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AGENDA 

Forum Meeting 

Timing:   Wednesday, 2 April 2014 commencing at 11.00am 

Lunch from 12.30pm to 2.00pm 

Location: ASX offices – Level 1, 20 Bridge Street, Sydney 

 

 Indicative Timing 

1. Welcome and Introductions 11.00am – 11.05am 

2. Minutes from the 2 October 2013 meeting 

The Forum is invited to approve the minutes from the last meeting. 

11.05am – 11.10am 

3. Business Matters 

a. Update on Business Committee outcomes 

The Forum will be updated on the outcomes from the Business Committee work 
program to date. 

b. Consultation on transitioning to a T+2 settlement cycle 

The Forum will be updated on the commencement of consultation and initial 
industry feedback on transitioning to a T+2 settlement cycle for cash equities. 

c. International cost benchmarking of cash market clearing and settlement services 

The Forum will be updated on the engagement of Oxera Consulting, the final 
scope and methodology for the analysis and the commencement of the analysis. 

d. Introduction of ISO 20022 standard messaging in conjunction with CHESS 
replacement 

The Forum will be updated on the feedback received from the Business 
Committee and Technical Committee on the migration to standard messaging at 
the same time that CHESS is replaced. 

The Forum will be invited to endorse the Technical Committee being focused on 
the replacement of CHESS. 

11.10am – 11.35am 

4. Cash Market Clearing and Settlement Performance Report 

Report on the operational performance of cash market clearing and settlement 
services  

The agenda paper is provided for noting. 

11.35am – 11.40am 
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5. Management Accounts for Cash Market Clearing and Settlement  

The management accounts for cash market clearing and settlement services for the 
half year ended 31 December 2013 were released, together with ASX’s half year 
results, on 13 February 2014. 

The agenda paper is provided for noting. 

11.40am – 11.45am 

6. Financial System Inquiry 

The agenda paper is provided for noting. 

11.45am – 12.15pm 

7. Governance Matters 

a. Forum Chair report on the Boards of ASX Clear and ASX Settlement’s 
consideration of initiatives prioritised by the Forum 

The Forum Chair will provide an oral report on the outcomes of the discussion at 
the 13 November 2013 meetings of the Boards. Correspondence from the 
Chairman of the Boards of ASX Clear and ASX Settlement has been provided. 

b. Matters from the meeting to be reported to the next meeting of the Boards of ASX 
Clear and ASX Settlement 

Forum Members are invited to put forward matters from the meeting to be 
included in the report to next meeting of the Boards of ASX Clear and ASX 
Settlement. 

c. Business Committee reports 

Reports from the Business Committee summarising the key issues from the 
9 December 2013 and 19 February 2014 Business Committee meetings, together 
with the meeting minutes for those meetings, have been provided  

12.15pm – 12.25pm 

8. Next Meeting 

The next meeting of the Forum will be held on Monday, 23 June 2014, commencing 
at 10.00am 

Forum Members are invited to put forward agenda items for the next meeting. 

12:25pm – 12:30pm 

9. Lunch  

Mr Glenn Stevens, Governor of the Reserve Bank of Australia, is the lunch guest. 

12:30pm – 2:00pm 
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ATTENDEES  

MEMBERS 

Company Name Job Title 

ASX Limited, ASX Clear and 
ASX Settlement Boards 

Dr Ken Henry AC Forum Chair 
Director 

ASX Clear and ASX 
Settlement Boards 

Mr Ian McGaw Director 

Users of clearing and settlement services 

Chi-X Australia Mr John Fildes Chief Executive Officer 

Citi Australia Mr Stephen Roberts Chief Executive Officer, Chief Country Officer 

CommSec representing 
Commonwealth Bank of 
Australia 

Mr Paul Rayson Managing Director, CommSec 

Deutsche Bank AG Mr James McMurdo Chief Executive Officer 

J.P. Morgan Mr Robert Priestley Chief Executive Officer, ASEAN and Australia 
and New Zealand 

Morgan Stanley Australia Mr Steven Harker Managing Director and CEO 

Patersons Securities 
(by telephone) 

Mr Michael Manford Executive Chairman and CEO 

Pershing Securities Mr Craig Mason Chief Executive Officer 

Industry stakeholders 

Australian Custodial Services 
Association (ACSA) 

Mr Martin Carpenter ACSA Director and Executive Sponsor for the 
Custody Operations Working Group 

Australian Financial Markets 
Association 

Mr David Lynch Chief Executive Officer 

Financial Services Council Mr Brett Jollie Director, FSC Board 
Co-Chair, FSC Investment Board Committee 

Australian Payments 
Clearing Association (APCA)  

Mr Chris Hamilton Chief Executive Officer 

Association of 
Superannuation Funds of 
Australia (ASFA) 

Mr Gordon Noble Director Investments and Economy 

GBST 
(by telephone) 

Mr Stephen Lake Managing Director and Chief Executive 
Officer 

Link Market Services and 
Link Super 

Mr Phillip Muhlbauer Chief Executive Officer 

Stockbrokers Association of 
Australia 

Mr David Horsfield Managing Director and CEO 

 

ASX Group 

Name Job Title Agenda Items 
in Attendance 

Ms Pippa Downes Director, ASX Clear and ASX Settlement Boards All 

Mr Elmer Funke Kupper Managing Director and CEO  All 

Mr Peter Hiom  Deputy CEO All 

Ms Amanda Harkness Group General Counsel & Company Secretary All 

Ms Danielle Henderson General Manager, Clearing Services All 

Mr Daniel Moran  Deputy General Counsel All 

Mr Tim Hogben Executive General Manager, Operations  1 - 4 

Mr Andrew White General Manager, Settlement Services 1 - 4 

Mr Tim Thurman  Chief Information Officer 1 - 3 

Mr Alan Bardwell Chief Risk Officer 1 - 3 

Mr Ramy Aziz Chief Financial Officer 5 
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APOLOGIES 
 

MEMBERS 

Company Name Job Title 

Financial Services Council Mr Greg Cooper Chairman, FSC 

Group of 100 (G100) Mr Terry Bowen President 

HSBC Bank Australia Mr Tony Cripps Chief Executive Officer 

Macquarie Securities 
Group 

Mr Stevan Vrcelj Group Head 

UBS Australasia Mr Matthew Grounds Chief Executive Officer 
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FORUM MEETING PAPER AGENDA ITEM 2 

Topic Minutes from the 2 October 2013 meeting 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To provide Forum Members with a copy of the minutes and report to the Boards of ASX 
Clear and ASX Settlement from the 2 October 2013 Forum meeting. 

Action required To approve the minutes and report from the 2 October 2013 meeting.  

 

Draft minutes and the draft report to the Boards of ASX Clear and ASX Settlement from the 2 October 2013 Forum 
meeting were emailed to all members of the Forum on 22 October 2013 for comments by 30 October 2013.   

There were no changes to the draft minutes and/or report suggested by Members. 

The minutes were signed by the Chair on 1 November 2013. 

A copy of the minutes and report are provided in Attachments A and B. 

 

 

 

 

 

 

 

ATTACHMENTS 

Attachment A – Report to the Boards of ASX Clear and ASX Settlement from the 2 October 2013 Meeting 
Attachment B – Minutes from the 2 October 2013 Meeting 
 



 
 

FORUM REPORT TO THE BOARDS OF ASX CLEAR PTY LIMITED AND ASX 
SETTLEMENT PTY LIMITED 

From the 2 October 2013 Forum meeting 

 The Forum adopted the Charter and formalised the appointment of the Business Committee. 

 The Forum noted the forward work program for 2013-14, with broad support from members, 
including support for the prioritisation of the following initiatives: 

- consideration of a T+2 settlement cycle in conjunction with consideration of cut-off times 
for batch settlement; and 

- the development of ISO 20022 standard messaging as an alternative to CHESS 
messaging. 

 The Forum discussed the report on international cost benchmarking of cash market clearing 
and settlement services, and endorsed the timetable for production of the report by a target 
date of 1 July 2014. The Forum also broadly agreed on the general scope of the report, which 
will be factual, based on the MSCI markets (and taking account of members’ input on other 
markets that should be included), and will include basic fee comparisons, disaggregating 
services where possible. 

 The Forum noted the cash market clearing and settlement management accounts. 

 The Forum noted the operational performance report, and provided feedback on: 

- the metrics provided on uptime/ availability, which in future reports will include CHESS; 
and 

- equivalence of post trade clearing and settlement services irrespective of where the 
trade was executed, with ASX noting its intention that, when it comes to post-trade 
services, participants should be agnostic about the trade execution venue.  

 The Forum noted the report on account segregation and portability under the Financial Stability 
Standards, with general support for retaining current account structures. 

Agenda Item 2 - Attachment A
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FORUM MEETING PAPER AGENDA ITEM 3A 

Topic Update on Business Committee Outcomes 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To update the Forum on the outcomes from the Business Committee work program to date.  

Action Required To note the agenda paper. 

 
OVERVIEW 

Initiatives included in the forward work program, which was endorsed by the Forum at its last meeting, have been progressed in 
accordance with the priorities identified by the Forum and the Business Committee.  In addition to the focus on progressing 
consideration of moving to a T+2 settlement cycle for cash equities, the international cost benchmarking of cash market clearing 
and settlement services and the introduction of ISO 20022 compliant standard messaging for cash market clearing and 
settlement services (these topics are covered by separate agenda papers), the following initiatives are being progressed to 
completion through the Business Committee work program: 

1. Financial Stability Standards relating to segregation and portability requirements – ASX has been working with the 
regulators to implement a solution that provides for enhanced protection of client assets without the need to segregate 
participants’ house and client accounts.   

• The RBA and ASIC have agreed to ASX’s proposed solution, which involves a number of rule changes to the ASX 
Clearing and Settlement Operating Rules and a new CHESS processing flow for client broker sponsored sales. 
Under this solution, the optimal netting efficiencies are retained for participants.  

• The amendments to the ASX Clearing and Settlement Operating Rules will be finalised by April 2014 and final 
CHESS systems enhancements are scheduled for implementation in November 2014. 

2. Activity and fee reporting for clearing and settlement participants – in response to feedback from the Business Committee, 
ASX has developed new quarterly reporting for clearing and settlements participants on their respective activity levels and 
fees paid.  The new reports have been endorsed by the Business Committee, and will be delivered by April/May for the 
March 2014 period. 

3. Tiered capital requirements for general clearing participants – ASX has undertaken consultation and is in the process of 
seeking regulatory approval to introduce tiered minimum core capital requirements for general clearing participants (also 
known as, third party clearers) in line with the number of participants cleared.   

• The proposed new tiered minimum core capital requirements more appropriately reflect the (CCP and systemic) risk 
characteristics of different participant types and seek to reduce unnecessary barriers to entry for general clearing 
participants.   

• Regulatory clearance is expected H2 2014. 

4. Australian Approved Deposit Taking Institutions (ADIs) as clearing participants – ASX has facilitated ADIs becoming clearing 
participants by clarifying and removing duplicative obligations between the ASX Operating Rules and APRA’s prudential 
requirements. 
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FORUM MEETING PAPER AGENDA ITEM 3B 

Topic Consultation on Transitioning to a T+2 Settlement Cycle. 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To update the Forum on the consultation process underway on shortening the settlement 
cycle for cash equities in Australia, and to discuss timeframes to progress the initiative.  

Action Required To note the agenda paper. 

 

BACKGROUND 

As recommended by the Forum at its 2 October 2013, ASX has accelerated consideration of transitioning to a T+2 settlement 
cycle for cash equities in Australia.  This topic has been given the highest priority in the Forum and Business Committee forward 
work program over the next 18 months. 

The Business Committee has been consulted in the development of the consultation paper on the introduction of T+2.  The final 
consultation paper released to the market incorporated feedback received from Members of the Business Committee at its 
19 February 2014 meeting. 

CONSULTATION ON A T+2 SETTLEMENT CYCLE 

ASX has engaged with a number of retail and institutional participants, and other industry stakeholders including custodians and 
system vendors, informally seeking feedback on the expected benefits and impacts from the transition to a T+2 settlement cycle 
in the Australian market over the last few months.  Through this engagement, ASX has sought to identify the key expected 
impacts from a transition to a T+2 settlement cycle for inclusion in the consultation paper. 

The feedback received in those discussions has provided support for the introduction of a T+2 settlement cycle and for ASX to 
undertake a formal consultation process regarding its introduction. 

On 24 February 2014, ASX publicly released a consultation paper “Shortening the Settlement Cycle in Australia: Transitioning to 
T+2 for Cash Equities” seeking feedback on the expected costs and benefits, industry readiness, a feasible timetable for 
implementation, the key preconditions that need to be in place to transition to T+2 and possible measures to assist in managing 
late settlements following the introduction of T+2.   

Through the consultation, ASX is seeking feedback on whether the introduction of T+2 in the first quarter of 2016 (calendar year) 
is feasible and supported, or whether an earlier implementation is considered achievable and should be targeted. 

As set out in the consultation paper, ASX has estimated the following potential capital and margin savings for the industry from 
the introduction of T+2:    

 had the T+2 settlement cycle been in place from June 2012 to December 2013, daily cash market margins for the total 
market would generally have been 20-30% lower, producing an estimated reduction of $30-$40 million in total margin 
payments with a consequent saving in funding costs for the industry.  On a daily basis, individual clearing participant margin 
changes vary widely from relatively small increases on some occasions to reductions of over $10 million for some larger 
clearing participants.  In over 90% of cases, participants’ daily cash market margins were reduced 

 clearing participants, especially those clearing institutional business, could expect a reduction in their liquid capital 
requirements, in so far as they relate to cash equities, of between 10% and 20%.  It is estimated that the total liquid capital 
requirement for the industry as a whole could potentially be reduced by between $60 million and $120 million. 
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The expected reduction in aggregate counterparty risk exposure for the central counterparty and resulting reduction in systemic 
risk from the introduction of a T+2 settlement cycle provides the opportunity for ASX Clear to review the $250 million of paid-in 
capital that ASX provides for the purpose of the clearing house default fund.  ASX Management intends to engage with the RBA 
and the ASIC on the introduction of a T+2 settlement cycle, including the potential to reduce the financial resources held by ASX 
Clear.  A reduction in the paid-in capital held by ASX Clear would provide the opportunity for ASX Clear to reduce the clearing fee 
for cash equities. 

The executive summary of the consultation paper is provided in Attachment A.  The consultation paper is available here. 

Written submissions are due by 7 April 2014.  ASX is also undertaking a number of bilateral consultation meetings with interested 
customers and consultation roundtables with industry organisations and their members, including the Australian Financial 
Markets Association (AFMA), the Stockbrokers Association of Australia (SAA), Australian Custodial Services Association (ACSA) 
and Omgeo Australia’s Regional Advisory Council.  ASX has also met with the Australian Payments Clearing Association (APCA) 
and has held a series of customer and vendor technical workshops covering the major equity clearing and settlement securities 
vendors.   

Bilateral engagement with the New Zealand Stock Exchange has also commenced to ensure the implications of Australia moving 
to a T+2 settlement cycle are understood with respect to entities listed on both the ASX and NZX markets. 

 NEXT STEPS  

ASX will provide a summary of feedback received through the consultation process to the Business Committee at its next meeting 
on 7 May 2014.  At that meeting, the Business Committee will consider the level of industry support for shortening the settlement 
cycle in the near term and provide a recommendation regarding a feasible timeframe for implementation. 

The Forum will be provided with this feedback and will be invited to consider the timing for a T+2 settlement cycle for cash 
equities to be introduced in Australia at its next meeting on 23 June 2014. 

ATTACHMENTS 

Attachment A – Executive Summary of ASX consultation paper “Shortening the Settlement Cycle in Australia: Transitioning to 
T+2 for Cash Equities”. 

 

http://www.asx.com.au/documents/public-consultations/T2_consultation_paper.PDF


 

 

Shortening the Settlement Cycle in Australia: 

Transitioning to T+2 for Cash Equities 

 

Consultation Paper   25 February 2014  
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Invitation to comment 

ASX is seeking submissions on this 

consultation paper by Monday, 7 April 2014. 

Submissions should be sent to: 

E regulatorypolicy@asx.com.au  

Regulatory & Public Policy ASX Limited  

20 Bridge Street Sydney NSW 2000 

Attention:  Ms Diane Lewis – Senior 

Manager, Regulatory & Public Policy 

ASX prefers to receive submissions in 

electronic form. Submissions not marked as 

‘confidential’ will be made publicly available 

on ASX’s website. 

If you would like your submission, or any 

part of it, to be treated as ‘confidential’, 

please indicate this clearly in your 

submission.  

Contacts 

For general enquiries, please contact: 

Ms Diane Lewis – Senior Manager, 

Regulatory & Public Policy 

T  02 9227 0154  

E diane.lewis@asx.com.au 

Media enquiries, please contact: 

Mr Matthew Gibbs – General Manager, 

Media and Communications  

T 02 9227 0218 

E matthew.gibbs@asx.com.au 
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Executive Summary 

ASX is consulting on the introduction of T+2 settlement for cash market trades in Australia.  The consultation seeks to 
obtain feedback on the size of the benefits, industry-readiness, an achievable timeframe and the issues that need to be 
addressed to facilitate the transition to T+2.  Today, T+2 operates in a number of markets, including Germany and Hong 
Kong, and will shortly be introduced throughout Europe. 

The broad-based benefits of shortening the settlement cycle for cash equities in Australia have been widely recognised by 
participants and other industry stakeholders.  The growing global interest is being driven by the evolution of payments 
systems, dematerialised security holdings, improvements in trade affirmation and the over-arching desire to reduce risk in 
the settlement of a trade.   

Shortening the settlement cycle by one business day is expected to deliver broad-based benefits by: 

 reducing counterparty risk for individual investors, participants and the central counterparty, resulting in reduced 
systemic risk for the market as a whole 

 reducing the regulatory capital required to be held by market participants to mitigate risk 

 standardising regional and global settlement practices 

 driving greater post-trade operational and process efficiency and associated cost savings. 

ASX has estimated the following potential capital and margin savings for the industry from the introduction of T+2:    

 had the T+2 settlement cycle been in place from June 2012 to December 2013, daily cash market margins for the 
total market would generally have been 20-30% lower, producing an estimated reduction of $30-$40 million in total 
margin payments with a consequent saving in funding costs for the industry.  On a daily basis, individual clearing 
participant margin changes vary widely from relatively small increases on some occasions to reductions of over 
$10 million for some larger clearing participants.  In over 90% of cases, participants’ daily cash market margins were 
reduced 

 clearing participants, especially those clearing institutional business, could expect a reduction in their liquid capital 
requirements, in so far as they relate to cash equities, of between 10% and 20%.  It is estimated that the total liquid 
capital requirement for the industry as a whole could potentially be reduced by between $60 million and $120 million. 

In addition, ASX has received feedback from participants indicating that they expect a reduction in their counterparty credit 
risk exposure to end clients.  A reduction in counterparty risk for investors may also deliver the additional benefits of 
freeing credit, which could lead to higher turnover and increased trading capacity. 

The reduction in aggregate counterparty risk exposure for the central counterparty and resulting reduction in systemic risk 
expected from the introduction of a T+2 settlement cycle also provides the opportunity for ASX Clear to review with the 
Australian Securities and Investments Commission (ASIC) and the Reserve Bank of Australia (RBA) the $250 million of 
paid-in capital that ASX provides for clearing participant default management.  A reduction in these resources held by ASX 
Clear would provide the opportunity for ASX Clear to reduce the clearing fee for cash equities.   

ASX would need to make changes to CHESS to enable a T+2 settlement cycle.  While this would not be a major project 
for ASX, we recognise that the transition to, and implementation of, a T+2 settlement cycle will impact market participants 
in different ways.  One of the objectives of this consultation is to ensure that the industry as a whole appreciates these 
impacts and develops an industry-wide approach to the management of a transition to T+2. 

If market participants and other industry stakeholders confirm their support for the introduction of a T+2 settlement cycle in 
the near term, ASX expects that most of the preparation for transition to a shorter settlement cycle will be undertaken in 
2015.  During this period, a CHESS replacement project (which will be subject to a separate consultation process) will be 
underway.  The T+2 and the CHESS replacement initiatives will be run in parallel, with no dependency between them.  

ASX is now seeking industry feedback on whether the introduction of T+2 in the first quarter of 2016 (calendar year) is 
feasible and supported, or whether an earlier implementation is considered achievable and should be targeted. 
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What needs to be in place for T+2 

This consultation also seeks feedback on the preparedness of industry and validation of the key preconditions required to 
move to a T+2 settlement cycle for cash equities in Australia, in particular, the relative importance of: 

 achieving higher rates of same day trade affirmation 

 improving matching and settlement efficiency 

 accelerated clearance of retail funds 

 managing the potential for increased settlement failure through changing the settlement batch cut-off time or the 
introduction of alternative mechanisms for dealing with late settlements. 

 the sequencing of an Australian T+2 implementation with European or other major markets  

The settlement failure rate for cash equities in Australia is extremely low, with an average daily settlement failure rate of 
0.339% over the December 2013 quarter.  ASX is of the view that transitioning to a T+2 settlement cycle should not lead 
to a significantly increased risk of settlement failure.   

ASX is proposing that any additional settlement failure fees received during the first 12 months of implementation will be 
set aside in a separate pool of funds to undertake customer and investor education.  
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FORUM MEETING PAPER AGENDA ITEM 3C 

Topic International Cost Benchmarking   

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To inform the Forum of the key activities in progressing the international cost 
benchmarking for cash market clearing and settlement services. 

Action required To note the agenda paper. 

 

UPDATE ON COMMISSIONING WORK   

Following a request-for-proposal (RFP) process in December 2013, Oxera Consulting (Oxera) was engaged in early 
January 2014 to undertake the international cost benchmarking analysis.  ASX received four responses to the RFP. 
Oxera was selected on the basis that it was best placed to deliver the report in the tight project timelines given their 
previous experience in this subject matter. 

The project budget is between $400,000-500,000.  This will be reflected in the next set of cash market clearing and 
settlement Management Accounts, with the cost apportioned between ASX Clear and ASX Settlement.  

Over the last couple of months, Oxera and ASX have been making contact with exchanges in the relevant markets to 
encourage active engagement in the information collection process to ensure Oxera has accurate information for 
inclusion in the analysis.  The response to these approaches to date has been encouraging.  It is hoped that this will be 
reflected in the robustness of the final report. 

PROJECT OBJECTIVE 

The project objective is to provide a quantitative measure of the relative costs of trading, clearing and settlement of cash 
equities across a range of different developed markets.  To assist readers’ interpretation of those quantitative results, the 
study will be accompanied by: 

 a detailed description of the methodologies employed including any limitations (data or other) of the analysis 
that may affect the robustness of the results or the interpretations to be drawn from the results; and 

 an analysis of the different services and relative service levels provided by financial market infrastructure 
providers (FMIs) in different jurisdictions, potential differences in market structures, scale and different risk 
management arrangements.  There will not be a service level comparison for trading given the focus of this 
project is on post-trade services. 

FINAL PROJECT SCOPE AND METHODOLOGY 

Project Scope  

Oxera will undertake a comprehensive analysis across a range of markets providing a good cross-section of jurisdictions 
by region, size of market, stage of development and market structure, including markets with clearing competition.   

The countries included in the review are:  

 Americas: United States, Canada, Brazil 

 Europe: UK, Germany, France, Spain, [Switzerland and/or Denmark] 

 Asia-Pacific: Australia, Japan, Hong Kong, Singapore, Korea 
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Oxera have indicated that where financial centres have competing providers of trading and/or clearing services, it may 
be appropriate to include more than one provider in order to ensure the estimates cover a large part of the market.  It will 
also depend on the extent to which pricing schedules are very different between service providers.  Oxera will provide an 
explanation of why the particular markets were chosen for inclusion in the analysis in the final report. 

The cost and service level comparisons will focus on the clearing and settlement aspects of the trading value chain.  

The cost comparison will be conducted on the following basis:  

 at an aggregate level (ie inclusive of all trading, clearing, and settlement costs); 

 by separating out trading and post-trading (clearing, settlement and depository) costs; and 

 by separating out clearing and settlement costs. 

Project Methodology 

The analysis will be prepared from two different cost perspectives to provide a cross-check on the overall conclusions: 

 A top-down approach (revenue analysis), where aggregate measures of the revenues received by FMIs for 
providing services are presented in a normalised form (for example, as a proportion of traded value and/or simple 
financial ratios).  This approach provides an average cost across the market for these services; and 

 A bottom-up approach (user profile analysis), where a cost profile is modelled based on a specific sized trade or is 
based on a more detailed customer trading profile (user profile). This measure provides a more granular estimate 
which reflects that different trading behaviour can generate significantly different costs based on the structure of 
fees. 

A wide spectrum of end-user types will be considered in the bottom-up modelling, including a range of user profiles 
within three broad groups: 

 Retail investors; 

 Institutional investors undertaking a range of common trading strategies; and 

 Investors that pursue automated trading strategies, such as HFT.  

The user profiles combine two separate profile types by matching investors (end users) with an intermediary type.  This 
captures not only how the end-investors trade and use the infrastructure but also how they connect to the infrastructure 
through their appointed intermediaries.  It is these intermediaries who are directly charged by the service providers.   

Oxera has compiled investor profiles based on public information on investor types and intermediary profiles based on 
information provided by ASX on participant trading, clearing and settlement metrics.  The scope of work agreed with 
Oxera provides for a maximum of eight user profiles.   

The investor profiles are based on a frequent and infrequent retail trader, together with four profiles covering a spectrum 
of managed funds, and a profile representing an active proprietary trader.  These profiles were discussed with the 
Business Committee.  The different intermediary types are based on an online retail broker, a retail advice broker, a 
small institutional broker, a mid-sized institutional broker, a large institutional broker and a HFT / market making broker. 

As Australian-centric user profiles may not generate ‘sensible’ results in some jurisdictions where significantly different 
investor trading behaviour and/or FMI pricing structures apply, Oxera proposes to generate other profiles to try and 
capture these differences, and to test the robustness of the results.  

As the user profile analysis can only capture the approximate experience of several different types of user and cannot 
fully capture the experience of every broker and investor, Oxera will undertake a sensitivity analysis to test the relative 
costs across markets against changes in some of the key parameters.  This will help ensure the analysis is robust and 
that all profiles taken together provide a good representation of the whole market. 
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Service Level Comparison 

The quantitative cost comparison will be complemented by other analysis (qualitative and/or quantitative) that will assist 
in the interpretation of the quantitative results and to ensure they are a like-for-like comparison or, if not, that those 
differences are clear to readers of the report.  A comparison of services provided by FMIs in the different jurisdictions will 
allow readers of the report to consider the extent to which the costs in different markets reflect the different services or 
service levels provided.  The service comparison will include an assessment of the different economic costs and/or risk 
implications associated with: 

 different access arrangements where, for example, FMIs may provide some services that are provided by 
third-parties in other jurisdictions;  

 the nature and level of clearing participant capital contributions to CCP default funds and their priority in the event of 
a default; 

 the approach to margining of cash equity positions, including the collateral accepted to meet margin requirements;  

 different settlement models and arrangements, and their impact on clearing netting and settlement efficiency; and 

 different settlement processes, including depository or holding processes. 

CONSULTATION WITH THE BUSINESS COMMITTEE 

At its 9 December 2013 and 19 February 2014 meetings, the Business Committee has been consulted on the 
international cost benchmarking, including in relation to: 

 the project objective and the proposed scope and methodology of the analysis, including the comparator markets, 
for inclusion in the RFP; 

 the timing and process for issuing the RFP and engaging Oxera; and 

 the user profiles for the bottom-up benchmarking analysis, which will form a significant part of the project. 

ASX has also invited members of the Business Committee to engage directly with Oxera on an individual basis to 
provide feedback on the user profiles and, more broadly, assist with Oxera’s understanding of the Australian market.  
Oxera has held a number of these discussions over the last couple of weeks. 

In response to feedback provided by the Business Committee, ASX has also agreed to discuss the following with Oxera: 

 including the connectivity costs associated with ASX providing clearing and settlement services to other market 
operators in the analysis 

 the inclusion of a global asset manager end-user in the analysis; 

 whether the analysis captures the differences between novated and non-novated transactions submitted for 
settlement; and 

 whether the differences inherent in the different business models to effect clearing and settlement, for example, 
where a trading participant uses a third party clearer, is captured in the intermediary profiles and in the analysis 
more broadly. 

NEXT STEPS  

Oxera will take into account feedback from the Business Committee and individual participants directly consulted in 
setting the final user profiles. 

The Business Committee will be provided with an update on progress at its next meeting on 7 May 2014.  This may also 
include any discrete elements of the analysis which can be finalised prior to the next meeting of the Business 
Committee.  
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The final report on the cost benchmarking analysis will be presented to the Forum at its 23 June 2014 meeting.  ASX has 
invited Oxera to attend this meeting.  In the week prior to the June Forum meeting, ASX will invite the Business 
Committee to attend a presentation of the benchmarking report. 

The benchmarking report will also be made publicly available through the ASX website. 
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FORUM MEETING PAPER AGENDA ITEM 3D 

Topic Introduction of ISO 20022 Standard Messaging in Conjunction with CHESS 
Replacement 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To update the Forum on the feedback received from the Business Committee and 
Technical Committee in relation to migrating to ISO 20022 standard messaging at the 
same time that CHESS is replaced. 

Action required To note the agenda paper, and approve the mandate for the Technical Committee being 
extended to encompass the replacement of CHESS. 

 
BACKGROUND 

The development of ISO 20022 standard messaging as an alternative to CHESS proprietary messaging was identified 
as a priority in the forward work program by the Business Committee in its first meeting held in August 2013.  At that 
time, the Business Committee requested that a Technical Committee be established to provide industry input on the 
development of standard messaging. 

ESTABLISHMENT OF A TECHNICAL COMMITTEE 

In November 2014, a Technical Committee on CHESS messaging and ISO 20022 was established.  The Technology 
Committee comprises technology and operations executives from 14 clearing and settlement participants, technology 
and operations executives from Chi-X and the Australian Payments Clearing Association (APCA), and representatives 
from the National Stock Exchange of Australia and Computershare. 

The Technical Committee met on 25 November 2013 and 7 February 2014 to provide feedback on: 

1. the current issues faced by industry, together with industry objectives in progressing ISO 20022 standard 
messaging and the scope of coverage of the initiative; and 

2. early stage considerations for a strategy to replace CHESS. 

FEEDBACK FROM THE TECHNICAL COMMITTEE AND BUSINESS COMMITTEE 

The Technical Committee was of the view that moving to a global messaging standard would deliver significant cost 
savings to global participants as it would allow them to operate standardised technical infrastructure, with centralised 
support.  A number of Technical Committee members were also of the view that participants operating only in the 
Australian market would also benefit from the adoption of standardised messaging by assisting in managing technology 
infrastructure overheads and ongoing costs.   

In relation to the scope of coverage of the initiative and timing for the introduction of standardised messaging, the 
Technical Committee provided the following feedback: 

 the full suite, rather than a sub-set, of CHESS messages needed to be ISO 20022 compliant to provide real 
benefits and cost savings to participants; 

 ISO 20022 standard messaging needed to be mandated rather than be provided as an alternative to CHESS 
proprietary messaging to assist in building the business case for participants and in managing the technology 
infrastructure costs.  This was subject to the industry being provided with a sufficient lead time for implementation; 

 the migration to ISO 20022 standard messaging should be identified for progression over the medium term on the 
basis of the need to move to a full suite of ISO 20022 compliant messages and that CHESS messaging is not 
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currently ‘broken’.  This would also provide the opportunity to examine the current message content and business 
processes that sit behind the messages against what may be needed in the future; and 

 the importance of the migration to ISO 20022 standard messaging being undertaken in conjunction with the 
replacement of CHESS on the basis that it was the most efficient and cost effective option. 

Based on the feedback from the first Technical Committee meeting, there was broad agreement amongst members of 
the Technical Committee and the Business Committee that there was merit in understanding the roadmap for CHESS 
replacement prior to progressing to a detailed solution for the introduction of ISO 20022 standard messaging. 

At its second meeting, the Technical Committee met to provide ASX with feedback on early stage considerations for a 
strategy to replace CHESS.  The Technical Committee noted that the end-of-life of CHESS was mid-2019 and 
considered an indicative timeline for a project of up to 3 years to replace CHESS. 

The Technical Committee provided the following feedback on early stage considerations for a strategy to replace 
CHESS: 

 the preferred ‘go-live’ strategy should involve changes to all functional categories (i.e. clearing, settlement, 
sub-registry) being implemented concurrently with securities being migrated to the new infrastructure in batches.  
This will require the existing infrastructure running in parallel during the migration phase; 

 minimising the overlap where the old and new infrastructure would run in parallel would be important in managing 
costs.  A tiered ‘go-live’ strategy whereby there is a phased approach to moving groups of securities to the new 
infrastructure helped mitigate the risk and complexity of migration, and allowed the migration process to be sped up 
once the new infrastructure had been demonstrated to be stable; and 

  that ASX should review similar migrations internationally to garner lessons learnt to support the go-live strategy. 

Given the broad support for the migration to ISO 20022 standard messaging to be undertaken in conjunction with 
CHESS replacement, the Business Committee and Technical Committee have endorsed the mandate of the Technical 
Committee being extended to encompass the replacement of CHESS. 

The Business Committee has also emphasised the importance of considering the need to replace CHESS as it relates to 
cash equities as part of ASX’s broader technology strategy. 

NEXT STEPS 

ASX is in the process of developing its technology strategy and future plans to refresh its cash market post-trade 
infrastructure over the next three years.   

ASX will update the Business Committee on the development of its technology strategy at its meeting on 7 May 2014, 
and will also seek input from the Technical Committee on ASX’s cash market post-trade technology roadmap prior to 
providing it to the Business Committee for discussion at its meeting on 27 August 2014. 
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FORUM MEETING PAPER AGENDA ITEM 4 

Topic Report on the Operational Performance of Cash Market Clearing and 
Settlement Services 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To report on key performance metrics for ASX’s clearing and settlement services.  

 

Action required To note the agenda paper. 

 

BACKGROUND 

The clearing and settlement of equities performs a critical role in the operation of Australia’s financial markets, helping to 
reduce counterparty and systemic risk, and provide transaction efficiency and certainty for end investors. 

Core processes that provide these benefits include novation, netting and settlement. 

Novation 

Through a contractual process known as novation, ASX Clear becomes the seller to every buyer and the buyer to every 
seller, making it liable for completing all cleared transactions on the relevant market.  Novation is deemed to occur at the 
point of trade and performs two important functions: 

 it replaces the clearing participants’ credit exposures to other clearing participants by substituting the clearing 
house as the central counterparty; and 

 it enables the netting of settlement obligations. 

Through novation, ASX Clear provides protection to non-defaulting clearing participants (and, indirectly, their clients) 
from the inability of a defaulting clearing participant to meet its obligations.   

A key metric for monitoring novation is the percentage of on and off market trading that is novated. 

Prior to novation, CORE (for ASX) and the Trade Acceptance Service (for AMOs) perform verification functions for 
trades submitted to ASX Clear.  Following verification trades are registered for clearing.  If the verification conditions are 
not satisfied then trades are rejected and not submitted to CHESS.  Once a trade is registered it is novated.  Novation is 
deemed to have occurred at the point of trade. 

Netting 

ASX Clear is approved as a ‘netting market’ for the purposes of the Payment Systems and Netting Act. This enables the 
netting of settlement obligations in each individual equity, providing greater market efficiency at the time of settlement 
and reducing participant transaction and funding costs. 

A key metric for monitoring netting is the percentage by which novated value is netted down for settlement.  This metric 
is termed “netting efficiency”. 
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Settlement  

ASX's model for settlement maximises efficiency, while minimising the risk of settlement failure.  It does this by 
simultaneously transferring the legal ownership of shares and facilitating the transfer of money for those shares.  This is 
done through a Model 3 multilateral net batch settlement mechanism with irrevocable settlement finality at the end of the 
processing cycle.  The transfer of money occurs across the Exchange Settlement Accounts of payment providers in the 
RBA’s Information and Transfer System (RITS).  

A key metric for monitoring settlement is the percentage of scheduled settlement that successfully settles (i.e. the 
opposite of the “fail rate”).  This metric is termed “settlement efficiency”. 

Service availability  

ASX’s critical processes of novation, netting and settlement and are supported in ASX’s core system CHESS.  It is 
critical for market operations, that CHESS remains stable and available for processing.  A key metric for monitoring 
systems availability is the percentage of systems uptime as measured against target availability times.  The business 
service availability target for CHESS is 99.80%. 

For the current March 2014 quarter1, the average monthly system availability is 100% for CHESS.  The average monthly 
availability of CHESS has been 99.99% between November 2011 and February 2014.   

Trade Acceptance Service 

ASX Clear’s Trade Acceptance Service (TAS) provides a mechanism for Chi-X to submit trades into the clearing house. 
The CHESS system performs the clearing and settlement functions. 

The business service availability target for TAS is 99.80%. 

For the current March 2014 quarter1, the average monthly system availability is 100% for the TAS.  The average monthly 
availability of the TAS has been 99.98% between November 2011 and February 2014. 

REPORTING ON CLEARING AND SETTLEMENT SERVICE PERFORMANCE  

The key metrics noted above on novation, netting efficiency and settlement efficiency for the current March 2014 quarter 
in addition to the December 2013 and September 2013 quarter are reported in Attachment A.  They are also supported 
by charts demonstrating a longer reporting period in Attachment B.

                                                

1

 up to 28 February 2014 



Agenda Item 4 – Attachment A 

Page 3 of 6 

ATTACHMENT A – SUMMARY METRICS RELATING TO THE PERFORMANCE OF ASX’S CLEARING AND SETTLEMENT SERVICES 
 

 March 2014 Quarter 2 December 2013 Quarter September 2013 Quarter 

System Availability (CHESS) 100% 100% 100% 

System Availability (TAS) 100% 100% 99.4% 

Total Trades Accepted (ASX) 30,275,973 43,971,842 50,312,273 

Total Trades Accepted (AMOs) 6,472,116 10,113,292 9,651,069 

Total Trades Rejected (ASX) 13 78 66 

Total Trades Rejected (AMOs) 1 0 0 

Daily Average Traded Value (On and Off Market) $4.6 billion $4.9 billion $4.9 billion 

Daily Average Cleared Value $3.3 billion $3.5 billion $3.5 billion 

Percentage Novated 72.0% 71.4% 71.9% 

Daily Average Cleared Value Post-Netting $1.3 billion $1.4 billion $1.4 billion 

Netting Efficiency 61.0% 60.0% 58.8% 

Daily Average Settled Value (Including Non-Novated) $6.8 billion $8.4 billion $7.9 billion 

Settlement Efficiency 99.9% 99.9% 99.9% 

                                                

2

 up to 28 February 2014 
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ATTACHMENT B – PERFORMANCE OF ASX’S CLEARING AND SETTLEMENT SERVICES FROM JUNE 2011 TO FEBRUARY 2014 
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FORUM MEETING PAPER AGENDA ITEM 5 

Topic Management Accounts 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To inform the Forum of the cash market clearing and settlement management income 
statements for the half year ended 31 December 2013. 

Action required To note the agenda paper. 

 

On 13 February 2014, ASX published, together with ASX Limited’s half year financial results, cash market clearing and 
settlement management income statements for the half year ended 31 December 2013. 

The cash market clearing and settlement management income statements for the half year ended 31 December 2013 
are provided in Attachments A and B.   

CASH MARKET CLEARING 

The cash market clearing management income statement reflects a profit after tax of $13.3 million, an economic profit 
after capital charge of $2.1 million and a return on equity of 11.9%.      

The management accounts do not include clearing of equity options. 

CASH MARKET SETTLEMENT 

The cash market settlement management income statement reflects a profit after tax of $12.1 million, an economic profit 
after capital charge of $5.1 million and a return on equity of 18.0%. 

 

 

ATTACHMENTS 

Attachment A – Cash Market Clearing Management Income Statement 
Attachment A - Cash Market Settlement Management Income Statement 



Management Income Statement – Cash Market Clearing 
    
 
 

1H14 
$ Million 

 1H13 
$ Million 

Revenue    

Cash market clearing 22.0  19.7 
Revenue sharing rebate (0.3)  - 
Trade acceptance service 0.3  0.3 
Participation fees 0.1  - 
Technical services 0.1  0.1 
Operating revenue 22.2  20.1 
    
Expenses    
Staff 3.4  3.3 
Equipment 0.8  0.6 
Occupancy 0.5  0.5 
Administration 0.5  0.5 
Cash operating expenses 5.2  4.9 
    
EBITDA 17.0  15.2 
    
Depreciation and amortisation 1.0  0.7 
EBIT 16.0  14.5 
    
Net interest income 3.0  3.1 
Total net interest income 3.0  3.1 
    
Profit before tax 19.0  17.6 
Tax expense (5.7)  (5.3) 
    
Profit after tax 13.3  12.3 
    
Capital charge (11.2)  (11.3) 
Economic profit after capital charge 2.1  1.0 
    
EBITDA margin 76.7%  75.9% 
    
Total Capital 221.2  221.1 
Return on capital 11.9%  11.1% 
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Management Income Statement – Cash Market Settlement 
    
 
 

1H14 
$ Million 

 1H13 
$ Million 

Revenue    

Cash market settlement 21.2  19.5 
Revenue sharing rebate (0.3)  - 
Settlement access revenue 0.1  0.1 
Participation fees 0.2  0.2 
Settlement fail fees 0.7  0.8 
Technical services 0.2  0.2 
Operating revenue 22.1  20.8 
    
Expenses    
Staff 3.9  3.8 
Equipment 1.1  0.9 
Occupancy 0.5  0.6 
Administration 0.8  0.7 
Cash operating expenses 6.3  6.0 
    
EBITDA 15.8  14.8 
    
Depreciation and amortisation 0.1  0.1 
EBIT 15.7  14.7 
    
Net interest income 1.6  1.5 
Total net interest income 1.6  1.5 
    
Profit before tax 17.3  16.2 
Tax expense (5.2)  (4.9) 
    
Profit after tax 12.1  11.3 
    
Capital charge (7.0)  (6.5) 
Economic profit after capital charge 5.1  4.8 
    
EBITDA margin 71.6%  71.3% 
    
Total Capital 133.9  123.5 
Return on capital 18.0%  18.2% 
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FORUM MEETING PAPER AGENDA ITEM 6 

Topic Financial System Inquiry and Other Major Policy Reviews 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To facilitate a general discussion about members views on the major priorities for the 
Financial System Inquiry (FSI) and other associated regulatory reviews. 

Action required To note the agenda paper. 

 

Timeline for the Financial System Inquiry 

Draft terms of reference released for consultation 20 November-5 December 2013  

(76 submissions received). 

Final terms of reference released 20 December 

Invitation for initial submissions 30 January - 31 March 

Interim report to be released 

 description of the financial system 

 summary of views received in submission 

 presenting the key issues and the different options for managing them 

Due mid-year 

Invitation for second round submissions Timing unclear  

Final report to be released Due by November 2014 

 
The FSI panel is comprised of: David Murray (Chair), Kevin Davis, Craig Dunn, Carolyn Hewson, and Brian McNamee. 
 

SOME OF THE MAJOR ISSUES LIKELY TO BE CANVASSED  
 
The FSI’s terms of reference provide a broad canvass to examine the strengths and weaknesses of the Australian 
financial system and how it will deal with the opportunities and challenges of the future. 
 
The FSI provides an opportunity to inform the public debate about the important role financial markets play in the 
economy, intermediating between savers and borrowers.  It will acknowledge the success of our financial markets in 
underpinning economic growth, providing financial stability (highlighted during the GFC where Australia performed 
relatively well). 
 
On 14 February 2014, David Murray gave a speech to CEDA that gave context to the Committee’s work noting they had 
been asked to do four main things: 

 describe how the financial system has changed since 1997, including as a result of the GFC, and identifying key  
strengths and weaknesses; 

 consider what the developments in the system since the Wallis Review mean for Australia’s ‘regulatory philosophy’ 
and framework;  

 identify the likely drivers that will shape the financial system over the next decade or so and assess their potential 
implications; and 
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 develop policy recommendations to ensure our financial system builds on its strengths and remains appropriate for 
the Australian economy – meeting the needs of both end-users and financial institutions. 

A major focus of the Committee’s work is likely to be the implications of the major structural shifts in the financial system 
since the Wallis Review.  In particular, the shift in financial assets away from the banking sector and towards 
superannuation savings (including self-managed super funds (SMSFs)) and the impact this might have on the flow of 
funds within the economy, the functioning of the financial system and the funding of Australian business. 
 
There are also a number of domestic challenges that the FSI will need to consider.  These include the need to 
encourage a wider range of financial assets (including listed products) to provide a channel for the efficient deployment 
of savings to productive uses and helping to fund economic growth. This will include the scope for further privatisation of 
(State and Commonwealth) government business enterprises, securitization of assets (e.g. mortgages), private funding 
of infrastructure, and the development of a vibrant corporate bond market.   
 
There has also been a long-standing gap in funding for small and medium sized businesses.  New and innovative 
approaches such as crowd-sourced funding may be able to assist some firms access start-up capital but are unlikely (in 
the near term) fill the existing gap. 
 
There will also be a particular focus on ways to reduce the reliance on foreign-savings given the experience of the GFC. 
As well as the cumulative impact of the regulatory responses to the GFC will have on the functioning of the financial 
system and Australia’s international competiveness.  
 
The aging of the population and the changing investment needs of superannuants as they transition from the financial 
accumulation phase into the retirement phase (e.g. lower risk tolerance and increase demand for income producing 
assets) will need to be addressed.  This will include whether Australia currently has an appropriate mix of financial 
products to meet the demands of these investors.  

The FSI will examine the state of competition in banking, payments, insurance, funds management and financial markets 
and whether it drives or impedes efficiency (both administrative and allocative) in the financial system.  

More broadly, the FSI will consider whether there is the right balance between competition, stability, efficiency, and 
innovation and consumer protection.   In the wake of the financial crisis, it is not surprising that the focus of regulators 
and global standard setters has been on stability.  They have indicated that they will be very interested to examine the 
extent to which stability objectives - a priority in the post-GFC period - might hinder or promote competition.  

The impact of new technology on competition and efficiency of the financial system (e.g. high volume payments, trading 
and settlement systems, and consumer finance) will be another focus of the FSI.  

Financial markets, exchanges, clearing houses, brokers, have been subject to significant reform in the post-GFC period. 
While much of the change to market structure in the equities market has been bedded down change in derivatives 
markets (particularly OTC derivatives) are still very much a work in progress.  

In general, the policy settings for equity markets are fine and have served us well.  In many respects, Australia is well 
ahead of the curve compared to the much larger US and European markets who are now trying to unwind policy 
mistakes for the past. 

The FSI will also provide an opportunity to highlight the economic opportunities that might be available to Australia if we 
can export our capital and financial expertise into the rapidly growing Asian region.  The demand for more sophisticated 
financial services is likely to skyrocket over the coming decade. 

Australia’s geographic position close to Asia will not be sufficient to take advantage of those opportunities, despite the 
Johnson Report (2009) describing Australia as having the most efficient and competitive ‘full service’ financial sector in 
the Asia-Pacific region. 
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One of the biggest challenges confronting Australia’s financial system is how it maintains its relevance as a significant 
financial centre given the global forces (economic and regulatory) which are driving major activity towards larger global 
centres. 

The push for global regulatory solutions, in areas such as OTC derivatives, to address financial stability issues may have 
the effect of favouring larger financial centres at the expense of mid-sized markets, such as Australia and Canada.  This 
will likely see key risk management processes increasingly provided from offshore and raising questions around the 
ability of local regulators to respond quickly to any financial disruptions.  ASX sees this trend raising some important 
questions about the appropriate policy settings that need to be debated and decisions taken, to ensure Australia 
continues to have a financial system that, first and foremost, services the needs of Australian users but which also 
provides a solid platform from which to increase economic and financial linkages into the Asian region. 

OTHER REVIEW PROCESSES THAT MAY BE RELEVANT TO THE FINANCIAL SECTOR 
 
Australia’s role as chair of the G20 in 2014 leading up to the Leaders’ Summit in Brisbane (15-16 November) provides an 
opportunity to Australia help shape the global agenda. 
 
The communique from the recent meeting of G20 Finance Ministers and Central Bank Governors in Sydney reconfirmed 
a priority this year is to substantially complete key aspects of the core reforms in response to the GFC: building resilient 
financial institutions; ending too-big-to-fail; addressing shadow banking risks; and making derivatives markets safer. 
They noted their goal to promote resilience in the financial system and greater certainty in the regulatory environment to 
support confidence and growth.  
 
The work of the associated business leaders group (B20) this year are built around four taskforces, concentrating on  
areas that are fundamental to economic growth and job creation.  The financing growth taskforce will focus on taking 
stock of the cumulative effects of post-GFC regulation.  It will consider if there should be a pause on further regulation to 
allow the finance sector to help increase growth.  Seeking coordinated, consistent Basel III implementation across the 
G20 is likely to be the core focus.  

In addition to the FSI, other Government reviews will examine issues that will likely have impacts on the financial 
services sector: 

 Competition Law Review: the Government has also announced a ‘root and branch’ review of competition laws 
that “will examine not only the current laws but the broader competition framework, to increase productivity and 
efficiency in markets, drive benefits to ease cost of living pressures and raise living standards for all Australians.” 
The draft terms of reference have been available for some time, suggesting a broad scope, with a particular focus 
on small business.  

 Regulatory Red Tape Review: the Government has identified reducing regulatory red tape as a key priority, 
targeting compliance cost savings of $1 billion.  A first step will be the introduction of an omnibus regulation 
reduction bill to Parliament towards the end of March.  The winding back of some aspects of the Future of 
Financial Advice (FoFA) reforms, in particular, have been given significant attention in the press.  There may also 
be some scope to consider improvements in regulatory approvals to speed the ability to bring new products to 
market and keep Australia globally competitive. 

 Audit of Regulators: there have been reports that the Government is commissioning the Productivity 
Commission to prepare a framework for auditing the performance of regulators, including financial regulators 
such as ASIC and APRA. This process can supplement the work of the red tape review by focussing on driving 
efficiency in regulatory oversight and enforcement and reducing industry compliance costs.  
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FORUM MEETING PAPER AGENDA ITEM 7A 

Topic Forum Chair Report  

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To inform Forum Members of the Boards of ASX Clear and ASX Settlement’s 
consideration of the minutes and report from the first Forum meeting. 

Action required To note the agenda paper.  

 

The Forum Chair will provide an oral report on outcomes from the discussion of the Boards of ASX Clear and ASX 
Settlement relevant to the recommendations of the Forum from the 2 October 2013 meeting. 

A copy of the minutes and report were provided to the Boards of ASX Clear and ASX Settlement for their 
13 November 2013 Board meetings. 

On behalf of the Boards of ASX Clear and ASX Settlement (the Boards), the Chairman wrote to Forum members on 
13 November 2013 following the Boards’ consideration of the minutes and report from the first Forum meeting. 

The letter from the Chairman of the Boards is provided in Attachment A. 

 

 

 

 

 

 

 

ATTACHMENTS 

Attachment A – Letter from the Chairman of the Boards of ASX Clear and ASX Settlement to Forum Members dated      
13 November 2013 
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FORUM MEETING PAPER AGENDA ITEM 7C 

Topic Business Committee Reports 

Date of the Meeting 2 April 2014 

Purpose of this 
paper 

To provide Forum Members with a copy of the summary reports and minutes from recent 
Business Committee meetings. 

Action required To note the agenda paper.  

 

The Business Committee has met twice - 9 December 2013 and 19 February 2014 - since the Forum last met.  In these 
meetings, the Business Committee has been focused on progressing the consultation on shortening the settlement cycle 
to T+2 for cash equities and the international cost benchmarking for cash market clearing and settlement services.   

ASX has also engaged the Business Committee on initiatives that seek to provide more flexible clearing participant 
arrangements and has developed new quarterly reporting on activity levels and fees paid for individual clearing and 
settlement participants in response to Business Committee feedback requesting clearer reporting of ASX fees and the 
drivers of those fees. 

A copy of the summary report and minutes for the two Business Committee meetings are provided in the Attachments. 

 

 

 

 

 

 

 

ATTACHMENTS 

Attachment A – Report to the Forum from the 19 February 2014 Business Committee Meeting 
Attachment B – Minutes from the 19 February 2014 Business Committee Meeting 
Attachment C - Report to the Forum from the 9 December 2013 Business Committee Meeting 
Attachment D – Minutes from the 9 December 2013 Business Committee Meeting 
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BUSINESS COMMITTEE REPORT TO THE FORUM 

From the 19 February 2014 Business Committee meeting 

At its 19 February 2014 meeting, the Business Committee was invited to provide feedback on the 
investor and intermediary profiles for the user profile analysis in the international cost 
benchmarking, the draft consultation paper on transitioning to a T+2 settlement cycle for cash 
equities in Australia and the proposed new quarterly activity and fee reporting for clearing and 
settlement participants.  The Business Committee was also updated on work underway to introduce 
greater flexibility in clearing participant structures and feedback from the Technical Committee in 
relation to the merit of migrating to ISO 20022 standard messaging in conjunction with the 
replacement of CHESS. 

Key Recommendations  

The Business Committee recommended the following that: 

• a global asset manager end-user be included in the user profile analysis for the international 
cost benchmarking; 

• the draft consultation paper on the introduction of a T+2 settlement cycle should be revised to 
seek additional feedback in relation to expected implementation costs, the timing and 
sequencing of T+2 implementation with other markets and additional measures which could be 
considered to help manage late settlements in transitioning to a T+2 settlement cycle;  

• ASX develop the new quarterly activity and fee reports for clearing and settlement participants; 
and 

• ASX provide an update on the development of its technology strategy and its future plan to 
refresh its infrastructure at its next meeting.   

Key Issues Discussed 

• The appointment of Oxera Consulting (Oxera) to undertake the international cost benchmarking 
for cash market clearing and settlement services, and the scope of analysis commissioned, 
including the proposed investor and intermediary user profiles developed for the analysis. 

• The strong industry support for the introduction of a T+2 settlement cycle for cash equities in 
the near term and the importance of managing a number of implementation issues, including 
the timing and sequencing of the introduction of T+2 with other markets, the need for 
accelerated cleared retail funds and the impact on corporate actions. 

• The importance of considering the need to replace CHESS as it relates to cash equities as part 
of ASX’s broader technology strategy. 
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Agreed Actions  

1. ASX to discuss the inclusion of a global asset manager end-user in the user profile analysis for 
the international cost benchmarking with Oxera. 

2. ASX to seek clarification from Oxera in relation to whether the analysis for the international cost 
benchmarking captures the differences between novated and non-novated transactions 
submitted for settlement. 

3. ASX to seek clarification from Oxera in relation to whether the intermediary profiles and the 
analysis for the international cost benchmarking more generally captures the different 
circumstances where the trading participant, clearing participant and the settlement participant 
are not part of the same entity, for example, where a trading participant may use a third party 
clearer. 

4. ASX to revise the draft consultation paper on the introduction of a T+2 settlement cycle to seek 
feedback on the following: 

- the expected costs to implement a T+2 settlement cycle;  

- whether a more aggressive implementation date (earlier than Q1 2016 (CY)) is feasible 
and supported by the industry; 

- the timing and sequencing of the implementation of a T+2 settlement cycle with other 
markets, and  

- whether an additional settlement batch should be considered to manage late settlements 
or whether there are other measures that could be taken to manage late settlements. 

5. ASX to update the Committee on the development of its technology strategy and its future plans 
to refresh its cash market post-trade infrastructure at the 7 May Business Committee meeting. 

6. ASX to seek input from the Technical Committee on ASX’s cash market post-trade technology 
roadmap prior to providing it to the Business Committee for discussion. 

7. ASX to update the Committee on ‘clearing only’ participant structures at the 7 May Business 
Committee meeting. 

8. ASX to update the forward work program to reflect the following: 

- consideration of the different models for the capital contribution to the default fund by the 
CCP and participants should be included in the forward work program for discussion in 
the May meeting; 

- consideration of alternatives to the current manual participant margin payment process 
through Austraclear should be included in the forward work program for discussion in the 
May meeting; 

- ASX to provide an update on the development of its technology strategy and its future 
plans for the refresh of infrastructure for discussion in the May meeting; 

- ASX to provide an update on ‘clearing only’ participant structures in the May meeting; 

- discussion of participant location requirements should be delayed until the August 
meeting. 
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BUSINESS COMMITTEE REPORT TO THE FORUM 

From the 9 December 2013 Business Committee meeting 

Key Recommendations  

 The Business Committee recommended that progressing the initiative on the introduction of 
T+2 settlement cycle is of a higher priority than the initiative to introduce ISO 20022 standard 
messaging. 

 The Business Committee expressed the view that ISO 20022 should be linked to the CHESS 
refresh / replacement initiative. 

Key Issues Discussed 

 The high priority of introducing a T+2 settlement cycle in the next two years given the expected 
reduction in cash market margining and potential cost reduction benefits for the industry.   

 The need to mandate the adoption of the ISO 20022 messaging protocol rather than offer it as 
an alternative to CHESS proprietary messaging to assist in building the business case for such 
a significant change.  The Business Committee also saw the introduction of ISO 20022 
standard messaging as a medium term initiative on the basis of the benefits of linking the 
introduction of ISO 20022 standard messaging with the refresh or replacement of CHESS. 

 The process and methodology for undertaking the international cost benchmarking to be 
commissioned in early 2014.  The Business Committee was comfortable with the jurisdictions 
identified for inclusion and no substantive issues were raised in relation to the proposed scope 
and methodology for the analysis.  ASX agreed to an additional service (the TAS) being 
included in the report in response to a request from a member of the Business Committee. 

Agreed Actions  

1. At the next meeting, the Business Committee will be invited to provide input into the user 
profiles for the international benchmarking. 

2. ASX to include connectivity costs associated with providing clearing and settlement 
arrangements to other market operators in the final Request For Proposal (RFP) for the 
international cost benchmarking and discuss the inclusion of these costs in the analysis with the 
successful consultant. 

3. ASX to prepare a sample participant report on fees for consideration at the 19 February 2014 
meeting of the Business Committee. 

4. ASX to undertake analysis of the expected benefits of a T+2 settlement cycle for participants.  
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