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By email 

Dear Mr Gregson 

SFE Clearing Corporation Pty Ltd - Authorisation A90756 

We act for Australian Stock Exchange Limited (ASX). As the Commission is aware, ASX 
and SFE Corporation Ltd (SFE) merged on 25 July 2006. As a result of that merger 
companies within the SFE Group (including SFE Clearing Corporation Pty Ltd (SFE 
Clearing)) continue to exist but are now subsidiaries of ASX. 

In 2001, the Commission granted Authorisation A90756 in respect of SFE Clearing's 
Operating Rules (Operating Rules). In general terms the Operating Rules cover the 
admission and financial requirements applicable to participants of SFE Clearing as well 
as applicable disciplinary processes. This Authorisation expires on 4 December 2006. 

Given the imminent expiry of Authorisation A90756 ASX has considered whether ongoing 
authorisation of the Operating Rules is necessary. ASX has determined that provisions of 
the Operating Rules do not constitute an arrangement which may have the purpose or 
effect of substantially lessening competition within the meaning of section 45 of the Trade 
Practices Act (TPA). Further, the arrangements do not result in any per se breaches of 
the TPA. Accordingly, there is no need for authorisation. 

ASX will not, accordingly, be seeking any re-authorisation of the relevant Operating 
Rules. 

Further authorisation is not  necessary 

ASX believes it is inappropriate for it to seek authorisation of the Operating Rules for the 
reasons set out below. 

1 The Operating Rules are reasonably necessary in order for SFE Clearing 
to  comply with its statutory obligations under the Corparaffons Act 2001. 

SFE Clearing is a licensed Clearing 8 Settlement facility under Part 7.3 of the 
Corporations Act. As such, it is obliged to: 

comply with the Reserve Bank's Financial Stability Standards; 

• "do all other things necessary to reduce systemic risk"; 

"do all jhings necessary to ensure that the facility's services are 
provided in a fair and effective way"; and 

• "have adequate arrangements . . . for supervising the facility.. .including 
arrangements for handling conflicts of interest between the 
commercial interests of the licensee and the need to ensure that the 
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facility's services are provided in a fair and effective way, and 
enforcing compliance with the facility's operating rules". 

The Operating Rules of SFE Clearing must deal with the matters prescribed in 
regulations. They regulate the operation of the facility, including the conduct of 
Participants in the facility, and establish reasonable governance rules which 
promote confidence in the stability of the facility and its ability to effectively 
settle transactions in the derivatives market. 

SFE Clearing is subject to regulation by ASlC and the Reserve Bank. 

The Australian Securities and Investment Commission (ASIC) is the principal 
regulator of SFE Clearing's activities. Section 823C of the Corporations Act 
gives ASlC the power to assess how well the licensed CS facility is complying 
with its obligations under the Act. Amendments to the Operating Rules have 
been subject to an informal and formal approval process involving ASlC and the 
Minister. Going forward, the Operating Rules will be subject to ongoing review 
and refinement by SFE Clearing in conjunction with ASIC. The capital adequacy 
requirements applicable to participants, and SFE Clearing's overall guarantee 
and risk management arrangements, are regularly assessed by SFE Clearing 
and benchmarked against other international clearing and settlement entities. 

The Corporations Act vests powers of regulation with the Minister, ASlC and the 
Reserve Bank in relation to the operation of Clearing and Settlement facilities. . 

These powers and functions include: 

SFE Clearing must notify ASIC of any change to its Operating Rules. 
ASlC must refer these changes to the Minister who has the power to 
disallow any change to the Operating Rules (ss822D-E). In making 
that determination the Minister must to have regard to various matters 
listed in the Corporations Act and may also have regard to any other 
matter that the Minister considers relevant (ss827A(1)&(2)). 

The Minister has the power to give SFE Clearing written directions if 
helshe considers that it is not complying with its statutory obligations 
(s823A) and may require SFE Clearing to provide a report on 
specified matters (s823B). 

SFE Clearing is required to provide ASIC with a report into its 
compliance with obligations as a Clearing and Settlement facility, 
annually. The Minister may also require an audit to accompany these 
reports (s821 E). 

The Reserve Bank is required to perform an annual assessment of 
SFE Clearing's compliance with its obligations under the Reserve 
Bank's Financial Stability Standards and its obligation to reduce 
systemic risk. A written report of this assessment is provided to both 
the Minister and ASlC (s823CA). 

ASIC has the power to investigate SFE Clearing's compliance with its 
obligations as a Clearing and Settlement facility and make appropriate 
recommendations (s823C). 

The Operating Rules do not have the purpose or effect of substantially 
lessening competition. 

The Operating Rules do not have the purpose or effect of substantially 
lessening competition. They are a necessary and proportionate self-regulatory 
response that assists SFE Clearing to discharge its statutory obligations and 
guarantee the provision of a secure and efficient clearing and settlement 
environment. By promoting the efficient operation of SFE Clearing's clearing 
facility, and hence the efficiency of futures markets, the Operating Rules are 
pro-competitive in effect. 
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Operating Rules governing participation, disciplinary and financial arrangements 
ensure that a stable prudential safety net is available to guarantee the financial 
integrity of the futures market. The setting of Net Tangible Assets (NTA) and 
Net Liquid Assets (NLA) requirements and the ability to adjust them, are 
important risk management tools allowing SFE Clearing to adjust to significant 
market changes thus helping to reduce counterparty risk and promote the 
presence of stable Clearing Participants in the market. 

The SFE Clearing Operating Rules, and the regulatory regime in which they are 
developed and applied, promote confidence in the clearing and settlement 
system for derivatives. This promotes industry participation and competition. 

The Operating Rules do not give rise to any potential per se breaches of 
the Trade Practices Act. 

The Operating Rules do not give rise to any potential per se breaches of the 
Trade Practices Act. The Operating Rules have been amended since 
Authorisation A90757 to remove the requirement that a Clearing Participant 
also be a participant of the Sydney Futures Exchange. 

The industry context has changed since the previous authorisation was 
sought 

The industry context has changed in the years since the previous authorisation 
was sought. In 2002 substantial amendments to the Corporations Act were 
introduced which established an effective regulatory regime which governs the 
operation of financial markets and clearing and settlement facilities. While the 
focus of the regulatory regime outlined above is not identical to the focus of the 
Commission, the regulatory regime does support a procompetitive outcome. 

The merger of the SFE group of companies and the ASX group of companies 
on 25 July 2006 has also altered the industry context. Going forward, the 
Operating Rules will be subject to ongoing review and potential refinement by 
SFE to ensure consistency with the ASX Rules. In undertaking this process, 
SFE and ASX will act in consultation with ASIC and the Reserve Bank. 

Content of the Operating Rules 

The following discussion sets out a short summary of the areas of the Operating Rules 
covered by the existing Authorisation, for the information of the Commission. Given that 
SF€ Clearing no longer requires authorisation of its Operating Rules, it is appropriate and 
proper for the Commission to be provided with an understanding of these matters in order 
that it can confidently close its files. 

The Operating Rules broadly cover three areas of the operation of SFE Clearing: 

1 Membership criteria; 

2 Financial requirements; and 

3 Disciplinary provisions. 

A brief description of each area is given below. 

Membership Criteria 

The Operating Rules establish membership criteria which must be met by any Clearing 
Participants. These include: 

Requirements that Participants be of good standing, with high business integrity 
and financial probity. 

Requirements to have managerial, operational, financial and appropriate 
complementary business continuity arrangements in place to enable a 
participant to meet its ongoing obligations as a Clearing Participant and in 
particular is in a position to make immediate transfer of funds to meet its 
obligations. 
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Empowering the Board to approve applications for membership in its discretion. 

Financial Requirements 

The Operating Rules place NTA and NLA requirements on Clearing Participants. Clearing 
Participants must satisfy an NTA threshold of $5 million and any NLA requirements set by 
the Board. Clearing Participants are obliged to report their financial standing to SFE 
Clearing. 

In addition, all Clearing Participants must provide a financial "commitment" to support the 
financial obligations of SFE Clearing. The current level of this commitment is $1 million 
fixed commitment plus a variable commitment calculated on the basis of each Clearing 
Participant's level of risk and their holdings of open positions. Clearing Participants act as 
principals and these financial arrangements are part of the mutualisation of risk model 
used by SFE Clearing which promotes prudent management by participants. 

Disciplinary provisions 

The Operating Rules also provide SFE Clearing with the right to investigate Clearing 
Participants to ensure compliance with the Operating Rules. 

The Operating Rules are substantially similar to those considered by the Commission in 
2001, however a number of minor amendments have been made since authorisation was 
last sought. These amendments were introduced to achieve greater consistency with the 
SFE's Operating Rules and in order to satisfy SFE Clearing's obligations under the 
amended Corporations Act. 

pkaF ntact us if you wish to discuss the contents of this letter further. 

ald Robertson Patrick Gay 
Senior Associate 
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