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Dear Dr Chadwick
AUSTRALIAN CFD FORUM LIMITED AND OTHERS – APPLICATION FOR AUTHORISATION
91403 AND 91404 – INTERESTED PARTY CONSULTATION
YOUR REFERENCE 53574
Thank you for the invitation to comment and make a submission on the application for authorisation
received by you from the Australian CFD Forum and its founding members, CMC Markets Asia
Pacific Pty Ltd, IG Markets Limited and GFT Global Markets UK Limited (the Applicants).
1.

INTRODUCTION

Margin foreign exchange contracts and contracts for difference have similar legal characteristics
and are referred to in this submission as “CFDs” and the relevant industry is referred to as “the CFD
industry”. ASIC adopts this approach.
Also, you should note that there are references in the Applicants’ submission to ASIC Regulatory
Guide 239 and Consultation Paper 156. They are both now in ASIC Regulatory Guide 166.
It is instructive that we are aware that one of the Applicants in the early stages of its activities in
Australia as a market-maker used client moneys for hedging purposes with an external
counterparty(s). This, we believe, is relevant in assessing the merits of the Application.
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We have adopted the same definitions as the Applicants.
2.

EXECUTIVE SUMMARY

The Standards that are proposed to be administered in accordance with the proposed Forum’s
constitution and the Membership Rules do in fact contain exclusionary and cartel provisions and
they give effect to those provisions. They are anti-competitive and constitute barriers to entry to the
CFD industry by Australian companies. Furthermore, they are tainted by the apparent motives of
the Applicants of improving or entrenching their own market positions in Australia.

The approval of the Application in respect of the Relevant Standards and the Membership Rules of
the Forum will inevitably lead to control of the Australian CFD market by highly capitalised overseas
companies Applicants whose interests, as we point out below, are not aligned to those of Australian
consumers. They do not benefit the Australian public. The Application should, therefore, be
refused.
3.

BACKGROUND

The Forum

The Forum is not representative of the Australian CFD Industry. The 3 founding members are all
large foreign-owned businesses and two of the members (IG and GFT) operate in Australia as
branches of overseas regulated entities, CMC operates as a subsidiary of an overseas
parent. There are currently 40 CFD or FX providers operating in Australia, many of whom are small
and some of which (6) are Australian owned and operated. We note that the original CFD Forum
membership has reduced from 6 to 3 since being formed in March 2012 with Capital Spreads, City
Index and Saxo all pulling out - we also understand that GFT Markets has now pulled out.

The Forum's standards are not accepted by the majority of these providers who all operate within
the terms of their AFSLs, Australian legislation and ASIC's regulatory requirements and
guidance. The vast majority of the industry, therefore, does not support the CFD Forum's standards
as currently drafted which is why membership is not higher and representative of the Australian
CFD Industry as a whole.
Membership of the Forum is voluntary, although we believe that its primary purpose is to lobby
Treasury and the Federal Government to change client money legislation. The Federal Government
is much less likely to change the law if the changes are considered anti-competitive. We believe the
Application is designed to fend off anti-competitive arguments by the rest of the CFD Industry. A
successful Application will lend weight to these lobbying activities and if this leads to changes in the
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law - and the Australian CFD industry will then undoubtedly favour these large foreign-owned
businesses to the detriment of smaller Australian based businesses, many of which will be unable to
operate and which will ultimately reduce consumer choice. An unsuccessful Application will level
the playing field and provide the whole CFD Industry with the same level of influence over
legislation.
Who are we?
AxiCorp Financial Services Pty Ltd (AxiCorp or we or our) is the holder of Australian Financial
Services Licence (AFSL) No. 318232. We are authorised to generally advise on, and deal and
make a market in, foreign exchange contracts and derivatives. Under our AFSL, we provide margin
foreign exchange contacts and contracts for difference where the underlying instruments are
commodities, bullion and index futures. The major part of our activities is margin foreign exchange.
AxiCorp was established in late 2007. Apart from a small overseas individual shareholding, we are
wholly Australian owned, with Australian directors. Since our establishment, we have grown to
become the number one pure online Australian foreign exchange and CFD provider, and presently
rank tenth in the list of worldwide providers. Our growth has been funded from equity capital
contributed by its shareholders.

AxiCorp has implemented rigorous compliance standards and procedures that meet ASIC and other
regulatory authorities’ requirements. In particular, to complement ASIC requirements we have
instituted and monitor strict compliance procedures in the way we handle client moneys; eg our
Treasury and Finance Divisions prepare, under the direction of our Chief Finance Officer, daily and
monthly reports that are distributed to our Chief Executive Officer, Compliance Officers and others.

AxiCorp operates three trading systems in the issue of our foreign exchange derivative products. It
is important in the context of this submission to understand these systems because they have very
different implications.
The three trading systems are:
Straight Through Processing (STP) or Direct Market Access (DMA)
Under this system, upon receiving a client order, the provider passes it directly onto its own liquidity
providers, in our case fifteen, including Deutsche, UBS, Morgan Stanley and Citibank. This is one
of the purest forms of trading. The liquidity provider acts as counterparty to the trade and fills the
order at the prevailing market price on behalf of the provider’s client. The provider is not, therefore,
subject to client risk.
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Market-making: professional traders
This involves the provider hedging the clients’ transactions, either through an internal hedging
process or with the providers’ liquidity providers/counterparties including in our case the banks
referred to in the preceding paragraph, and others to diversify the counterparty risk. This is
appropriate for professional traders.
Market-making: retail traders
This system is appropriate for retail clients whose transactions are not of the size or quantity that
are appropriate for either of the above two systems. The provider assumes the client risk.
How do the present members of the Forum operate?

The Applicants are all overseas owned and, we understand, in the case of CMC Markets and IG
Markets, they offset (or hedge) the transactions entered by them with their overseas parents,
although IG has recently introduced Forex Direct transactions, which may involve STP transactions.

We believe it important that you establish the precise method of the Applicants’ operations in this
respect, as it is relevant in the assessment of the merits of the Applications as far as market risk is
concerned.
4.

APPROVAL OF RELEVANT STANDARDS AND MEMBERSHIP RULES

The Applicants say that they will not proceed with the adoption of the Membership Rules or the
implementation of the Standards, if authorisation is not given to the Relevant Standards. If the
Membership Rules are authorised but the Relevant Standards are not, the Applicants may decide
not to proceed with significantly watered down Standards if authorisation is not given to the
Relevant Standards.

We believe the primary motivation for the establishment of the Forum is the promotion and
mandating of Relevant Standards 7 and 12.

The intention of the founding members will be to attract as many members as they can and only
those members who agree to the Relevant Standards will be accepted as members. This could
give control of the industry to overseas interests, which is surely not in the Australian public
interest,

Treasury and ASIC may want to introduce proposals that restrict the use of client money and
impose higher financial standards and they, as the appropriate regulatory authorities, will do so, if it
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is necessary to protect consumer interests. AFMA is the appropriate body where industry concerns
can be expressed. It has only been the self-interest of companies such as the Applicants that have
caused difficulties

The Australian market is well regulated by ASIC. It had concerns about client protection and this
lead to Regulatory Guide 166, which replaced Regulatory Guide 239. This guide came as a result
of a consideration of the issues referred to in ASIC Consultation Paper CP156.

ASIC has a process under which it reviews the activities of providers and we have no doubt that it
would like to see a forum that leads to the upholding of those standards and recommends new
standards that are in interests of the Australian industry as a whole. But not those that reflect the
apparent motives of the Applicants.

It is mischievous to imply, as the Applicants do, that ASIC supports these standards without
specifying those standards that it does or does not support. RG166 (not RG239) was introduced
after full consultation. ASIC and Treasury is obviously happy with the financial requirements set out
in RG166.

The point must be made, however, that it is not for members with vested interests to attempt to
mandate standards - through a collective body - that are anti-competitive on their face and may
have a public benefit, but on closer analysis reveal that they have a detrimental effect on the CFD
market by limiting consumer choice and leading to overseas control of the market.

Market makers do not hedge all positions held by clients and the founding members may
themselves or their parents carry the risk. This creates far larger risk to a client than the DMA/STP
situation where the providers’ exposure is hedged to cover 100% of client exposure and nothing
else. We believe that the introduction of Relevant Standard 7 into the Australian market insofar as it
affects the use of client moneys will lead to the decimation of the DMA/STP market in Australia. If
client moneys cannot be used to hedge, DMA/STP providers will be forced to begin running risk
against their clients in order to generate profit from unprofitable clients. The result of the
introduction of Relevant Standard 7 means the DMA/STP providers will be required to use their own
capital to hedge the client positions, and will have to impose margins much higher than their foreign
owned competitors. The returns on the providers’ capital will be reduced thereby placing pressure
on its ability to meet ASIC’s financial and prudential requirements, as well as resulting in less
favourable spreads and prices being made available to customers.

As pointed out above, AxiCorp also acts as a market-maker for retail clients.
However, when hedging, our liquidity providers require a much higher level of margin than we can
competitively require clients to pay. We must be able to impose competitive margins – at least
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those that compete with the overseas providers – to benefit Australian clients with the option of the
DMA / STP trading model..
What are the effects of the decimation of the STP/DMA market?
The decimation of the Australian STP market:
deprives Australian consumers of access to a burgeoning world-wide system that provides
them with lower trading risk and more competitive pricing, generally to meet their
requirements;
will result in the removal of a system that must be available to smaller/medium Australian
providers to allow them to compete with their foreign-owned competition.
5.

THE STANDARDS

We have no great difficulty with Standards other than Standards 7 insofar as it relates to the use of
client moneys and 12 the acceptance of which will have a detrimental effect on the CFD market by
limiting consumer choice.

The adoption of Relevant Standard 7 will lead to the decimation of the STP/DMA system in
Australia, which is fast becoming the preferred trading system worldwide.

By the very nature of the market-making system, market-makers have a clear conflict of interest in
that their interests are not aligned to those of their clients. In other words, they make money when
their clients lose money in both rising and falling markets.
6.

PROTECTION TO AUSTRALIAN CONSUMERS

The Applicants refer to the unfortunate situation that arose in connection with MF Global to support
their justification for Relevant Standards 7 and 12.
There is little evidence that changing client money legislation will provide greater protection to
Australian clients. There is no such thing as full client money protection, as in the event of a large
market move leading to the insolvency of a provider the client money pool will not necessarily be
sufficient to ensure clients receive back all of their funds. Even in the case of MF Global Australian
clients received almost all of their funds back despite there being allegedly criminal activities and
extremely complicated funding activities across the group.
7.

CONCLUSION
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AxiCorp supports the establishment of a Forum whose Standards and Membership Rules are in the
interests of all Australian participants in the CFD industry. But, the founding members of the Forum
all have vested interests in the introduction of the
Standards, including Relevant Standard 7, insofar as far as it relates to the use of client moneys,
and Relevant Standard 12. As has been shown above, these Relevant Standards do not benefit the
public. As the founding members have indicated their reluctance to proceed with the Forum absent
these Relevant Standards, the Application should be refused.

Yours sincerely

Goran Drapac

Goran Drapac
Chief Executive Officer

AxiCorp Financial Services Pty Ltd
Direct:
+61 2 9965 5801
Main:
+61 2 9965 5800
Fax:
+61 2 9965 5899
Email:
GDrapac@axicorp.com.au
Web:
www.axicorp.com.au
Any general advice in this electronic communication does not take into account you or your client's personal objectives, financial situation and needs.
Please seek advice from a financial adviser or broker and read the relevant Product Disclosure Statement before making a decision in relation to any
investment. Any views or opinions expressed in this email do not necessarily represent those of AxiCorp Financial Services Pty Ltd (AxiCorp). This
email and the information it contains is confidential, legally privileged and exempt from disclosure under applicable law. Access to this
communication by anyone other than the addressee is unauthorised and any other delivery, distribution, copying or disclosure is strictly prohibited
and is not a waiver of privilege or confidentiality. If you receive this message in error, please notify the sender and delete it from your system. AxiCorp
is regulated in Australia by the Australian Securities and Investments Commission, AFSL No: 318232
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