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10 July 2018 
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Office of the General Counsel 
ASX Limited 
20 Bridge Street 
Sydney NSW 2000 
 
By email:  regulatorypolicy@asx.com.au  
 
 
 
Dear Mr Richards 
 

CHESS Replacement: New Scope and Implementation Plan 
 
AFMA welcomes ASX’s ongoing wide-ranging technical consultation with the industry in 
relation to the CHESS replacement project.  
 
AFMA acknowledges the very large scale of the task ASX is undertaking in replacing CHESS. 
Replacement of any clearing and settlement system is a difficult and complex challenge. 
The degree of difficulty is increased in regard to CHESS as it is a sophisticated custom-built 
system and ASX is moving to a brand new technology and another new build. The industry 
is keen to support the successful development of a new system by ASX, observing its long 
term importance as a key piece of Australian financial market infrastructure. 
 
This submission is intended to complement our member firms’ individual submissions and 
interactions in relation to CHESS replacement. It is not intended to address deeply 
technical areas or business requirements, noting that if there are common concerns 
raised in relation to these matters we may contribute in this regard in the future. Rather, 
the aim of this submission is to highlight common areas of concern across the industry, 
provide high level input on policy and strategy, the proposed process and relevant 
timelines. 
 
While the consultation is focussed on technical aspects of the CHESS Replacement project 
we take the opportunity to discuss the strategic issues raised by some of the proposed 
technical changes.   
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Policy framework 
 
Given that the CHESS Replacement, like CHESS today, will be an essential piece of utility 
infrastructure it is critical that the governance around it, and its structural design from a 
strategic perspective, prioritises considerations of market effectiveness and the benefits 
for Australia’s financial centres over that of any service provider or other group. 
 
The aim should be similar to that ASX has previously suggested for the CS regulatory 
structures – principally that “[Changes to the regulatory structures] should be focused on 
the most efficient clearing and settlement infrastructure for participants and investors, 
the preservation of market integrity and systemic risk, and the impact on Australia’s 
position as a regional financial centre.”1 This approach of growing the jurisdiction as a 
financial centre suggested by ASX is the most appropriate aim and over the longer term 
the strategy most likely to be successful. 
 
AFMA understands from ASX commentary that the CHESS Replacement project is 
intended to preserve and work within the Government’s current policy, regulatory and 
legal framework that governs clearing and settlement in Australia.  
 
This framework has been subject to extensive review in recent years by the Council of 
Financial Regulators (CFR), resulting in the release of the Regulatory Expectations for 
Conduct in Operating Case Equity Clearing and Settlement Services in Australia, the 
Minimum Conditions for Safe and Effective Competition in Cash Equity Clearing in 
Australia and Minimum Conditions for Safe and Effective Competition in Cash Equity 
Settlement in Australia. ASX’s achievement of appropriate outcomes in relation to CFRs 
expectations was required to avoid enforceable requirements. 
 
As CFR notes: 

“The Regulatory Expectations for the conduct of ASX’s monopoly cash equity CS 
services are intended to support the long-term interests of the Australian market 
by delivering outcomes that are consistent with those that might be expected in a 
competitive environment. In particular, the Regulatory Expectations seek to 
ensure that ASX remains responsive to users’ evolving needs and provides access 
to its monopoly cash equity CS services on a transparent and non-discriminatory 
basis with terms and conditions, including pricing, that are fair and reasonable.”2  

 
AFMA’s position is consistent with CFR’s intentions to support outcomes that would be 
consistent with a competitive market. We are supportive of developments that continue 
to deliver a contestable market in the various functions associated with clearing and 
settlement and associated services and would reject developments that would limit 
competition or the prospect of competition. 
 
There are three key elements CFR raises to achieve the ‘competitive outcomes’ intention–  

1. User input to governance; 

                                           
1https://www.asx.com.au/documents/public-consultations/Competition_in_the_clearing_and_sett
lement_of_the_Australian_cash_equity_market.PDF  
2https://www.cfr.gov.au/publications/cfr-publications/2016/regulatory-expectations-policy-
statement/pdf/policy-statement.pdf p. 4. 

https://www.asx.com.au/documents/publicconsultations/Competition_in_the_clearing_and_settlement_of_the_Australian_cash_equity_market.PDF
https://www.asx.com.au/documents/publicconsultations/Competition_in_the_clearing_and_settlement_of_the_Australian_cash_equity_market.PDF
https://www.cfr.gov.au/publications/cfr-publications/2016/regulatory-expectations-policy-statement/pdf/policy-statement.pdf
https://www.cfr.gov.au/publications/cfr-publications/2016/regulatory-expectations-policy-statement/pdf/policy-statement.pdf
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2. Transparent, non-discriminatory, fair and reasonable pricing; and 
3. Commercial, transparent and non-discriminatory access.  

 
We will consider the implications of the first and third of these requirements for the 
CHESS Replacement project. While the quantum of pricing (as distinct from availability of 
pricing which is discussed in this paper) remains an important consideration given the 
single provider status of ASX’s clearing and settlement business, as the revised pricing is 
currently not available we are not in a position to comment. 
 
User input to governance 
 
The requirement of CFR for clearing and settlement user input to governance was 
conceived in relation to the both the existing CHESS system and the replacement program. 
CFR stated “This commitment [investing in the CHESS upgrade] should be supported by 
governance processes that enable users to provide input on the setting of the investment 
strategy.” 
 
ASX’s strategy to achieve the CFR objective included forming the Forum a carefully 
balanced and senior group drawn from representative elements of the clearing and 
settlement ecosystem including: 

• up to ten members representing clearing participants and settlement 
participants; 
• a member representing alternative market operators; 
• a member representing the Australian Financial Markets Association; 
• a member representing the Stockbrokers Association of Australia; 
• a member representing system vendors; 
• a member representing share registries; 
• a member representing payment system service providers; 
• a member representing the funds management industry; 
• a member representing the superannuation industry; 
• a member representing listed companies; 
• a non-executive Director of the Boards of ASX Clear and ASX Settlement; and 
• a non-executive Director of the Board of ASX. 

 
Members of the group were typically at the CEO level. An ASX Clear or ASX Settlement 
Board Director chaired the meetings, set the agendas and approved the minutes. The 
group was a credible body for representing the broad cross section of interests on matters 
of strategic importance. 
 
This Forum was disbanded in late 2016. The Business Committee which sat under the 
Forum has continued to operate, but this was conceived as a body to consider matters of 
more technical and operational detail, and does not have the same breadth of 
representation.  
 
We note that the technical matters discussed by the Business Committee regarding the 
replacement of the technology of the clearing and settlement system operated by ASX 
need not have significant strategic significance nor any impact on the competitive 
landscape. It is possible, in theory, to create replacements for the CHESS system on a 
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range of infrastructures, include Distributed Ledger Technology (DLT) or more industry 
standard products, which would be a functional ‘swap out’.  
 
Of course, it makes sense in the process of replacing a system such as CHESS to update 
and improve the functionality as ASX is doing rather than recreating a dated functional 
design in new technology. In making such functional changes and associated rule changes 
it is quite possible for strategic issues to arise.  
 
Given the substantial differences in the design and functionality proposed in the CHESS 
Replacement we are of the view that there may be a risks of strategic issues being raised, 
depending on the details of the implementation and associated rule changes. That is, 
strategic issues might be raised by the functional changes proposed, such as ownership 
of data, restrictions on access to nodes, the details of CIN deployment and other features. 
 
The changes and arrangements proposed may be the optimal way to support long-term 
outcomes that support competition, and outcomes consistent with a competitive 
environment, but clearing participants need a greater understanding of the strategic 
implications of these developments to be confident in this regard. 
 
AFMA is of the view that these matters need to be appropriately discussed with the type 
of user input to governance envisaged by CFR in relation to the investment strategy. The 
current approach of technical-focussed consultations and technical focus of committees 
such as the Business Committee are insufficient to address these matters at the necessary 
strategic level. As such, to ensure the CFR expectations are met, we would encourage ASX 
to consider reconvening the Forum or an equivalent broadly-based senior forum to 
engage in these issues in a systematic and appropriate way. 
 
Commercial, transparent and non-discriminatory access 
  
AFMA does not represent registry operators or payment providers. However, our 
members are active users of the services provided by these types of firms. In this regard, 
members have noted potential concerns around the reported unavailability of these 
providers under the CHESS replacement as nodes. 
 
Given the technical complexities involved it may be the case that these services may not 
require or may not be appropriate for nodes, however, at present this is not transparent 
to clearing participants. 
 
The working expectation of many clearing participants was that these providers would be 
available and integrated into the new system as nodes. Instead, we understand these 
firms will not be able to take a node under the proposed system, and there are concerns 
that this may place limitations on their integration. AFMA seeks to understand the 
implications of this for existing business practices and the continuing availability of 
alternative transfer mechanisms under the existing arrangements.  
 
In particular, SWIFT is a key part of the global payments and transfer infrastructure. It is 
also a notable key driver behind, and Registration Authority for, the ISO 20022 standard, 
and is used by many members for transfers. Its unexpected unavailability as a node may 
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require the creation of additional connections to facilitate its use.  AFMA seeks to 
understand better ASX’s views around the non-connectivity to SWIFT via a node. 
 
Similarly the industry is keen to understand better the implications of the non-connection 
of registry providers to nodes. While there may well be efficiencies in the proposed 
arrangements, structural changes should be properly and openly assessed by the wider 
stakeholder group at a policy level as discussed above and not led by technical changes. 
As such we encourage ASX to assist the industry to increase its understanding of the issues 
around these third party connections through an appropriate strategic level forum. 
 
Detail and Timings 
 
AFMA members are very conscious of the need to ensure that firms’ internal projects are 
appropriately aligned with sufficient time and resources allocated at the appropriate time 
so that the interaction with ASX’s development project proceeds as planned. 
 
While the delivery of the CHESS replacement is still 2.5 years away, members note more 
detailed information is still required on a number of aspects to facilitate the key decisions 
that need to be made. Notably, there is a need to arrange budget allocations within firms 
to properly commence internal projects in a way that is consistent with the proposed 
timing.  
 
Some clearing participants advise that on the information available at present they 
already face timing challenges given the periodic nature of internal budgeting rounds. 
 
In this regard, to facilitate the progression of internal development projects and strategic 
decisions by firms as to which path they will take in relation to connection to the new 
system, we note the following information is required: 

• Pricing 
Pricing will be a critical factor in determining whether firms take up the option to 
have a node. This will need to include information on messaging costs and node 
costs. While we understand the commercial sensitivities AFMA requests that ASX 
commits to a timeframe for the release of key pricing information.  

• Technical specifications 
While given the nature of the project it is not possible to release all specifications 
early, we note that until ‘detailed enough’ technical specifications are available, 
firms will not be able to understand what needs to be done in terms of software 
implementation and business strategy and plan for it.  

• Benefits of taking a node 
We understand that ASX is interested in having clearing participants take a node 
of the distributed ledger system. AFMA notes that ASX has communicated some 
key business benefits of what taking a node means as compared to a messaging-
based interface, notably real-time data, and no need for reconciliation due to a 
single source of truth. While these are positive elements for clearing participants, 
the initial realised benefit from an operational perspective is expected to be 
relatively modest. Clearing participants are keen to understand more about what 
the other business benefits might be if they were to undertake a project involving 
significant risk and cost to replace their current record systems with a node. This 
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business benefit information may overlap with what we expect would be more 
technical information from the Connectivity and Integration Working Group.  

 
We understand that in the absence of more complete information on pricing, technical 
specifications, and the benefits of a node, some clearing participants may view reliance 
on vendor intermediation as a lower risk option, particularly in the first round.  Arguably, 
the full benefits of the DLT system will only be realised if more clearing participants take 
a node than rely on intermediation.  This would suggest that to maximise the benefits to 
the market of the CHESS replacement it may be appropriate to limit uncertainty, as far 
and as soon as possible, in relation to these matters. 
 
Go-live criteria 
 
Clearing members are interested to understand the go-live criteria. Specifically, if they are 
not ready with their node development on the go-live date (for those taking the custom 
DAML integration path) is there a risk the system will go-live without them. 
 
While the requirement for a successful ‘dress-rehearsal’ weekend is noted, if there is any 
chance of the go-live proceeding while some firms are not fully ready then this would 
increase the risks of developing a node connection, when compared to going through a 
large vendor. A common view is that it is highly unlikely that the CHESS replacement 
would go-live with the absence of a significant vendor. Given that developing a node in 
the first round, particularly in DAML, is more technically challenging this might suggest 
the higher cost option may also come with additional risks.  
 
Clearing participants suggest that ASX should have a clear framework for what would 
constitute an ‘issue that would prevent go-live’. This framework should minimise risks for 
firms developing node DAML connections to a level equivalent to those connecting via 
ISO 20022 and through significant vendors.  
 
DAML 
 
DAML, given its centrality to node programming, is a critical element of the CHESS 
replacement. At present we understand DAML to be a proprietary language specifically 
targeted at smart contracts implementation and that is designed to integrate with 
distributed ledgers in a way that is conveniently abstracted for those developing in the 
language. While we understand there are plans to make DAML open source at some stage, 
at this time there are relatively few developers with DAML or related language 
experience. 
 
Clearing members seek more information about the detailed performance metrics of 
DAML and the broader system than has been provided to date in the consultation. More 
information about the robustness of the language is also requested given the mission 
critical nature of the system and need to interact with clearing member systems. 
 
As there are very few developers with any knowledge of the language in Australia at 
present, training of developers new to the language becomes critical to enable 
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participation in the distributed ledger as a node user that is not reliant on the messaging 
interface. 
 
AFMA understands ASX requires the signing of a Non-Disclosure Agreement (NDA) to 
allow access to the developer training in July and August. While we are not privy to the 
NDA requirements we understand that some firms have been unable to sign due to the 
prohibitions in the agreement, and as a result, will not have access to training for their 
developers. This could potentially lock certain clearing members out of node usage given 
the timing implications. 
 
AFMA encourages ASX to endeavour to find terms acceptable to all relevant parties to 
remove the NDA for DAML as a barrier to node adoption. 
 
‘Day 1’ Scope 
 
ASX has been responsive to clearing participant requests in relation to what should be 
included in ‘Day 1’ scope. Members note that the system is targeted to be able to 
technically support the features listed in section 2.1 column 1 of the consultation paper 
on Day 1. It is also noted that not all of these features will necessarily be available to users 
on Day 1. 
 
Members strongly support this proposed approach. The provision of these facilities within 
the CHESS replacement system from Day 1 will go a long way to ensuring the ongoing 
delivery of benefit by the system and ensure that they are properly developed as part of 
the embedded core functionality of the system with all the benefits for design coherence 
that entails.  
 
However, members are also keen to ensure that Day 1 functionality is delivered in a 
steady and manageable way for the development cycles of the many clearing participants. 
This is particularly the case now that there is to be a hard cut-over to the ISO20022/DAML 
node interfaces and the CHESS messaging system will not be available through a 
translation service. The range of available Day 1 features under this hard switch approach 
is different to one that had a facility of an interpreted interface. The minimum required 
development is significantly more from an end-user perspective. 
 
The coordination of developments at potentially many clearing participants and other 
parties (vendors, registry operators, payment service providers etc.) is a much greater 
challenge than the (already substantial) development challenge for the tightly 
coordinated ASX and Digital Asset development team. 
 
The successful launch of the CHESS Replacement requires the successful development of 
all Day 1 user available features by all clearing and other noted participants. The DLT chain 
will be in effect as strong as its weakest link. It is therefore imperative that the risks of 
failure of a single link be carefully managed and minimised. 
 
The coordination of the development of such a wide range of features on Day 1 by all 
clearing participants greatly increases the burden and complexity, and thereby risk of 
execution failure for one or more parties, and thereby the system as a whole. As such 
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AFMA recommends that ASX conducts a dialogue with industry to agree a step-wise 
incremental availability of the non-core Day 1 features (for example foreign currency 
settlement). This would assist clearing participants in managing the development load and 
would contribute to a de-risking of the project’s execution from an industry perspective. 
 
Such an approach would fit well with the agile development approach being used on the 
project at ASX and at many of the clearing participant development sites, while 
acknowledging the practical wisdom of a ‘big-bang’ change for the core system 
functionality. 
 
We also note that some of the features designated as optional in the Day 1 scope, for 
example non-batch bilateral settlement need network efficiencies to be effective. That is, 
a single or small group of implementers is unlikely to gain sufficient benefits to make the 
investment worthwhile. As a result there is a risk that those first implementing these 
features may see no or little benefit for their investment.   
 
As such, these features, while appropriate to include in the core build for the same 
reasons mentioned above – that they are fully integrated and available, may be best to 
be held back until they released as part of a staged user release or potentially become 
part of the standard build. 
 
CIN 
 
AFMA members would like to better understand the implications and uses of the Common 
Identification Number. While the CIN could assist with nominee structures it may not be 
enough on our initial understanding to address the flexible account structure business 
requirement.  
 
It is possible that the CIN could make a positive contribution to client reporting, and 
potentially other areas. To maximize the benefits of CIN it may be appropriate if it was 
available across investor portfolios, as Legal Entity Identifiers are, including on other sub-
registers. As the aim appears to be to benefit investors this would avoid any unnecessary 
restriction of availability. Again we note the need for strategic understanding and 
discussion at the appropriate user governance input forum. 
 
 
Cryptography 
 
AFMA understands that the CHESS replacement will use a private blockchain, and that the 
node structure separates out data in such a way that only the data relevant to each node 
owner is available to that owner. Further, we understand that ASX will be implementing 
the nodes on a hosted basis, and that ASX has had independent reviews conducted into 
the security of the proposed system which have supported the proposed arrangements. 
 
While these measures will greatly reduce the risk of any compromise of the data via any 
compromising of the blockchain, we are advised that it may be appropriate to consider a 
further strengthening of the system by subjecting it to public scrutiny. AFMA is not an 
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expert in cryptographic techniques but is advised that public scrutiny can uncover failings 
in encryption systems and result in more secure outcomes. 
 
Data Ownership and Control 
 
Currently, clearing participants have certainty about their data ownership. There are 
many open questions about the ownership of data under the node and ISO 20022 
arrangements.  
 
The hosted node approach appears to centralise all data with the ASX’s servers, albeit 
with software ‘nodes’. We understand that nodes are a process on an ASX server or 
servers on ASX premises, and that there is no physical presence on the clearing member 
site except for networking connections. We note there is some lack of certainty in relation 
to the physical instantiation of nodes within the clearing members that it would be helpful 
to address. 
 
Despite the DLT nature of the technology which is traditionally associated with peer-to-
peer computing architectures the final architecture as we understand it appears to more 
resemble an entirely centralised data holding and processing model.  
 
While CHESS was always the central source of truth for reconciliation purposes, the 
removal of a firm’s primary data store from their servers appears to be a significant 
transfer of data ownership and control, notwithstanding there are likely to be significant 
efficiencies in a centralised data model. 
 
Firms seek to better understand the ownership of data on the node and the way nodes 
and data would be handled over their entire lifecycle. For example firms seek governance 
assurance that they will not be switched off from accessing their data under any 
circumstances. To avoid firms having to duplicate the node data, and thereby remove one 
of the efficiencies of the system, they need confidence that the centralised data store of 
the node will always be available to them. 
 
With regard to the availability of DLT data to firms to develop products we seek more 
information on the data governance arrangements that would apply to the data used by 
these applications. 
 
Conclusion 
 
We hope this submission has been of assistance in the ongoing development of the CHESS 
replacement and the associated governance arrangements. AFMA looks forward to 
continuing to work with ASX on the CHESS replacement project over the coming years. 
 
Yours sincerely 

 
Damian Jeffree 
 


