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The Directors

ASX Settlement Pty Limited and ASX Clear Pty Limited
Exchange Centre, 20 Bridge Street

SYDNEY NSW 2000

22 September 2015

Dear Directors,

1. Background

ASX Settlement Pty Limited and ASX Clear Pty Limited (together hereinafter referred to collectively as ‘the ASX’
or ‘ASX’) operate the sole licensed clearing and settlement facilities in Australia providing clearing and
settlement systems and services for the Australian cash equity market. Clearing and settlement services are
critical to the operation of Australia’s financial markets, providing investors efficiency in equity transactions and
reducing counterparty and systemic risk.

Through its commitment to the ongoing development of clearing and settlement services to ensure that the
needs of users are met and that services provided are aligned with global standards, the ASX in consultation
with industry stakeholders and Australian regulators developed a Code of Practice for the Clearing and
Settlement of Cash Equities in Australia (“the Code”).

This Code came into effect on 9 August 2013 with the aim of formalising the ASX’'s commitment of working with
clearing and settlement users to ensure their needs are met and they are engaged in a timely and transparent
manner in relation to the ongoing development of clearing and settlement services and infrastructure.

2. Purpose of our report

The Code requires that, on an annual basis, the ASX conducts both an internal review of the operation of the
Code, as well as engaging an independent external auditor to perform its own review.

PwC has been engaged by the ASX as the independent external auditor to review the operation of the Code for
the period 1 July 2014 to 30 June 2015. As required by the Code, we have prepared this report to outline the
procedures performed by PwC in relation to our review of the operation of the Code and the results of those
procedures.

3. Scope of work

The scope of our procedures in relation to our review of the operation of the Code is in accordance with the
requirements of section 5 of the Code, as reproduced in the extract below:

“(b) Additionally, ASX will engage an independent external auditor to conduct an annual review and prepare a
written report regarding the operation of the Code, including with respect to:

(1) ASX's compliance with the cost allocation principles described in clause 3.2;
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(2) ASX’s compliance with the access request protocols described in clause 4.3(c) relating to requests for
access lo clearing and settlement services;

(3) ASX’s compliance with the operational standards described in clause 6(c) relating to the protection of
competitively sensitive information acquired by ASX Clear and ASX Settlement in the course of
providing the TAS and the settlement facilitation service; and

(4) ASX’s pricing to verify that there is no discrimination between ASX-affiliated entities and other users of
clearing and settlement services.

The external review will be completed and the external auditor’s report will be published within 3 months
following the end of each financial year. The external auditor’s report will be provided to the Boards of ASX
Clear and ASX Settlement and the Forum promptly after the report’s completion. ASX will publish the report on
the ASX website.”

4, Use of the work of ASX Limited Internal Audit department (Internal Audit)

As noted above, the ASX is required to conduct an annual internal review regarding the operation of the Code.
This review has been assigned to Internal Audit. Given the concurrent timing and consistent nature of the
procedures to be performed in relation to the operation of the Code, PwC and Internal Audit have worked
collaboratively to meet their respective obligations under section 5 of the Code.

Specifically, in performing our procedures, we have relied in part on the procedures performed by Internal Audit
in relation to assessing the ASX's compliance with certain obligations outlined in the Code. Such reliance has
been used to supplement our own procedures, and in certain cases in place of performing separate procedures.

In determining whether reliance can be placed on the procedures by Internal Audit we have given due
consideration to the guidance in Auditing Standard ASA 610 — Using the Work of Internal Auditors. ASA 610
requires that, in determining whether the work of an internal audit function can be used, the external auditor
shall evaluate:

(a) The extent to which the internal audit function’s organisational status and relevant policies and
procedures support the objectivity of the internal auditors;

(b) The level of competence of the internal audit function; and

(c) Whether the internal audit function applies a systematic and disciplined approach, including quality
control.

Having performed the evaluation required under (a) to (c) above we determined it was appropriate and
reasonable to place partial reliance on the work performed by Internal Audit.

To determine the extent to which reliance could be placed, we:

1) Performed an assessment to determine the inherent complexity of each Code obligation. For those
Code obligations we deemed to be less complex and subjective in nature, we have place reliance on
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the work performed by Internal Audit. For the more complex and subjective Code obligations we
performed our own independent procedures.

2) Forthose Code obligations where we have placed reliance on Intermal Audit, we have re-performed a
sample of Internal Audit’s procedures to evaluate the adequacy of their work.

Those obligations where Intemal Audit's procedures have been utilised to supplement or replace our
procedures have been detailed in Appendix A. In addition to the reliance referred to above, we have also
considered the results of the work performed Internal Audit in totality.

5. Procedures & Results

To meet our obligations under section 5 of the Code, we designed procedures in relation to each obligation
under the code to assess the extent to which the obligations were being met. The procedures were determined
based on our professional judgement.

The specific procedures, together with the results from performing those procedures, are detailed in Appendix A
of this report.

In performing our procedures we noted a number of observations and potential non-compliance with certain
obligations of the Code. These observations and findings have been documented in Appendix A in the results
sections of the respective procedures to which they relate.

We believe the observations and findings, individually and in aggregate are administrative and minor in nature
and do not impact on ASX's overall compliance of the Code obligations.

6. Disclaimer

This report is intended solely for the use of ASX Settlement Pty Limited and ASX Clear Pty Limited for purposes
set out above. As the specified user of our report, it is for you to assess both the procedures and our factual
findings to determine whether they provide, in combination with any other information you have obtained, a
reasonable basis for any conclusions which you wish to draw on the subject matter. Accordingly, we expressly
disclaim and do not accept any responsibility or liability to any party other than the specified users for any
consequences of reliance on this report for any purpose.

Yours faithfully

Matthew Lunn
Authorised Representative
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Commonwealth Securities Limited

1. Effectiveness of the Forum

Consider: Is the Forum meeting its objectives, in particular, providing a mechanism for customers and industry
stakeholders to provide input to ASX on the ongoing development of cash market clearing and settlement
services? Is an equal opportunity to express views and opinions provided to all Forum members? Is the
communication between the Clearing and Settlement Boards and the Forum appropriate? If not, please specify
why not.

The Forum has continued to meet its objectives by providing a formal mechanism three times a year for
represented customers and industry stakeholders to provide input to ASX on the ongoing development of cash
market clearing and settlement services. The inclusion of the largest customers and groups representing all
industry stakeholders (notably the Stockbrokers Association of Australia and the Australian Financial Markets
Association) on the Forum ensures the opportunity to provide input is broad. The public Code of Practice web
site publishes all agendas, minutes and reports that any stakeholder and customer can access giving full
transparency and supporting their opportunity to input.

In our experience all members of the Forum get equal opportunity to express views and opinions but attendance
and use of the opportunity varies as you would expect.

Communication between the Clearing and Settlement Boards of the ASX and the Forum is in writing and as
frequent as the meetings of the Forum which are now only three times a year. This ensures the Boards are
formally aware of the Forum'’s view which is sufficient.

The Forum is appropriately well informed and guided by the Business Committee which now meets even more
regularly and is attended by a wide group of stakeholder representatives who are closer to the clearing and
settlement processes than the senior Forum stakeholders.

2. ASX's mechanisms for user engagement and consultation

Consider: Do ASX’'s mechanisms for user engagement and consultation (e.g. Forum, consultation papers,
industry briefings) offer ample opportunity to provide feedback on the development of the market? If not, please
specify why not.

ASX has continued to provide ample opportunity for user engagement and feedback in the last 12 months. Our
experience is that ASX customer service has increased during the year.

In addition to regular Customer Forums and one off project related forums that we and other participants can
attend, we have regular one on one business and operational meetings with ASX. We are experiencing
improving engagement with the ASX through these and from having an allocated customer relationship
manager.

There has been very good consultation and involvement with the main proposed change in Settiement to T+2.
However there was insufficient consultation on the impact on customers and investors of a proposed minor
change in interpretation of designated names allowed for superannuation funds in CHESS which actually has
potential large impact on SMSF investors.

It would be very useful for ASX to adopt a similar communication of its rule changes to that of ASIC who include
a summary of the particular parts of its rule that have been amended to ensure participants can identify it easily
and manage the change in a timely manner rather than just circulating the updated rule book.

3. ASX's responsiveness to requests

Consider: Does ASX respond to requests relating to cash market clearing and settlement services in a timely
manner? If not, please provide relevant details.

ASX is generally very responsive to our requests relating to clearing and settlement cash market services in a
timely manner and if it is not an escalation path exist (outside of the Forum) through regular relationship
management meetings (technical and business) and through our allocated ASX Customer Relationship
Manager. We maintain a joint issues log that is regularly reviewed and managed very effectively by ASX.

36



Appendix B

=

pwc

4. Administration of the Code

Consider: Was the nomination and appointment process for members of the Forum appropriate? Is the process
for resignation and replacement appropriate? If not, please provide specific comments.

The nomination and appointment process for the Forum is that ASX consult with its users and invite individuals
from organisations to the forum to represent their segment of the industry. The groups that must be included are
specified in the Code of Practice and are appropriate. Also appropriate is the granting of discretion to the ASX
as it is their customer forum. It gives ASX some flexibility but requires that half the membership be customers
(Participants) and inclusion of all remaining stakeholders is via official industry bodies. Alternatives of giving the
power to a third party or mandating involvement of certain customers seem less appropriate.

The process did achieve a good spread of members that includes the largest clearers and settlers, competitors
to ASX using its services (Chi-x on the Forum and NSX and APX on the Business Committee), a mid-tier broker
from Perth and good industry stakeholders/association representation on the forum (though not the

Business Committee).

Recently ASX has consulted members on change to the Forum and Business Committee membership in line
with Code specification that the rotation of membership is allowed for every two years.

Resignation is required by individuals when they leave organisations that they are representing. This is
appropriate as they are there as representatives not in their own right. There have been appropriate changes to
the membership in the last year in line with this.
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Stockbrokers Association of Australia

1. Effectiveness of the Forum

Consider: Is the Forum meeting its objectives, in particular, providing a mechanism for customers and
industry stakeholders to provide input to ASX on the ongoing development of cash market clearing and
settlement services? Is an equal opportunity to express views and opinions provided to all Forum members?
Is the communication between the Clearing and Settlement Boards and the Forum appropriate? If not,
please specify why not.

The Forum has not met this calendar year and only once in the last 12 months, so there is not a sufficiently
meaningful opportunity to draw many conclusions as to the operations of the Forum.

We have not sought feedback from those of the Association’'s member firms who are represented on the
Forum in their own right, given the limited time afforded for a response, and given that those firms have
presumably been asked to provide feedback direct as Forum members as part of this process.

2. ASX's mechanisms for user engagement and consultation

Consider: Do ASX's mechanisms for user engagement and consultation (e.g. Forum, consultation papers,
industry briefings) offer ample opportunity to provide feedback on the development of the market? If not,
please specify why not.

In general, the Association is satisfied with the user engagement and consultation mechanisms provided by
ASX in relation to Clearing and Settlement.

An exception has been the recent issue relating to the proposal for CHESS Release 9.0, where the
Association was not happy with the nature of the changes being proposed to the Clearing and Settlement
rules, or the reasons for proposing them. Whilst an opportunity to consult was provided, and was utilised, the
time period proposed for implementing the changes was too short to be realistic.

We advised ASX that the use of the Clearing and Settlement rules to impose obligations on brokers relating
to tax related laws was not in our view an appropriate use of the ASX’s powers to make ruies governing the
operation of its clearing and settlement facility.

ASX paid regard to our submissions and the proposed changes have been deferred.

There is a question mark as to whether there is a provision in the Code of Practice to deal with this type of
issue, and whether there ought to be or whether there is a gap in the Code of Practice.

Whilst this issue would probably not fail within the description of the provision of clearing and settlement
service on discriminatory terms, there is a question mark as to how appropriate it is for participants in the
market to have such liabilities imposed on them by a single facility operator, without the availability to choose
to use a competing clearing and settiement facility which did not impose the same requirements.

3. ASX's responsiveness to requests

Consider: Does ASX respond to requests relating to cash market clearing and settlement services in a timely
manner? If not, please provide relevant details.

As an industry body, the Association is not able to answer these question directly from its own knowledge. In
the limited time allowed for a response, we are not in a position to consult our members for feedback on this
question. If more time were abie, we could ask member firms for their feedback

4. Administration of the Code

Consider: Was the nomination and appointment process for members of the Forum appropriate? Is the
process for resignation and replacement appropriate? If not, piease provide specific comments.

This has not been a question that has generated any issues during the last 12 months, and hence we do not
have any comment to make. We note that the Association’s replaced its representative on the Forum during
this period, by reason of a change in Chief Executive, and this took place without any difficulty.
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