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Introduction 
The Stockbrokers Association of Australia would like to make the following comments in 

relation to ASX’s consultation on the implementation of the Reserve Bank of Australia’s 

Financial Stability Standards (FSS), discussed in the ASX Consultation Paper Financial 

Stability Standards Implementation – The Way Forward. Cash Equity Market Account 

Segregation and Portability, and Rescheduled Settlements released 9 August 2013 

(Consultation Paper). 
 

The Consultation Paper contains 3 proposals in relation to segregation of Client and 

House Cash Equity Market Accounts: 

 

Option 1: Retain the Status Quo (this is said not to meet the new RBA requirements) 

Option 2: Introduce one Client Omnibus Account and House Accounts, and 

Option 3: Introduce Individually Segregated Client Accounts and House Accounts. 

 

There is also a separate proposal regarding Rescheduling Settlements on Clearing 

Participant Default. 

 

The new FSS apply from 29 March 2013, but ASX received relief until 31 March 2014.  
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Comments on Consultation Paper Questions 
We would now like to address the 11 questions set out for comment in the Consultation 

Paper.  In doing so, the emphasis will be on Part 1 in the Consultation Paper, Account 

Segregation.  

 

1. Cash Equity Market – Account Segregation 
 

Q1: Which method do you prefer and why?  
In relation to Account Segregation, while the current weight of opinion appears to 

favour Option 2, we would nonetheless like to comment first on Option 1 (retain the 

status quo) before commenting on the other two options. 

 

Option 1 
Option 1 – retaining the status quo – is the preferred position, which we believe can be 

justified on settlement integrity and client protection grounds.   

 

It is stated in the Consultation Paper that Option 1 will not meet the FSS.  In framing the 

FSS, the RBA has been influenced by developments to address international failures, 

especially during the period of market turbulence in 2008/9.  As RBA stated in its 

Consultation Paper on the FSS in 2012: 
 

The Principles represent an important milestone in the broader process of international financial 

reform that has emerged since the onset of the global financial crisis. Recognition of the potential 

risks inherent in over-the-counter (OTC) derivatives trades prompted international regulators and 

the G-20 to encourage management of these risks through increased central clearing of these 

transactions. 
1
  

 

However, Australia did not suffer from the same failures during 2008/9.  No Banks 

failed, nor did we suffer the same failures due to the lack of a central clearer of OTC 

derivatives. Accordingly, we should not automatically follow offshore developments to 

address such failures.  Reporting on the performance of Australia’s payments 

infrastructure post GFC, the Payments Systems Board stated as follows2:  

 
An important issue for the Board in 2008/09 was the performance of Australia’s payments 

infrastructure during the period of market turbulence in late 2008. Market volatility had increased 

significantly over 2007/08 as financial market strains first emerged, but rose further in late 2008 

following the collapse of Lehman Brothers in September. During this period, the payments 

infrastructure (including central counterparties, securities settlement systems and high-value 

payment systems) continued to function well. Australia’s central counterparties implemented a 

number of additional risk-management measures and settlement performance, both in the 

securities settlement facilities and the high-value payments system, remained sound.  

… 

                                                 
1
 RBA Consultation on New Financial Stability Standards August 2012, page 5 

2
 Payments System Board Annual Report – 2009: Performance of Australia’s Payments Infrastructure 

during the Market Turbulence  http://www.rba.gov.au/publications/annual-

reports/psb/2009/html/performance.html   
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The clearing and settlement facilities performed well during the period of market turbulence. The 

two central counterparties took a number of steps to manage increased risk, including more 

intensive participant monitoring, increased margins and revisions to stress-test parameters.  

 

In relation to cash equities settlement performance, the Payments Systems Board was 

equally complimentary: 

 
Despite an increase in equity settlement fails during the turbulence, due in part to complications 

arising from Lehman’s failure, fail rates remained low by international standards.  

… 

Nevertheless, the fail rate remained low by international standards and the increase was 

temporary. The downward trend in the fail rate – which had commenced in mid-2008 – resumed, 

with the rate settling at around 0.1 per cent during the first half of 2009. This would seem to 

reflect enhancements to the settlement fails regime implemented during 2008/09, including an 

increase in penalty fees applied in the event of a failed settlement delivery, and a requirement to 

close out positions remaining unsettled on the fifth day after trade date.  

 

Accordingly, there are good reasons for re-visiting whether the FSS are applicable to 

Australia, and whether account segregation is truly necessary.  These reasons include: 

 

• The international standards were born out of failures of OTC derivatives overseas 

and should not guide the regulation of cash equities clearing in Australia
3
; 

• Australia is unique in that we have a ‘name on register’ system of securities 

registration (CHESS) which effectively already segregates client holdings, much 

more than overseas jurisdictions where ‘omnibus’ registration is the norm; 

• Client monies are protected by segregation into trust accounts;  

• Very high settlement performance (see below); 

• The more splitting occurs of holdings between client and house for clearing and 

settlement purposes, the more operational risk is introduced; and 

• If a new Central Counterparty commences operations in Australia in 2015 when 

the current 2 year moratorium ends, this will mean further splitting and further 

operational risk. 

 

As we have stressed previously
4
 Australian has a robust and proud record of market 

stability. Our low rate of settlement default has for some time been world-leading, 

proved itself during the GFC, and has been further strengthened by a number of 

measures since 2008, including: 

 

• T+5 compulsory close out rule which became effective in May 2009;   

• increased Core Capital requirements which have increased the minimum core 

capital to $20m for General (third party) clearers and $5m for Direct (self) 

clearers;  

                                                 
3
 The Opes Prime failure was due to scrip lending, not the settlement or registration system. Scrip lending 

has now been addressed by new licensing and disclosure regime. 
4
 Stockbrokers Association of Australia Submission to ACH on CCP Risk Management Controls-

Consultation Paper 30 June 2009 dated 23 December 2009 
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• Cash Equities Margining which was introduced in June 2013;  

• powers of ASX Clear to call for contributions and additional cover; and  

• the strong capital position of ASX Clear, recently reinforced by the ASX Ltd capital 

raising.  

 
Option 2  
 

If change is necessary and Option 1 is impossible, then Option 2 is preferable to Option 

3.  The remaining comments are made on the assumption that Option 1, though 

preferable, is not followed.  Option 3 (Individually Segregated Client Accounts) will not 

be discussed in detail because it is not feasible. The unjustifiable expense and 

inconvenience of the ISCA proposal mean that it is not worth considering.  
 
Cost: The first point to make about Option 2 is the significant cost that it will entail, 
especially in implementation, but also in higher settlement fees.  The cost and/or 
feasibility of Option 2 are not able to be fully considered until the major systems 
providers develop solutions.  At the time of writing, Members are not clear on the 
nature and quantum of costs to operate Option 2.  However, they will clearly represent 
a significant and unclear cost to business in systems, procedures and cash-flow. This 
comes in difficult times which, despite the recent upturn in the market, have been 
characterized by low turnover and revenue.  While it is acknowledged that ASX intends 
to charge the same settlement fees under Options 2 or 3, Option 3 is not feasible.  
Settlement fees will go up significantly either way. An equitable approach would be for 
ASX to reduce settlement fees accordingly, so that it is not profiting unreasonably from 
a regulatory change.  
 

Q2: Should any other alternatives be considered?  
 

As previously noted, the best alternative to Options 2 or 3 is Option 1 – the status quo – 

but Option 2 is better than Option 3. 

 

Q3: Are there any other factors that should be taken into account?  
 

a. Timing of start date 31 March 2014: During the consultation discussions, we 

note that the expiry of RBA relief on 31 March 2014 is not the date by which the 

final client account segregation must be ready to commence.  RBA has indicated 

that by this date, all it wants to see is a ‘reasonable timeframe’ for 

implementation.  Our Members were relieved to hear this, because without 

service providers solutions it is impossible to know whether this date was 

feasible, especially as the lead-up includes the IT development shut-down over 

the Summer Holiday season.  (This was especially the case, given that 

consultation on implementation did not commence until 5 months into the 

transition period.)There have been occasions in the reason past where the 

launch of new ASX systems have not gone well.  Therefore, our Members trust 
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that as part of the ‘reasonable timetable’, there will be adequate time for 

development and testing prior to launch.  

 

b. Timing of designation as house or client: Order entry or at netting?  For system 

efficiency it would be better for designation to be made on order entry rather 

than at the time of netting.  However, in some business models this would not 

be possible.  For example, for institutional brokers where house and client 

trading may be mixed, VWAP trading, or facilitation occurs, designation as house 

or client may not occur until trades are allocated post-trade.  We also note that 

this should be compatible with ASIC’s proposed Market Integrity Rules on 

enhanced client data entry, due to come into effect 10 March 2014, to avoid 2 

separate systems having to be developed. 

 

c. Definition of ‘House Account’: while the Consultation Paper talks at length about 

segregation of House and Client accounts, it does not go into detail about the 

precise definition of House Account for segregation purposes.  In discussions so 

far, only house and errors accounts have been mentioned.  It may assist for there 

to be a precise definition of House Account, or guidance to that effect.  Such a 

definition should be based solely on the true ownership of the assets by the 

Participant.  Therefore, only accounts held by the Participant should be classed 

as House for segregation purposes.  All other accounts should be classed as 

Client accounts.  (The extended definition of Principal in ASIC Market Integrity 

Rule 3.2.5 should definitely not be used for segregation purposes.  The rationale 

for the extended definition of principal in Rule 3.2.5 [and the ASX Market Rule 

which preceded it] is irrelevant to clearing and settlement:  it is about fiduciary 

duties and disclosure of potential conflicts to clients who may be dealing with 

associates of the Participant prior to the relevant transaction taking place, rather 

than any financial obligations which must be met on settlement.)   

 

Q4: Are there any other impacts or benefits of either model on Clearing 

Participants or their clients that should be taken into consideration?  
 

The inability to mix House and Client holdings would be felt most in the Wholesale or 

Institutional market – see Q3b. above.  In particular, in the Prime Broking market, clients 

obtain the benefit of lower funding costs from the intermingling of House and Client 

holdings. This would be lost on segregation.  Consideration should be given to a facility 

for wholesale clients to ‘opt back-in’ to House/Client comingling as present.    

 

Q5: What, if any, would be the implementation impact on Clearing 

Participants?  
 
See the comments at Q1,3&4 above.  
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Q6: Should Clearing Participants be able to offer any of the options 

outlined to their clients?  
 
No Choice: Ideally, clients should not have a Choice between Options 2 or 3 – needs to 
be mandated either way for certainty and simplicity of systems and procedures once 
feasibility and cost issues are clarified.  (However, we note that there may be 
justification in allowing wholesale clients to opt-out of segregation altogether – see Q4 

above.) 

 

Q7: Do you believe a gross margin client omnibus account structure 

should be considered in order to facilitate margin pass-through?  
 
Cash Margin Benefits Marginal:  Cash margins will be higher under Options 2 or 3 
(especially under 3), but there will be the ability to pass through cash margins to clients.  
However, our Members are of the view that the benefit in being able to pass through to 
client would be marginal.  Facilitation of Pass-through of cash equities margining would 
not have a big impact.  The expense in implementing systems and controls to achieve 
pass-through would far outweigh any benefit to the broker or the client. 

 

Q8 Under the ISCA proposal, do you believe that final settlement should 

occur on a per client account basis or as one single settlement across all 

clients?  
 

The unjustifiable expense and inconvenience of the ISCA proposal mean that it is not 

worth considering.  

 

 

2. Rescheduled Settlements  
 

Q9: Are there any comments on the proposal, especially on the 

operational impact?  
 

The proposed amendments to rescheduling arrangements would allow ASX Clear to 

settle transactions in the event of a default by a Clearing Participant on the settlement 

date by way of a stock repurchase arrangement.  

 

Provided that this proposal would have no material practical or financial effect on our 

Members (which apparently would be the case), and that no adverse unintended 

consequences emerge, we have no comment to make on this proposal at this stage.  

However, we note that it is unclear how the new process would look from our 

Members’ point of view in terms of messaging, etc.  It would be useful if this was 

clarified by the provision of examples. 
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Q10: Are there any other changes required to the Clearing 

Participant/client arrangements to facilitate the operation of the 

offsetting transaction arrangements?  
 

(See Q9) 

 

Q11: Are there any suggestions for alternatives that achieve the same 

regulatory requirement, particularly drawing on overseas experience?  
 

(See Q9) 

 

 

 

CONCLUDING REMARKS 

 
Generally speaking, the segregation proposals do not acknowledge the existing strength 

and soundness of the ASX settlement and clearing systems.  Once again it appears that 

the proposals are an over-reaction to a once in 100-year event.   

 

Moreover, due to Australia’s unique position in the world, we strongly submit that there 

should be more comparative analysis of international systems to provide a stronger 

justification to applying the international standards to Australia 

 

Thank-you for the opportunity to present these comments for consideration by the 

Exchange in making the proposed changes.  Thank-you also for making your senior 

officers available to us and our Members to meet and discuss these matters during your 

brief but extensive consultation. 

 

Should you require any further information, please contact me or Doug Clark, Policy 

Executive on dclark@stockbrokers.org.au. 

 
David W Horsfield 

Managing Director/CEO 

Stockbrokers Association of Australia 

6 September 2013   


