the variation of prices in shares through it.

Formula: 
S.D. =   (  (X2     - [((X) 2]     

                         n
Correlation:

It is the measure of relationship in the data between two variables. In Stock Exchange it is applicable when the shareholder holds the shares of two companies or more and he want to check the relationship of prices or return on two different types of shares. After calculating the correlation the followings situation came in existence.

(a) Perfect positive correlation.

(b) Perfect negative correlation.

(c) Zero correlation.     

Perfect positive correlation:

Perfect positive correlation exists when the relationships in securities move in same direction. This means when the return of one share or security increases then the other shares or security will also increase.  It is shown by +0.1.

Perfect negative correlation:

In perfect negative correlation the returns move in reverse direction. It means when the return of one type of shares is increase the other share return does not follow it and decrease in same way. It is denoted by –0.1.

Zero correlation:

In this type of correlation there is no relationship between the two variables. On the base of return one security we cannot predict the other security. The O denotes it. 

Use of correlation for the investors:

Correlation defines the relationships of two variables. Through the use of correlation the investor can analyze whether the portfolio is profitable or not.

Perfect positive correlation:

The positive correlation provides securities with same trends. It is because when return of one share has gone down the other share returns also follow it. So both shares return goes down and the investor will suffer loss.   The investor can protect himself from such losses by applying the result from correlation, by diversification of his investments. 

Negative correlation:

The negative correlation is a good sign before making investment. When the return of one share decrease the other share return protect it with increase return, combining the securities with perfect negative correlation with each other eliminate risk. There are less chances of suffering loss in investing in securities that are having negative correlation.

Zero correlation:

In this condition the risk cannot be eliminated totally but the practically it can be controlled up to some extent because it show no relationship among securities in portfolio.

Perfect Negative correlation:

Perfect negative correlation with each other share can reduce the risk. In the case of perfect negative correlation the returns related to one security compensate the other security because trend of prices are opposite to each other.

Formula:

Correlation    =           (XY – ((X)((Y)                          

                              ( ( X2 – ((X)2 ( (Y2 – ((Y)2
                                                          
Board of directors

The board of director comprises the 10 directors

Corporate governance


Being a front line regularity organization, the corporate governance mechanism at the ISE is built upon two tiers. Whereas one aspect of our corporate governance responsibility requires us to continuously monitor the conduct of the listed companies in accordance with the Code of Corporate Governance, the other aspect deals with internal mechanism of our governance with a view to promote best business practices and the protection of the interests of the investors.


In its capacity as a regulator for the listed corporate sector, the ISE is quite vigilant to monitor/enforce the listing regime including the code of corporate governance. However, for effective results on this front, a close coordination amongst all Exchanges is considered to be the need of the time. It could enable all the Stock Exchanges to share and monitor the corporate sector more intrusively leading to the developments of the well government corporate sector in the country. In this connection the ISE has also decided to participate as a sponsor/promoter for the establishment of the Institute of corporate government in Pakistan.


From the self regulatory aspect, the exchange continued to make strides in two of its most important functions that inter-alia related to the settlement of investors complaints as well as action against the members for violation of rules/regulations. The Exchange also continued with its policy of the periodic system audit of the ISE members with regular intervals. Moreover during the year, all major policy matters were dealt with by the Board with adequate assistance of the respective committees. During the year, the ISE not only welcomed the de4cision of the SECP for setting up of an Expert Committee for demutualization and integration of the Exchanges. But many members of the Exchange also took a keen interest in the proceedings of the committee upon its cell for soliciting comments from the ISE members.


During the year, twelve meetings of the Board were held till October 08, 2004. The frequency of the Directors’ participation in the meeting was as under:

Election of Directors


All elected and nominated Directors shall retire in the forthcoming AGM scheduled for October 30, 2004 and election of Directors would be conducted in pursuance of Article 63 of the Articles of Association of the ISE whereby five Directors would be elected by the members. Four Directors shall be nominated by the SECP in terms of the provisions contained in the Articles of Associations of the Exchange. The managing Director would be an ex-officio member of the Board.

Appointment of Auditors
M/s. Jamil and co. chartered Accountant, auditors of the Exchange for the term 2003-2004 retire in the AGM and being eligible offer themselves for reappointment.

Committees

There are number of standing committees to perform functions of management of ISE,

· Research and development committee.

· Information technology committee.

· Seminars, training & publication.

· Floor & mediation committee.

· SECP coordination, rules & regulation committee.

· Taxation committee.

· Employment, administration & finance committee.

· Membership committee.

· Companies affairs, listing & active participation committee.

· Default management committee.

· Inter Stock Exchange committee.

· New building committee.

· Arbitration committee.

· Building maintenance committee.

The committees above mentioned perform a important role in different matters existing in exchange. Each committee contains various members including one Chairman of committee. The article of association decide the following provisions regarding to the committees,

Formation of Committees:

The director may from time to time and at any time constitute a committee consisting of two or more persons, whether director or members, as they think fit, to undertake any function and responsibilities entrusted to it by the directors. Any committee so formed shall, in the exercise of the power so delegated, conform to any restriction that may be imposed on it by the directors.

Convener of Committee Meetings:

A committee may elect a convener of its meetings, but, if no such convener is elected, or if at meeting the convener is not present within fifteen (15) minutes after the time appointed for holding the same or is unwilling or unwilling to act as convener, the members present may choose one of their members to be convener of the meeting.

Proceeding of Committee Members:

“A committee may meet and adjourn, as it thinks proper. Questions arising at any meeting shall be determined by a majority of votes of the members present. In case of an equality of votes, the convener shall have and exercise a second or casting vote.” (Memorandum and Article of association, Page98).

Organization chart:


[image: image9]
Hierarchy Level:

There are different hierarchy levels in ISE. For officer the levels start from associate manager to M.D. and chairman of the exchange. The tier of hierarchy is following,

· Chairman.

· Managing Director.

· Directors.

· Secretary.

· General Manager.

· Senior Executive Secretary.

· Associate Managers.

· Staff

Responsibilities:

The responsibilities of different persons are assigned on the bases of qualification, authority and experience. 

Chairman:

The chairman is elected in the meeting of directors with subjects to limit for one year. In case that person is not ready to be elected as a chairman it will eligible to reelection. The chairman can hold this position for consecutive three years under this condition. For next time he be will eligible after one year for election. The chairman holds office and observes that all functions are going according to the will of directors. The chairman is liable to perform the following main functions,

1. To observe the policies of management and whole functions of exchange for the better interest of members and directors.

2. To approval of any document which is sent by managing director (M.D.) without any objection.

3. If on any complex matter regarding to policy making he thinks that the meeting should be called than he should call the meeting.

4. To preside over all meeting of exchange. 

Managing Director (M.D.):

The managing director is responsible for proper working of the functions of exchange. He is liable for the functions of staff to the Chairman. The board does the appointment of M.D. for the period of three years. The person who is elected as a M.D. is restricted to hold any other business or activity of trading in Stock Exchange. He is an independent person in exchange and full time paid employee of exchange. He is liable for following right and duties,

1. To manage the routine matters regarding to exchange.

2. He can perform all functions for the betterment of management.

3. He can arrange the training of the staff according to requirement.

4. He can act for disciplinary actions for smooth functioning in trading of members.

5. He responsible to provide the information to director on demand from them.

6. He can give the summary regarding to policies of exchange in different matters.

7. He is responsible to maintain the accounts upto date and present in meeting on the behalf of management.

Directors:

The director is elected in election. The board of directors has power to give the approval for any borrowing for the purpose of future growth of exchange. The director has right to inspect the accounts of exchange at any time. The directors has following rights and liabilities,

1. The directors in the meeting of the board can give approval of loan whether in the form of bonds, TFCs or any other security.

2. They can inspect the accounts of exchange at any time.

3. They can give their opinion regarding to any matter in board meeting.

4. Any resolution cannot be approve without the prior approval of directors.

5. They can give approval regarding to any investment for exchange in future.

Secretary:

The secretary is senior officer of Stock Exchange. He is head of secretariat and responsible to general management. He is also obligated for work, which is assigned to him from Chairman and Managing director. The main functions of secretary are,

1. He possess the common seal of exchange and responsible for it.

2. He has authority to verify the expenses before sending the minute sheet to Managing director

3. For annual general meeting he issues the notice to members.

4. On the instruction of chairman he is responsible to call the meeting board and to inform the members.

5. He can perform the functions regarding to director finance.

6. He responsible to attend the meeting the board of directors.

7. He arranges the training and rehabilitation.

8. He is responsible for completion of any formality regarding to authorities e.g. SECP, Ministry of Finance.

General Manager:

The general manager is responsible for all functions for all matters regarding to different Departments, which are working under him. He performs the following functions,

1. He provides the consultancy service to Departments.

2. He performs the daily matters regarding to general management.

3. He is responsible for any function regarding to any Department on behalf of associate manager of Department.

4. He remains in contact with SECP and other exchanges for information.

5. He can make any decision regarding to fine and delisting of any company with the consultation of Secretary and Managing director.

Senior Executive Secretary:

Senior executive secretary performs her part of duties for Chairman and Managing director. She perform the following main functions,

1. To note all telephone messages of Chairman and Managing director.

2. To handle all incoming and outgoing faxes.

3. Arrange hotel booking of chairman/ Managing director & Executives of ISE.

4. Arrange all appointments of Chairman and Managing director.

5. To check all mail of Chairman and Managing director.

6. Maintain all personal and official files of Chairman and Managing director.

7. Work as a telephone operator for chairman and Managing director.

Associate Manager:

Associate manager is head of his Department. He works according to instructions of general manager and secretary. The associate manager sends summary on different matter regarding his Department to above management.

1. He is responsible for functions of his Department.

2. He sends the report to Managing director with the advice of general manager.

3. He is chargeable if any thing due or any regulation exists regarding to law related to his Department.

 Other Staff:

The staff performs various functions, which are assigned to him. The staff is not directly responsible to all functions but on behalf of associate mangers.

Performance Evaluation:

The performance of an employee is evaluated on the basis of every six months. The performance is evaluated with the help of performance evaluation committee. The letters are sent to employee for purpose of acknowledgement from secretary on the behalf of committee.

Salary and Packages:

The level of salary is very low in ISE as compared to other business. On the time of offering for first joining it start from Rs.9000. There is no other reward for employees of ISE on excellent performance. However the exchange pays fee of employee’s children who are not more than two in numbers.

Behavior of Employees:

The behavior of employees including top management vary from person to person, at average it is good. The main problem in the way of employee is the time availability from work, despite the problems they coordinate to each other.

Culture: 

The employees belong to different areas of the country, so ISE is the multicultural organization but these cultural differences don’t hinder in the work of employees.

Language: 

Most of the communication is done in Urdu but the official language, which is used in correspondence, is English. The language used to communicate with other organizations is English.

Dress:

All officers are bound to wear paint shirts with ties by secretary of exchange. As far as concern with lower management they have option in dress. They can also wear shalwar kamiz.

Unity:

Within organization all employees are considered like a part of family. Their is must for efficient working of Stock Exchange.

Index of Stock Exchange
An ideal index is a true barometer of the stock market. AS such the composition of an index should be such like that it should not be affected by extreme values and its sample should by a true representative of the total strength. Presently the ISE is managing two distinct indexes via ISE Network Index and ISE-10 Index. The Former was launched in the year 1995 with 10,000 base points comprising all listed scripts whereas ISE-10 has been launched during January 2004. It comprises the most liquid scripts being quoted at the ISE. The ISE Network Index registered a change of 45% while closing at 11894.39 at the end of the June 2004. On the other hand, the ISE-10 index which started from 1411.64 as on January 01, 2004 made a surge of 12% while closing at 1587.80 by 30th June 2004. The ISE is still in the process to develop a more efficient market indicator. In the next phase index on the basis of free float would be introduced by the ISE.
The index used by Karachi Stock Exchange (KSE) is called 100-index, where the Lahore Stock Exchange (LSE) uses the 25-index. The index is maintained in KSE by sector wise. This index includes 100 companies and their shares are mostly traded. The index, which is used by Islamabad Stock Exchange (ISE), is different from KSE and LSE.  

The index of ISE is the composite index                              
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Working at Departments of ISE
The Stock Exchange has different Departments. The Departments perform various functions according to their responsibilities. There are five main different Departments in ISE, which are following,

1) Department of Companies Affairs.

2) Department of Investor Relation.

3) Department of Internal Control.

4) Department of General Administration.

Department of Finance

Department of Finance

The finance Department deals with all expenses and revenues for the Stock Exchange. The Department uses both methods manually and through computer for recording entries. Sidat Haider prepares the software, which is used by Department for accounting purpose. The exchange pays the specific amount for such right using; beside this the software maker also provides technical services about the software.

Codes of software:

In finance Department there is no direct entry  made about the good name. The account title is established in software with code number chart by Department.  When a code is entered in system the account name is written and further process for entry is done in ledger and trial balance automatically. 

The formation of code is made chronologically

Main code: 01

Sub code: 01-001

                  01-002

Main code is written for title name and sub code is written for further explanation of accounts. The finance Department uses the 30 main codes for assets and for liabilities. The some important main codes are,

Main codes

	               Main codes for assets
	Main codes for liabilities

	Fixed assets                                           01
	Accumulated deficit                              30

	Accumulated depreciation                    02
	Member fund                                         31     

	Long term investment                           03     
	Clearing house taxes                              32 

	Capital work in progress                       04
	Rent received in advance                       33

	 Security deposits                                  05  
	Advance from companies                      34

	Advance against expenses                     06      
	Accrued expenses                                  35

	Advance against expenses                     07             
	Payable audit fee                                    36   

	Advance against source                         08
	Security deposits from companies         37     

	Advance against tax deduction              09
	Member default                                     39      

	Advance prepaid                                    10
	Sundry creditors                                     40   


Depreciation:

The depreciation is charge at the different rate according to exchange policy. The depreciation is charged with through straight line method. The important rates of depreciation is following,

Rate of Depreciation

	             Assets                                                                    
	Rate of Depreciation

	Furniture 
	10%

	Office Equipment’s 
	10%

	Computers 
	33%

	Automation 
	33%

	Motor vehicle 
	20%


Vouchers:

When the expenses are done the finance Department makes the voucher before the entry. There are two types of vouchers,

(a) Revenue vouchers or receipts.

(b) Expense vouchers.

The voucher contain the following things,

1) Name of person who made the expense or give revenue.

2) Date.

3) Particulars.

4) Amount.

5) Total.

Expense:

The expenses cannot be made without the permission of associate manager of general administration, Managing director, Chairman and secretary. Before expenses the list is made for expenses which is called minute sheet. It is sent to associate manager, managing director and chairman for approval.  After the approval on sheet the voucher are made according to list and payment is given in form of cheque or cash. If the expense is related to routine matter and small than payment is made in form of cash.  In case of high payment, cheque is made. If the others Departments want to do some expenses for the purpose of business than they will sent internal office memorandum ( IOM ) to finance Department. The internal office memorandum also contains the quotations from different stores. After observing the best alternative the associate manager of general administration asks accountant to prepare minute sheet for approval, the remaining process will remain same for expenses.

Revenues:

The revenues are received from various sources. When finance Department receives the revenues, the vouchers are made with name of sources and date at which it is received by Department. The vouchers are made with the help of carbon papers. The original copy is given to the person for his record and carbon copies which contains the yellow and Red color is maintained in the record. 

Transferring:

The depositary slip is maintained for the purpose for deposit in the bank. It contains two parts. When the amount is submitted in the account the entrance is made on depositary slip. If the cash will be deposited in the bank than the entry is made with the note of cash with name of source. But in the case of cheque the cheque numbers are written on the depositary book. The one part of the book is torn and disclosed with cheque for sending in the bank. The other part remained in the book for record.

Bank Statement:

The bank statement is received from bank after every six months but now it is collected before every quarter or at any special requirement. The cash book balance is reconciled with bank statement, if any discrepancy arises than it is conformed and adjusted. 

Budget:

The budget is made quarterly basis and than compared with year. For the purpose of budget the Department asks other Departments to send the estimated expenses and revenue. If there is any special requirement exist than write. The Departments send their reports for every quarter. The Department compares all estimated budgets before closing of year, if the situation is not meeting according to standard than the Department asks other Departments to make effort for recovery before closing of the year.

Audit:

The audit is made with strict measures, there are two types of audits which is used in ISE,

1. Internal audit.

2. External audit.

Internal audit:

The Department of finance makes the internal audit for advance disclose of record before the starting external audit. When the external audit is starts it made easy for the Department to become fast for such purpose. 

External audit:

The audit is done at the end of quarter in ISE by a reputable firm.   There are numbers of auditors in the list of ISE.  After the completion of quarterly audits, the annually audit is also done. 

Principal of audit:

Various firms from year to year complete the audit. In annual general meeting the decision is made for selection of auditor and its remuneration.

Department of Internal Control

The Department of internal control performs the technical sensitive functions in Islamabad Stock Exchange (ISE). The main functions of Department are,

1) Operate with risk management in ISE.

2)  To deal members of ISE. 

3) To supervise the information technology (IT) Department and clearing house.

4) To deal with Market Monitoring and Surveillance Wing (MSW).

5) Send reports regarding to trading and related matters to Managing director and Secretary of exchange.

6) To give suggestions to SECP for imposing penalties on the member in the case of violation.

The risk management is the important factor in the business of Stock Exchange. The Department work under the supervision of Market Monitoring and Surveillance Wing (MSW) of SECP. The clearing house is a sub Department of Internal Control Department. 

Operate with Risk Management:  

The risk management is the important factor of ISE, different measure are adopted for such purpose in ISE. For efficient functions, a separate Department is working in SECP which monitor the functions continuously.

Deal with Members:

The Department deals with the members and gives them instructions regarding to different matters relating to trade. If the member violates any rule regulation than the Department recommend and impose penalty for such violence with the help of SECP.

Deal with Information Technology (IT) and Clearing House: 

The information technology Department and clearing house are sub Departments of internal control. The Departments send report regarding to routine matters to internal control. The Department also performs some administrative functions for these Departments.

Reporting Role:

The Department is liable to send report to secretary and managing director. When a special case rises than the Department sends special reports and consults them in affairs.

Market Monitoring and Surveillance Wing (MSW):

This wing was newly established; it is directly connected to ISE and monitors the risk functions. If any complexity in matter arises than the Department informs and sent notices to members on the behalf of Department of internal control.

Contract for web site:

The Department contract for web site with companies with the help of IT Department in ISE. The IT Department provides the technical services for such purpose.

Process of system audit:

The system audit is done by Department of internal control. This system newly introduced by ISE, under which the members are bound for audit from reputable charted accountant firm. After reporting from charted accountant firms a list is prepared for purpose of such audit regarding to members. If the report is unclear or qualified than some time is given for reaudit, despite the time giving if the members fail to reaudit or for clearance such audit, the report is send to SECP. After the receiving the report from SECP, the action is taken against such member.

Scope of system audit:

1. To ensure that the members are following all the rules and regulations of the exchanges.

2. To ensure that there is a proper documentation and interaction between client and member.

3. To ensure that the member is operating trading work properly as required by exchange. 

4. To ensure that the members are properly paying the dues of exchange.

5. To check that in case of agents, the members are complying with regulation that relate to the registration by exchange.

6. To make sure that the books and record maintain proper.

7. To ensure that the member registered properly with SECP and renews its registration annually.

8. To ensure the maintenance by the member of proper record of transactions involving central Depositary company.

9. To ensure that the member prepare its annual financial statements and that these are audited by a practicing charted accountant where the member is a coporate one.

10. To ensure that the future contracts are according to regulation.

11. To ensure that the lots transactions are properly recorded.   

Department of company Affairs

The Department of company affairs is responsible for all functions and matters related to companies which are listed in Stock Exchange or the companies who want to be listed in Stock Exchange. This Department sent reports to G.M, sectary and M.D. for final approval on decision. The Department receives instructions from SECP from time to time. They have authority to list or delist any company if the company does not meet the requirement of law. They have also authority to impose the penalties for late submission of quarterly or annually report or in case of not submission according to code of corporate governance and other related regulation.

 The Department established web site in which the sales, profit before tax. Book value, listing date and other related information is given for investor facility. On launch this facility the investors can take decision about the investment in various companies.

The main function of Department deals with companies affairs on behalf of Islamabad Stock Exchange (ISE) according to instructions of Securities and Exchange Commission of Pakistan (SECP) and Ministry of Finance.  In routine matters the Department performs the followings functions,

Receive Reports:

The Department receives reports from companies and maintains it. If the reports are in accordance with rules and not tempered than the Department sends it in the brokerage houses for investors then they send to share holders.

Impose Penalties:

The Department can impose penalties on the companies according to code of corporate governance on companies for violation of rules made by ISE and SECP.

Loss of shares:

If the shares are lost from shareholders due to any reason, after receiving the complaints from shareholders the Department verifies about the existence of shares in Stock Exchange. The Department sends the requests to companies for issue of duplicate shares.
Dividends:

The Department of Companies affairs can take actions against the companies, which have failed to pay dividends to shareholders during five years with the help above management.

Code of Corporate Governance:

The main document, which comes under consideration of Department of companies’ affairs, is the code of corporate governance, which is implemented on three exchanges with the effect 2002.  There are some important provisions of code of corporate governance are following, 

· All listed companies shall encourage effective participation of independent director non executive directors, including that representing minority interest, on their board of directors who represent the minority shareholders.

· The director of listed company shall, at the time of filling their consent to act as such, give a declaration in such consent that they are aware of their duties and powers under the relevant laws and the listed company’s memorandum and article of association and the regulation of listing in Stock Exchanges.

· No listed company shall have a director, a person who is serving as a director of ten other listed companies.

· No person shall be elected as a director of a listed company if:

(a) His name is not borne on the register of National tax payer except where such person is non-resident and

(b) He has convicted by court of competent jurisdiction as a defaulter in payment of any loan to banking company, a development institution, or being member of Stock Exchange he declare defaulter of such exchange.

· A listed company shall endeavor that no person is elected or nominated as a director if he or his spouse is engaged in the business of stock brokerage.

· The tenure of directors should be for three years.

· The directors of listed companies shall exercise their powers and carry their duties with the sense of objectivity judgment and independence in the best interest of the company. 

· The chairman of listed company, if present shall preside over the meeting of board of directors.

· The board of director shall meet at least once in the quarter of every financial year.

· All listed shall make carry appropriate arrangements for courses for their directors, for making acquaint them with their duties and responsibilities.

· The appointment, remuneration and term and conditions for employment of the chief financial officer, the company secretary and the head of internal audit of listed companies shall be determined by the CEO with approval of the board of directors, the CFO or the company secretary of the listed companies shall not be removed except by the CEO with the approval of the board of directors.

· The quarterly unaudited financial statements of listed companies shall be published and circulated along with director’s review on the affairs of the listed company for the company.

Listing of companies

· No dealing in securities of a company shall be allowed on the exchange.

· The permission under sub regulation (1) may be granted upon an application being made by the company or in respect of the securities in the manner described. The exchange such permission will concern among other things, sufficiency of public interest in the company of the securities.

· The exchange shall decide the questions of granting permission with in a maximum period of three month from the date of receive listing application. In case the permission is refused, the reason thereof will be communicated to the applicant and the authority within two weak of the decision.

· The board will be the sole authority to grant defer or refuse such permission and may for that purpose, relax any of these regulation subject only to 2/3 majority of the directors present at such meeting of the board.    

De-listing and suspension:
A listed company shall be delisted or suspended for the following reasons,

(a) If its securities are quoted below 50% of face value for a continuous period of three years.

Provided that if the shares of the company quoted at 50% or above of their face value then such a rate is maintained for a continuous period of thirty working days.

(b) if it has failed to declare dividend or bonus

I. For five from the date of declaration of last dividend or bonus or right shares.

II. In the case of manufacturing companies, for 5 years from the date of commencement of production.

III. For five from the date of commencement of business in others cases.

(c) If it has to hold it annual general meeting for a continuous. 

(d) If it has failed to hold it annual meeting of a continuous period of 3 year.

(e) If it has gone into liquidation either voluntary or under court order.

(f) If it has failed to submit the annual listing fee.  

(g) No Company, which has been de-listed or suspended, shall be resorted and its shares re-quoted until it removes the causes of delisting and receives the assent of the board for the restoration.

Recording Department
This Department although is sub Department. This Department is responsible for maintain the record for all matter related to Stock Exchange. They have different folders, for individuals, for general nature and for company’s affairs. This record is maintained manually, they maintain the shelves according to nature of companies e.g. the companies related to petroleum are maintained in one part of shelves, chemical sector is also maintained in one area of shelves. For external and internal correspondence, the Department maintains two types of record registers separately. The register contain the following columns,

I. Reference  No

II. Month and date.

III. Receiving number.

IV. Company\Department name.

The dispatch register contain following columns,

I. Issue number.

II. Month and date.

III. Place where to send.

IV. Subject.

Internal correspondence:

In ISE most communication is done through letters, when a letter comes from outside they maintained a record in shelves according to nature of letter whether it is related to companies affairs or general in nature. On arrival first the letter is stamped on which date, the day name and serial number is given to letter. In recording register the letter is registered. After recording they sent the letter to concerning Department for further process. If the Department is not mentioned on letter in which the letter will go. The recording Department observes the place of letter. The generally letters are sent to Department of general administration. When the process is complete from the concerning Department letter is sent to sectary and M.D. for final approval. After returning the letter from concerning Department the recording Department maintains the copy of record in related file. For faxes and telegraph same procedure is adopted.

External correspondence:

External correspondence is done after the process of documentation is complete. The different Departments sent reply or instructions to companies or government Departments. Every Department sent letters to companies or different external Departments according to their responsibility. The record section maintains a copy of document with entry on register. The record on dispatch the register is maintained with date wise and name of company or corresponding name where the letter will go. After preparing the envelops according to instructions of Departments where the correspondence will go, a copy of document is disclosed in company or Department files which is maintained separately. 

For faxes and telegraph the same method is applied.

Brokerage House

The brokerage house in which I worked is run by a member, whose name is Excel securities (Pvt.) limited. There are three types of brokerage houses in Islamabad Stock Exchange. These are following, 

(a) Individual brokerage house.

(b) Partnership brokerage house.

(c) Corporate brokerage house.

The corporate brokerage houses have a private limited status.  The right of ownership for member is transferable to other person. There are 110 members in Islamabad Stock Exchange (ISE).  But the members who transact the business in Stock Exchange are 38 in number, in which individual members run 65 houses and 45 exist in corporate form. There is no such fixation some about the transfer of membership to other person; it can be transferred at any time. The exchange charges fee for transfer of membership. 

System of House:

The brokerage house is in the basement of Islamabad Stock Exchange. It is owned by individual. The houses comprise three big rooms including one hall in which the trade is done.

Computer system:

There are two systems working in hall, the two screens work at a time. In upper screen the activities of trade in Karachi Stock Market (KSE) with the prices of shares and sign of trend is shown. The screen moves swiftly within seconds with trading activities. The lower screen shows the prices of Islamabad Stock Exchange (ISE) which is maintained by the brokerage house.

Central Depositary Company (CDC):

The central depositary is introduced some time ago for the purpose of on line trading. The Stock Exchange management has given reminder to all companies that they should become member of central depositary company (CDC) before of July 31, 2003. The central Depositary Company has a public limited status and its share is floating in market. Due to introduction of CDC now the duplication of shares is not possible in market. This system with rapid service also provides accuracy.

Members:

There are 110 members in stock Islamabad Stock Exchange (ISE). The active members are   , in which    are individual and   are corporate. In Islamabad Stock Exchange (ISE) the individual brokerage houses are more in number as compared to corporate brokerage houses.

Trading Process:

The trading process is done on line but there is fiscal share trading also occur for some companies which is not become the member of CDC system up to know, there is hope that the fiscal trading will be abolished.  

When an investor wants to sale the share he first observes from the screen the price of shares of company which he is holding. When he sees that he is in the position to make the profit in the market by making the comparison of the price of purchase and at which he want to sale he asks the broker to sale his holdings. In selling order he tells the company name, number of shares and the price at which he want to sale. The broker writes the instruction on computer for sale and place.

Terms to become the Member of Brokerage House:

For open the brokerage house the permission from Securities and Exchange Commission (SECP). The fee and other criteria vary according to instruction of SECP. There are following criteria,

i) He should be a citizen of Pakistan.

ii) The age limit is at least 21 years with effect the date on which he is applying.

iii) 
He should be at least graduate.

iv) 
He should pay fee according to latest information Rs.7500, 000.

v) He should national tax payer.

vi) He should not be defaulter of any financial institution or any body such that.


The membership is transferable to other person, who is able to meet the criteria, which are mentioned above. All three exchanges in the country are restricted by Securities and Exchange Commission of Pakistan (SECP) that they cannot involve in any trading activity regarding to buying and selling of shares. The following activities, which a brokerage house or individual can perform with the permission of SECP, these are,

(a) He can sale his seat to other person.

(b) He can be member of other Stock Exchanges at a time.

(c) He can issue a mutual or units in the form like ICP.

Commission Slabs:

ISE.                                                     KSE.                                  Future.                       

	Prices Limit.
	Delivery
	Trade
	Delivery
	Trade
	Delivery
	Trade

	0.01-19.99
	0.08
	0.04
	0.01
	0.03
	0.12
	0.12

	20   - 99.99 
	0.08
	0.05
	0.13
	0.1
	0.12
	0.12

	100-499.99
	0.12
	0.1
	0.15
	0.12
	0.15
	0.15

	500-999.99
	0.8
	0.15
	0.2
	0.15
	0.2
	0.2


Investor in Brokerage House:

The investors in brokerage house in most cases are not professional degree holders. The majority of them is graduate. Some of them do their trading on daily bases, they are called jobbers.  The charge of commission for jobbers is low than other investors.

Future Prospects:

 The future prospect is that they are making a plan to launch a program on TV and Radio with the help of Stock Exchange management for awareness of general public about Stock Exchange. The other one is that  they are preparing  a book to guide investor. They are thinking to buy a new bigger place in new building of ISE and also considering hiring more professional employees.

Clearing House

Clearing house is responsible for the clearing in settlement in the Stock Exchange. The staff of clearing house is expert in their field. They use all new technology for the process of settlement of the accounts and clearance. There are following responsibilities of clearing house,

· Responsible to make clearance of accounts to members.

· Make the statement about the members trading on daily bases.

· Charge the special fee on the members on their volume, which is called Laga.

· Make allocation about the member protection fund, investor protection fund and commission of SECP from Laga charges according to rule and regulation.

· Check the exposure limits of the members.

· Make allocation of amount in three banks in which the member holding accounts. For such purpose the clearing house makes the statement of balancing in banks in which the total receivables should equal to total payable. The balances cleared on the banks through the drawing check on each other bank.     

· To make sure that the clearing is done within time limit by the brokerage houses.

· Collect of the security, which is 15%, returns able. On living or on the occasion of winding up make arrangement to return the security to the member.

· Receive the bank statement from three banks and match the balance with clearing register.  

· Receive the cheque of margin if the member wants to open his exposure more and than open the exposure.

Working process in clearing House

The working in clearing house is very sensitive in nature. There is a counter of clearing house which is located the near the management office. Each brokerage house sends a person daily with cheque signature by the member for settlement. The clearing house receive the cheque from representative of brokerage house and give another cheque after taking the signature to him for his own settlement.  The record is maintained date wise by Department about the trade.

The brokerage house is connected on line with IT Department. The trading activity is also observed on lines, which are done by the members.  There is programming in computer system when a member exceeds the limit of exposure, he is pointed out automatically. The SECP is also connected with the net work to observe the trading activities of members.

Securities and Exchange Commission Charge:

After taking the Laga the deduction is made for SECP charges by clearing house,. The rate of such charges is 0.0009%. 

Member Protection Fund:

The Department also allocates the amount for member protection fund after deduction of SECP commission from Laga. The allocation is made at the 33.33% for such fund.

Investor Protection Fund:

The clearing house makes arrangement for investor protection fund. The allocation is made at the rate of 33.33% after the commission of SECP.

Principals of Clearing House:


Following are the principals of the clearing house.
Principal of Laga Charging: 

Laga charge is made at the rate of 0.006% charges on the trading of members. The rate is fixed by the consultation of SECP and management of Stock Exchange.

Principal of Timing:

The clearing house is not responsible for the trading which is done after the limit of time which is decided by the management with the consultancy of SECP. If due to time limit the market is closed and the broker involve in trading process with other broker than the trading will be done fiscally. The clearing house is not responsible for such transaction in the market.

Principal of Period:

The clearing house is working under the T+3 system. This mean the when the trade is done on Monday the collection of cheque both receivables and payables is made on Wednesday. Under this system the recovery collection is receivable on the members on Thursday. Similarly for Friday trading the claim is made on Tuesday and recovery can be collected from banks next day from the member account. 

Some trading is done under the T+1 system but it is done less as compared to T+3 system.  T+1 is done at the time when companies announce the dividend in market.

Principal of Commission:

The SECP charge the commission at the rate of 0.0009% from the Stock Exchange. The clearing house first separate the SECP commission from the Laga charges and after that the necessary deduction is made.

Principal of Pledge:

The clearing house also maintains the pledge from the members. The amount of such pledge is deducted at the rate of 15%.   The amount of pledge is returnable to the member without any deduction. There are following principals of pledge,

(a) There is list of the 330 companies, which is prepared by Karachi Stock Exchange (KSE), selected companies are the best performer with maximum volume. The list contains the market price of each company share and earning per share (EPS).

(b) The ISE follow this list because the trading nature is same for both exchanges.

(c) The value of market price or EPS which ever is greater is taken and then multiplied by the quantity of shares.  

                                                 Market Price ( Quantity = Total amount 

                                                                      Or    

                                                        EPS ( Quantity = Total amount

The greater high value of market price or EPS is taken for such multiplication. After this 15 % is charged on total amount. The purpose of such pledge is that the worth of member increase with the appreciation of price or EPS, so there is need for the guarantee with such potential to secure the client or investors.

Principal of Receivables:

If the member does not submit the cheque in time than he is liable for such thing. In this condition the exchange restrict the member for next day to enter in trading.

Principal of Bounce Cheque:

If the cheque is presented by the member and bank call it wrong than the clearing house asks the member to present a new check. The adjustment is made in this form on the next day.

Principal of Exposure:

The member of the exchange authorizes the amount of exposure. There are charges for every exposure in the form of slabs. If due to decrease in prices of shares the members worth decrease the exposure limit than the charge is made in reverse position instead of decreasing i.e. Due to decrease the prices of shares the worth of member go down on 9 million than the charges will not decrease and remained at 0.5 million. There are following table about the exposure limit, 

Charges on Exposure Limit

	Exposure Margin
	Rates 

	Up to Rs.5 million to Rs. 10 million.
	0.5 Million.

	Above Rs. 10 million & up to Rs. 20 million.
	Rs.0.5 million plus 10% of amount exceeding 10 million.

(Rs.1.5 million)

	Above Rs. 20 million up to 50 million.
	Rs. 1.50 million plus 20% million will amount exceeding Rs. 20 million.

(Rs. 7.50 million)

	Above Rs. 50 million and up to Rs. 100 million. 
	Rs. 7.50 million plus 25% the amount exceeding 50 million.

(Rs. 20 million)

	Over Rs. 100 million.
	Rs. 20 million plus amount exceeding Rs. 100 million.

(Rs. 50 million for exposure and margin up to 200 million.)


Principal of Net Income from clearing:

When Laga is charged on the members accounts after deducting the commission of SECP, investor protection fund (IPF) and member protection fund (MPF) remaining income is the net income from the clearing. The allocation for IPF and MPF is made at the rate of 33.33% for both after deducting the charges of commission for SECP.

Income from clearing = Laga – SECP commission- IPF at 33.33% - MPF at 33.33%.
Department of Investor Relations

Department of investor relations perform the following functions and are headed by associate manager

1) To provide all information with respect to members on requirements of investors.

2) To deal with the complaints of investors in Stock Exchange.

3) To meet all legal compliance in judiciary.

4) Maintain the newspapers.

Information to members:

The information is provided to investor on requirement regarding to member and brokerage house. 

Complaints of Investors:

The complaints are received from investors, after completing the procedure the documents are sent to the board of directors for purpose of final decision. If the board observes that the complaint is verified than the board makes the member bound for recovery. In case of not following the case is referred to court for recovery.

Legal compliance:

The Department of Investor relation is the representative of ISE in the court. It is also responsible to provide all record regarding to member on the demand of court. The Department should work for investor welfare.

Maintain news:

The Department is responsible to maintain the record of the newspapers, if the news is related to the important factors, which can affect the performance of stock market and related business.  

Personal experiences:


After compilations of second semester I had to do internship in business organization for maximum 8 weeks and minimum 6 weeks. I applied in various organizations and gave interviews. In applying these organizations I learned many things, like giving interviews, adjusting your C.V. according to specific post.
I applied in Islamabad Stock Exchange through reference of Sir Dr. G.S.K. Niazi. I gave interview in which I was asked about projects I have done my two semesters and question were asked about my courses, I was told that I would be informed about my selection. On 1 July I got confirmation letter in which I was informed about acceptance me as internee. 


On my first day I was briefed about the plan of internship and Departments I had too work. The incharge of internship at ISE, Mr. M. Waris Niazi told me about office rules and regulations. 


I started my internship in finance Department on the same day. The head of Department was Mr. Kamran. First of all I was briefed about the responsibility of the Department and work done. I started practical work of reading letters of various companies addressed to ISE. Mostly as the physical years ended when I started my internship to the majorities of letters were about annual listing fees, the major source of revenue for ISE and were along with checks. I was assigned to make receipts to the senders and also keep record of the receipt on accounts register and on computer by used of software developed for purpose of keeping financial record of ISE.

I also analyzed whether they have paid challan fee or not. And if challan form was not attached then a letter was send to them to give that form. 


The record of each transaction was kept up to date because these records were known to auditors, which were M/S Jamil and Co., chartered accounted. The accounts ere first kept in ledger, then into sub accounts. 


I also made bank reconciliation in which accounts ere adjusted for difference in bank statement and accounts.

I analyzed various file including financial data which help me to know about the expenses of ISE and its sources of revenue. 


In 1998 ISE got permission from CDA. to build 15 stories building in Blue Area near Saudi Pak Tower and now it is considering to build a 24 stories two towers for ISE towers. For this purpose ISE management has hired the services of professional consultancy from Ejaz and Tabasam charted accountants. They are asked to write a feasibility report on building of ISE. For this purpose they made two proposals which are on stand alone basis, which one can be accepted at a time. There are different assumptions for these projects.

These cash flows were predicted by analyzing future prospects and past trends and various methods were applied to calculated IRR, NPV, PBP, PI and suggest which one will be better.


These two proposals were presented in meeting of Board of Directors to decide about which one to select. The information is confidential and cannot be explained further.


I also analyzed financial statements of ISE, and the trend shows that ISE’s revenue is increasing, because listed companies and amendment in annual listing fee.

I worked 3 weeks in finance Department, it gave chance to apply bookings knowledge on real business transactions. I worked in Department of companies’ affairs, under Mr. Saqib who holds Masters Degree in economics and is doing M. Phil. He was very cooperative person who informed me about many regulations of ISE SECP that ISE is bound to follow, these includes brokers and agents affair and regulations made by ISE to regulate securities market. It included reporting of lost shares by owners who wanted duplicate shares. The ISE informs company and issues owners shares after inspection. But this case has been handled by CDC which keeps electronic record of shares.
I also had chance to analyze the un-audited and audited interim and annual reports of various listed corporations. As ISE makes sure that proper disclosure of information is given, to owners which are share holders, about anything, including general meeting’s decisions.

The corporate rewards, such as bonus shares, right shares and dividends are also informed to ISE on specific date.

I also studied rules for listing and delisting of companies. As a case study I had chance to study listing of UBL, United Bank Limited and checked that it meets requirements of SECP and ISE.

I also made new clippings which were given to news papers showing which are major gainer and major loser, total turnover and ISE network index and ISE 10 index.

I also worked in DDC which  keeps electronic records of shares and saw how these records are kept and how transfer  are reported and record, how NCC works and what functions where performed by it.

I worked one week in Department of company affairs and learnt about broker affairs and their agents. I learned how system audit of brokers is done and how they are picked for system audit. What penalties are charged for noncompliance with auditors?
I also learned about exposure slabs that the members have to pay. Whether they are following rules or not? I saw report of system audit of Lasani Securities.

I also had a chance to work with broker for few days, where I learned about badla transaction and badla changes. How market trends predict the prices of securities, when to buy and sell securities. Thus how speculations affect market. How bid and offer are made and how transactions are placed, shares are traded. How investors are guided and which companies are favorable to invest.
I also gave presentations in information session of ISE to public at large, about how shares are traded in Stock Market and which companies are better to invest. How to analyze companies, to ensure better returns? What precautions must be taken?
Achievements of ISE

As the economy of the country performed very well so ISE achieved many land marks during this year. The achievements will restore the confidence of the investor on ISE. The following achievements are remarkable for ISE,

1. Formation of computerized trading system is also one the achievements of ISE. The formation of CDC and NCC has reduced many complications and now monitoring of shares and related issues is easier and systematic. This has enabled abolishment of physical share trading which was source of errors.

2. A final roadmap has been chalked out to phase out the carry over transactions system (badla) from the Stock Exchange in Pakistan whereby this system would by eliminated by June 2005. In order to replace the old system, international model of margin trading shall be introduced by the Exchange. For hedging needs, the use of derivative market shall be promoted. In this connection, the SECP has allowed future trading in 29 scrips. It is hoped that this transition would bring a healthy change for sustainable development of the market

3. As a part of good government, the brokers are supposed to abide by the systems and norms devised for the trade and business in transparent manner. The ISE took a leading step to conduct the system audits of the members and the programmed of system audit by the practicing charted accountant firms which was initiated in late 2002. The exercise of system audit of members has proved beneficial to both the members and the Exchange as well. It enabled in recognizing the weaknesses of the system which has led to an overall effort to remove the observed deficiencies.

4. This year seven companies applied for listing whereas last year only one new entity was listed at the ISE. This sluggish growth of the corporate sector is due to enforcement of strict securities laws and monitoring measures besides the shift from equity rising to cheap borrowing through the money market.

5. As part of the exercise to create liquidity and make the market more active, a change in tick was affected this year by reducing the tick from paisa five to paisa one. This measure has been appreciated by the participants and has helped to an extent in the enhancement of the trade activities.

6. During this year ISE was able to get rid of its accumulated losses and its income was 21% more than previous year.

7. The index of ISE showed trend of increase.

8. The new contract of ISE building was singed and permission of 24 stories building was got.
Future outlook of Islamabad Stock Exchange

The Islamabad Stock Exchange faces many challenges in the perspective of short, medium and long term future strategy. A look at the performance of the Stock Exchange during the last many years reveals that not only the Exchange struggled to develop itself into a respectable alternative trading venue but it also could not achieve a desired financial strength that is crucial for any competitive business these days. The declining trading volume coupled with a falling trend in the listed companies witnessed at the ISE during the last year points to an uncertain future for the exchange during the times ahead. Together with the growing call for the merger and demutualization of the existing Stock Exchanges in Pakistan, it is clear that our Exchange would also need to adopt many changes in its structure and / or business model in the future. Whereas in case of a decision for the merger of the existing Stock Exchanges in one form or the other, the ISE is determined to press ahead for a merger on equal basis, however, in case of demutualization of the Stock Exchanges in stand alone or separate basis, the ISE would need to explore a new business models or any combination of the existing business model with an innovative approach to minimize its dependence on traditional sources of revenue, such as listing fee etc. In this connection, any decision on the future strategy of the ISE is dependent upon the regulator’s choice for any particular market structure in the country.


Regardless of the above uncertain challenges, the long term viability of our Exchange was and is still dependent on achieving diversification in our future revenue stream. In the past, the ISE had remained unsuccessful in exploiting the true potential of its investment in the real estate property meant for constructing the ISE building. It was due to the problem associated with our old construction agreement any progress on the construction of the building had remained stalled for years. However, after fruitless negotiations of the last six years, the ISE has very recently entered into a compromise agreement with the contractor that has enabled the ISE to terminate the contract upon a payment of Rs.225.00 Million. With this decision, it has now become possible to make use of our most prized asset to the ultimate final advantage of the ISE as an institution. The financial feasibility for the project reveals that the project would add a substantial stream of excess cash flow to the ISE even after meeting the construction expenses and after leaving more than 50% property for the use by the ISE and its members. In this way, what is clear is that the ISE has managed to improve both the medium and long term financial outlook of the institution. However, in the short run, the ISE would continue to face the same financial and competitive challenges that it has been facing in the past. But, during this intervening period, the ISE is seriously engaged in considering the expansion of its market out reach to many important cities of the northern region that could lead to more market activity at the ISE. The future of ISE is bright as economic environment and its new projects reflect increasing revenues as more people will invest in stock market. Some of them are:

Merger of three Stock Exchanges

The SECP and management of three Stock Exchanges is holding meetings to discuss merger of three Stock Exchanges. This is a good sign for ISE since customers will focus on one area and the liquidity of securities will be more which will attract more investors and more companies will be listed on national Stock Exchange which will ensure more profitability. For this purpose the land is acquired in near the Saudi Pak Tower Plot NO. 3035, Jinnah Avenue F-7 Islamabad.

Formation of CDC and NCC

The exchange implementing a plan with the help of SECP in which every company will bound to get membership of Central depositary company (CDC) before August 31,2003. This will help of transparency in functions and increase the efficiency in market.

The formation of NCC will ensure that settlement of trading takes place according to rules and regulations.

Library Establishment:

The new library in ISE is established for purpose to facilitate the investors and the general public for awareness. Now there is plan to have a library of international standard in new building.
Creating awareness about business of Stock Exchange
Now the management of ISE is planning to hire proper advertising company to attract people towards the stock market business. It has also started various programs to inform people about stock market. 

SWOT Analysis:

SWOT analysis comprises of strength, weaknesses, opportunities and threats. 

STRENGTHS:


Strengths are characteristics of specialty of organization that gives it edge over others. By utilization of theses Strengths Company can achieve maximum benefits. They may be core competences of that organization. 

1. Formation of CDC:

The formation of  CDC, which is central depository company has enable investors to do buying and selling of shares of shares electronically which has reduces the chances of fraud in case of private physical shares in market which caused troubles for ISE, investors and brokers. Now listed companies are quite large and they can only handled by an electronic system such as CDC. The formation of CDC shifted people to invest in Stock Exchange.

2.  Formation of NCC:


The formation of NCC, which is National cleaning company, enables investors to pay and receive money for trading of shares complexity in shares trading and now attraction of stock market is increase and it has given more hold to ISE management on brokers.

3. Technical and Professional Employees:


The employees of ISE are engaged with stock markets for a long time and are experienced to conduct their business and experienced. Further more the management of ISE is still striving for the best to adopt internet best practices and is working for betterment of exchange.

4. Carrier Opportunities:


The ISE higher management knows that its most impost assets are its employees, therefore it is constantly working to provide its employees better opportunities and growth in their carrier, by providing training and giving them chances to learn. Many employees who were graduates are doing masters and doing job in ISE. They want to retain employees.

5. Incentives and Monitoring:


ISE management has a professional view and only those employees who work for betterment of organization are retained, they are given various incentives, such as promotions and bonuses and increasing in their salaries if they achieve their targets.

6. Unity of command:


The structure if ISE management is centralized with managing Director as head of ISE’s, management. This gives organizations one direction and one goal to achieve.

7. Rules of Regulations:


The rules and regulations of ISE are its strength obeying these rules is compulsory, such as leaves rule, attendance and discipline, which creates feasible environment.

8. Work Force Diversity:


The employees of ISE belong to various regions and having different cultures, since ISE is working in dynamic environment so it has to adopt quickly which is done by variety of ideas from these employees. But handling their conflicts is also challenging.

9. Entrepreneurship:


The management of ISE is willing to accept new changes and ideas given by members, governments and investors to improve its operations it has always welcomed them. Current example is ISE has taken the issue of dehumanization and merging of Stock Exchanges seriously.

10. Transparency:


The vision mission and objective statement of ISE include making security market transparent and this boosts investors confidence. ISE ensures that all information is disclosed to investors and has disclosed ton investors and has discouraged speculations.

11. Islamic Investment:


As Pakistan is Islamic country, according to interest is prohibited. Therefore stock business is free of interest so it is a Islamic way to invest and people have more faith in their profits and earnings.

12. More Returns:


The past data shows that returns on investments are more than in banks and other investments so stock market is more attractive than other investments and investors can earn more in less time.

13. Safe:


The investment in Stock Exchange is safer since ISE ensures the investors investments are safe guarded and proper rules are developed for it.

WEAKNESS

The weaknesses are internal factors which hinder the working of organization and give competitotors edge. Some weakness of ISE realize by me are

1. Work Done In Building
ISE is currently working in leased building. It is four stories building in which construction work is in process which gives investors a bad impression and the management of ISE can’t perform at best level.

2
Small Area
The area of ISE in current building is very less as compared to that needed. This creates many problems files are spread on tables and employees are working closely which gives them insecurity. This problem will be handled by shifting to the new building 

3
Shortage Of Employees
Presently the strength of employees in ISE is very less as compared to work done by the organization. This creates burden on employees and they can’t perform their work properly. So more employees must be recruited to enable ISE to perform at its peak.

4
Less Control On Brokers
One of the major resources of revenue of ISE is fees received from brokers  such as exposures fees and rule bound trading of shares by brokers and agents who  are registered in SECP but some reports are there that unauthorized people are trading shares. To control this ISE should improve system.

5   Mess
 ISE should have a mess have of it’s own to entertain employees and guest to reduce wastage of time. 

6 Parking

As a most cases buildings in Blue Area don’t have proper parking which is cause of disturbance for management as they face difficulty by police
7 Less Salaries
The employees of ISE are paid less as compared to their work. To ensure the retention of employee ISE must think of increasing their salaries for employees

8 Formalized   

Due to the formalized system the employees are facing difficulties in contacting the upper Hierarchy. Thus it is also one of the demerits of the ISE 

9 Legal Laws
Some laws imposed by the federal government such as labour laws of firing inactive employees is big weakness for ISE.

10 Coordination
Less coordination between different exchanges has become a weakness and they can’t act on platform.

11 Taxes
 Taxes imposed by the government such as capital valued based tax and other taxes are becoming weakness.

12 No Formal HR Department
One of the demerits of ISE management is that they don’t have formal HR management Department. Therefore it is time of need to make a proper HR management Department and monitor the performance of employees, their attendance and monitoring any deviation between actual.
Opportunities:


Opportunities are positive trends in external environment their effective utilization can result in improvement of organization.

1. Economic Conditions:


The economic conditions of Pakistan are improving as a result more people are investing in stock exchange and index of all stock exchanges is improving. The favorable economic conditions project opportunities for ISE as more companies will invest and more people will engage themselves in the business of shares trading.

2. Government:


The Prime Minister of Pakistan Mr. Shaukat Aziz is MBA form IBA and was former employee in CITY bank. He was also former minister of finance and has solid knowledge of business and economy because of his attention to stock market the condition of stock market is improving day by day. There will be more investment opportunities for investors and thus review of stock exchange will improve.

3. Advertisement:


Currently people in Pakistan don’t have much knowledge about how to invest in stock market and what are the formalities of stock exchange. They are unaware of past statistical data to make decision about investing in stock exchange. By guiding people more and more they will learn how to invest in stock exchange.

4. Elimination of BADLA:


The process for elimination of carry over transaction system (BADLA) will have great impact over the future outlook of the stock markets in Pakistan although this system has some merits like easy availability of money at comparative rates but the BADLA are far more. Most of the times this factor has a sheer role to destabilize stock market in the past. The BADLA also proves to be an impediment for the growth of ISE market and causes for shifting volumes from ISE to more liquid bourses. 


The pre-trading margin-financing mode through banking channels whould brings stability in the market. 

5. Rules of SECP:


The SECP has allowed trading in futures to 29 scrips thereby raising the maximum limit of number of scrips from 15 and it is expected that the future market would prove to be a real substitute of BADLA for hedging purposes.  

6. Financial Health:


As regards the financial health of institution it is the matter of satisfaction and gratitude for all of us that for the first time for the past many years that exchange has accumulated a surplus and all successive loses have vanished. 


The exchange has earned record revenue of 46.7 million which was 21% higher to as compared to last year.

7. Merger of All Stock Exchanges:


The regulatory authority SECP is considering integrating all three stock exchanges into national market. It is an opportunity for ISE because to trading of shares will increase and more companies will be attracted and investors will be focused of one area. 

8. Formation of South Asian Federation of Exchanges:


Now it is decided that south Asian federation of exchanges will be open in Islamabad. This will make trading of shares across boundaries therefore more companies will be listed and more revenue will be received. This development will take long period and new and complex rules will formulate.

9. Electronic System:


Now the trading of shares is done by electronic system and shares are rarely traded in physical form. This is because of formulation of NDC and CDC. This has made share trading more easily feasible and attractive. The management also finds it easy

The investors have more confidence in investing in ISE as there are more security measures to safe guard their investments.

10. Dynamic organization

The management of ISE is always willing to accept changes brought by SECP and try its best to solve conflicts of investors and brokers. It is always changing according to the needs.

11. Diversification:


ISE is considering dealing in diversified securities and financial products to attract invertors giving them alternatives to invest. This will open new gates to ISE.

12. New Building:


ISE is constructing new building in Blue Area, Which has 24 stories and is called “ISE Towers” 


After the completion of this project more revenues will be coming to ISE in form of Annual Listing fees and advance from booking. It is a huge investment whose returns are expected to be high.

13. Other Investments:


The other investments in market are giving less return because interest given is low as compared to returns gained from investments in stock exchange and inflation is low. 

Threats

Threats are negative trends in external environment in which an organization is working.  They must be carefully dealt some threats for ISE where
1 SECP’S Rules.
Taxes imposed by the government such as capital valued based tax and other taxes are becoming threat and people will shift towards other investments.

2 Less Share

The share of ISE in activity of all markets of Pakistan is very less as compared to other markets such a KSE and ISE.  Therefore the role of ISE in stock market is less, only shares of 10 or less companies is traded. Measures must be taken to increase the share of ISE.

3 Expenses

Expenses of exchange increased slightly as compared to past rear.

4 Merger
The future faith of ISE is dependent on decision of SECP and other exchanges whether they will go for demutualization or integration.  In case of integration ISE will lose its status and its employees will have to fight for their jobs and different regulations will be imposed. In case of demutualization ISE will have to go for diversification.

5 Formation of SAFE

With formation of SAFE, the attraction of ISE will decrease and competition will increase people will have alternatives to invest into.  The rules would be changed and foreign countries will have influence on functioning of safe.

6 New Building

Huge amount of money is invested in ISE Towers new building of ISE.  The feasibility report made by Ijaz and Tabasam has some assumption making this report and predicting the future of ISE. If the economy condition change cash flows will change and this will affect feasibility of project.

7 Legal Laws

The laws of companies ordinance and labour laws are threat to ISE because they can not fire their employees.  They have right to challenge their filling in court.

8 Location

The location of ISE is in Islamabad which is not that much centre of business activity and most companies have their head quarters in Karachi.  Therefore have advantage to be listed in Karachi, because expenses for transporting material will be less in KSE and trading volume of KSE is more. Therefore they don’t like to take burden of distributing report and writing letters.

9 Liquidity

The liquidity of investments is very important factor in considering investments in stock exchange a stock exchange in which more shares are traded has more liquid securities.  Therefore securities are more liquid in KSE than in ISE. Especially the elimination of badla will make liquidity of transactions less as compared to present 

10 Speculations
Speculations are biggest threat to stock market.  These speculations can change the prices of securities in minutes.  Therefore investors hesitate to invest when they see that losses are encountered when speculations are done.

11 Income

According to an estimate the member of people who are below average are increasing which is negative sign for ISE because, people don’t have money to invest in stock market, therefore the stock market will be not efficient.

12 Low Salaries

The salaries of employees of ISE are less which will cause shifting of employees to other sectors. During merging many employees will have to do golden handshake.  Thus to retain employees some thing must be done 

13 Paper Record

The organization has to keep record on paper for proof purposes therefore it is threat to ISE in terms of wastage of time & resources. 
Conclusions

The results of current years financial statements show that the performance of  ISE  good and it has got rid of its accumulated losses which mainly because of cost of new projects such as building of ISE. The number of listed companies and ISE 10 index improved. The management of ISE is hard working and skilled they are most important asset of organization. The foreign investment is also a good sign and merger of three stock exchanges and formation of national stock exchange will open new doors for ISE. The introduction of electronic system of trading shares and development of web site of ISE is another bright aspect. The share of ISE in stock markets of Pakistan is very less and turnover is very less. The trading is mainly done in shares of 10 or less companies.

The ISE should have a proper human resource department to recruit new employees and observe the performance of current. The elimination of deep routed system of badla transactions will take time and will be difficult. There should be proper awareness created among people by advertising and informing them about stock business. Working in ISE was a great experience, the management of ISE was very cooperative and there was so much to learn that I was not able to understand all things but I have tried my best to learn very bit of it.
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