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Dear Mr. Matt Gibson,

Review of Competition in Clearing Australian Cash Equities

We appreciate the opportunity to comment on the Consultation Paper issued by the Council of Financial
Regulators ("CFR") on competition in clearing of the Australian cash equities market. Computershare
(ASX: CPU) is a global market leader in transfer agency and share registration, employee equity plans,
proxy solicitation and stakeholder communications. We also specialise in corporate trust, mortgage,
bankruptcy, class action, utility and tax voucher administration, and a range of other diversified financial
and governance services.

Founded in 1978, Computershare is renowned for its expertise in high integrity data management, high
volume transaction processing and reconciliations, payments and stakeholder engagement. Many of the
world’s leading organisations use us to streamline and maximise the value of relationships with their
investors, employees, creditors and customers. Computershare is represented in all major financial
markets and has over 15,000 employees worldwide. For more information, please visit

www.computershare.com

We have responded to the consultation from our perspective as share registrar and issuer agent, and
have therefore focused our comments on the potential impact of the introduction of competition in
clearing on the overall market structure for securities processing, including settlement; registration; and
the high standards for transparency of shareholders already present in Australia.

3.1 Stakeholder Feedback — Policy Approaches

Computershare does not take a direct position on the central issue of whether it is appropriate to
implement competition in clearing for the Australian cash equities market. We are not a direct participant
in clearing processes. We however encourage the CFR to look at the impact of the implementation of
competition in clearing also on the broader market structure of Australia. While we appreciate the
potential benefit of competition in clearing for market participants in relation to efficiency, risk, and
fairness, in our view it is relevant and necessary to look beyond these aspects to also take into account
the potential impact on the effectiveness of interaction between issuers and their investors.



The market structure adopted for clearing has consequential impact on the broader equities market, in
part as a result of the interaction between clearing and settlement processes and the commonality of
CHESS to these; but importantly also due to the legal nature and structure of CHESS. CHESS is not just
the clearing and settlement system for ASX listed securities. It is also a sub-register of legal title for
those securities, forming a part of the total register of securityholders of each securities issuer. It
therefore plays a central role in the relationship between issuers and their securityholders.

While some investors in Australia choose to hold their shares indirectly through nominee accounts, the
‘name on register’ structure of CHESS and associated identification of investors with CHESS accounts
delivers a high degree of direct shareholder transparency and facilitates issuer/investor engagement.
These features are hallmarks of the Australian market. Any changes to market processes should be
calibrated to prevent disruption to these highly-regarded features of the market.

We consider that a central question in relation to the introduction of competition in clearing should be
whether it would give rise to an increasing level of centralisation of securities accounts and thus reduce
transparency. This concern should be given due weight in addition to considerations of efficiency, risk
and costs. Many foreign clearing and settlement systems utilise centralised record-keeping, such as
pooled nominee accounts or full immobilisation of securities ownership, with a goal of promoting
efficiency and cost reduction for market participants. However, these structures have a negative impact
on the transparency of securities ownership for issuers, and create complexity for investors in exercising
their core shareholder rights.

As mentioned, transparency of securities ownership facilitates more effective issuer/investor engagement.
It also improves efficiency in the management of shareholder communications and the exercise of
securityholder rights, whereas centralised securities accounts require the intermediation of all corporate
actions and voting. In our experience in those foreign markets where centralisation is used, this form of
intermediation delivers sub-optimal outcomes reducing transparency of stock ownership and increasing
costs of communications.  Intermediation results in less timely communication from the issuer to
securityholders; increases costs as more ‘hands’ are involved in administering corporate events e.g.
dividend payments, shareholder communications and voting; and creates operational risks through
additional and more complex reconciliation requirements.

In 2010, the United States’ Securities & Exchange Commission (*SEC") issued a ‘Concept Release” which
analysed and called for comment on a range of concerns expressed by market stakeholders, including
those mentioned above, in relation to the highly intermediated US proxy voting system. The US system
imposes substantial costs on issuers to communicate with their indirectly registered investors and to
facilitate voting. By stark contrast, China operates its market structure such that all domestic investors
are directly registered as owners of securities, which supports a different form of administration of
corporate events and voting. We do not believe this structure is appropriate for the Australian market
either.

We also note that the European Union is grappling with the complexities and impact of intermediated
securities ownership, with its long-standing review of the principles of securities ownership for indirect
holders under the draft Securities Law Directive and the current proposals for the Capital Market Union;
as well as in relation to the exercise of shareholder rights under proposed changes to the Shareholder
Rights Directive. Some European CSDs operate highly centralized securities account structures, similar to

! http://www.sec.gov/rules/concept/2010/34-62495.pdf




DTCC in the US. However we note that European law has recently mandated that all European CSDs
must make segregated securities accounts available under the CSD Regulation.

A growing number of governance groups and investor bodies are also addressing the impact of pooled
account structures for both investor protection and enhanced engagement and governance purposes and
proposing increased availability and usage of segregated accounts and direct registration. For example,
the International Corporate Governance Network addressed the impact of pooled account structures on
voting in its 2014 ‘Viewpoint’ on cross-border vote execution’. We also note in relation to ASX listed
companies that the Governance Institute of Australia discussed the benefits of using segregated accounts
and direct registration in their 2014 paper on improving engagement with institutional investors®. From
the retail investor perspective, the UK shareholders association Share Soc has called for greater direct
registration and disclosure of shareholders and a move away from the common UK practice of recording
retail investor ownership indirectly through broker nominees®.

It is beneficial to look at these international developments alongside consideration of the Australian
market structure, which already delivers a highly transparent structure and supports effective
issuer/investor engagement, as discussed in the Governance Institute of Australia paper. We recommend
that the preservation of these key features of the Australian market and the potential impact of
competitive clearing services on them be given due consideration by the CFR:

a. In determining whether to allow competitive clearing services to be offered; and
b. If competition is allowed, in considering the structure, systems, rules and processes of any
clearing service provider that applies for permission to provide clearing services in Australia.

4.6 Stakeholder Feedback — Competition

We do not propose to comment on the specific questions posed to stakeholders under section 4.6.
However, in relation to Question 8 regarding the likelihood of a single provider of equity settlement
services remaining, in either the short or long term, we would like to take the opportunity to reiterate the
comments we made in relation to the 2012 review of competition in clearing and settlement. In our
view, a utility settlement system, with price transparency, is the most effective approach for the
Australian market. We have attached to this submission as appendix A the brief comments that we
provided in relation to the 2012 enquiry, which relate to this question.

5.6 Stakeholder Feedback — Monopoly

As with the earlier sections, we have not specifically responded to questions in relation to the appropriate
regulatory structure for clearing services in either a monopolistic or competitive environment. In either
policy outcome, we do however reiterate our recommendation that CFR weigh not only the impact of
regulatory policy directly on the providers of clearing services and on the market participants directly
affected. CFR should also consider the impact of its regulatory policy in this area on the broader market
structure including investor transparency, in order to ensure that such beneficial aspects of the current
structure are preserved for issuers and investors.

2 https://icgn.org/images/ICGN Viewpoint Shareholder Rights Vote execution website.pdf

® http://www.governanceinstitute.com.au/media/678497 /improving-engagement-asx-listed-companies-
institutional-investors-guidelines-final.pdf

* http://www.sharesoc.org/pr63sharereform.html




We appreciate the opportunity to present these comments to the CFR. We would be happy to provide
further detail or respond to any questions on the issues presented in this response. Please contact either
Greg Dooley by email: greg.dooley@computershare.com.au or phone: +61 2 9680 4615, Claire Corney by
email: Claire.Corney@computershare.com or phone: +1 212 805 7159 or myself by email:
paul.conn@comptureshare.com or phone: +1 212 805 7154

Yours sincergly,

Paul Conn
President, Global Capital Markets
Computershare Limited



Appendix A: Computershare Comments on the 2012 Enquiry into Competition in Clearing and
Settlement in Australian Cash Equities
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Initial Comments on Discussion Paper:
Competition in the Clearing and Settlement of Australian Cash Equities Market

This note sets out some initial comments from Computershare Limited on the Discussion Paper on
competition in the clearing and settlement of the Australian cash equities market. We note that the
discussion paper works on the basis that the provision of clearing services will become competitive in
Australia but that the provision of settlement services most likely will not be contestable. There are
implications for issuers and registrars in either event, but more particularly in the context of settlement
becoming contestable.

Where the Discussion Paper addresses what may be the “appropriate settlement arrangements for non-
ASX CCPs”, it is important that the ensuing developments acknowledge and preserve key features of the
Australian securities ownership structure:

Y CHESS is not just the settlement system of ASX-listed securities; importantly it is also a sub-
register of legal title for those securities, forming a part of the total register of shareholders of
each ASX-listed company. Settlement in CHESS thus delivers direct legal title to the securities.

Y Australia has a strong reputation for the transparency and efficiency of ownership, with holdings
in CHESS being directly visible as part of the register of shareholders and issuers having the right
to disclosure of any underlying beneficial owners.

International Background

The discussion paper references the significant regulatory changes underway in the European Union in
the areas of clearing and settlement. Computershare is engaged in dialogue with the European
Commission and local market regulators on these developments, particularly as it relates to settlement
and securities record-keeping aspects. There exist some key drivers of the legislative agenda in the EU
that are relevant to contrast to the Australian market:

Y The securities markets of the 27 member states of the EU still operate in many ways along
national lines. The goal of a single integrated market is a major driver for legislation seeking to
open up the national markets among CCPs and CSDs (under the so-called ‘EMIR’ legislation for
clearing and the ‘CSD-R’ regulation for CSDs). Ultimately, while some new entrants in niche
services are likely, the EU developments are expected to result in consolidation particularly
amongst the CSDs, with a smaller number of cross-border service providers intended to achieve
the goal of a united EU market. One expected benefit for this is to reduce clearing and
settlement costs comparative to the US market.

Y This is distinct from the Australian position, where the State-driven securities markets were
consolidated in the 1980s into an efficient and competitive national market.

Computershare Initial Comments on Discussion Paper July 2012



Computershare

Y This needs to also be seen in the context of the intended introduction of Target2-Securities
(‘T2S’), expected in 2015, which will result in most* EU CSDs outsourcing their settlement
function to T2S to facilitate efficient local and cross-border settlement within the EU. This is
expected to reduce the focus between CSDs on the provision of purely settlement services,
which is seen as essentially a utility function, and will result in the CSDs focusing on the
provision of more value-added services to their clients.

Y The CSD-R is intended to achieve common regulation of the activities of the CSDs in relation to
the administration of securities, to ensure the integrity of securities issues. In the EU, many
providers of settlement services are depositaries, which immobilise title to securities and record
and settle beneficial entitlement to the securities. Only a small number of the so-called CSDs
provide direct legal title in a manner analogous to CHESS, the most significant of these being the
UK system CREST (operated by Euroclear). The fundamental legal differences between the
‘direct holding’ systems and the depositaries has caused some difficulties in the drafting of the
CSD-R.

»  The CSD-R is also expected to introduce mandatory full dematerialisation or immobilisation of
securities traded on EU markets, and harmonised rules on settlement discipline. These are
already well-established and highly efficient features of the Australian market.

In the US, the approach has been to encourage centralisation of both the clearing and settlement
functions for equities, with settlement in particular seen as a natural utility service. This drove the
formation of the Depositary Trust and Clearing Company (‘DTCC’) and much of the US regulatory
structure in this area. Although some providers have discussed providing a competitive service to DTCC
(e.g. NASDAQ explored developing a settlement function in recent years) this has not eventuated.

In those EU markets where the depositary model is used, similar to DTCC in the US, investors do not
obtain the benefit of direct legal title to their securities; instead units of beneficial ownership are
exchanged and recorded with their systems. This is a key difference between those markets and
Australia, where CHESS is a part of the register of shareholders maintained in accordance with the
provisions of the Corporations Act. The depositary structure adopted in the US and many EU markets,
with limited issuer rights of transparency of ownership, has generated significant complexity, parallel
effort and associated cost concerns related to the processes for shareholder communications and
shareholder voting, which are necessary to ensure good governance.

We are of the opinion that settlement is in essence a central utility function and that introducing
competition in this area would generate unnecessary costs and risks for the Australian market. We are
also concerned to ensure that the system in Australia preserves the benefits of direct legal title and
transparency of ownership. Our notes below address the potential impact of the introduction of
competition in clearing services, which we believe is the most likely outcome for Australia. We have

! Not all EU CSDs will outsource their settlement function to T2S. Perhaps the most significant to indicate that they will not participate in T2S is
the UK’s CREST.
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also noted some particular comments related to the impact of competition in settlement services for
issuers and registrars, in the event that further consideration is given to this possibility.

If Clearing is Contestable but Settlement is CHESS-only

If only clearing is contestable, the impact for issuers and registrars will largely be driven by the
settlement process that is put in place for non-ASX clearers, and the impact of this on the transparency
of the share register and the structure of shareholder title. Issuers and their registrars must have the
opportunity to review and provide input to such developments. Some issues that were noted in the
Discussion Paper of relevance to issuers and registrars are:

1. Settlement Arrangements

Y The Discussion Paper raises the issue of settlement arrangements that the new CCPs must
make with ASX, assuming CHESS is a natural monopoly. These arrangements must be
‘acceptable’ to both parties.

Y Asyet, there is no available information about what the possible arrangements may be. It
will be important for issuers and registrars to have the opportunity to review the proposed
arrangements to address whether there is any impact on the transparency of the register,
and whether this changes the delivery of legal title through the settlement process.

Y It would be a retrograde step for the Australian market to move to delivering only beneficial
ownership, for example, to participants in a new CCP, where Australia currently operates at
the higher standard of direct legal title.

2. Competition & Access to CHESS
Y Inthe event that rules are introduced to address price transparency and unbundling, it will
be relevant that this applies to all users of CHESS and not just to settlement participants.
This should avoid the potential for any hidden cross-subsidisation by ASX to counter
potentially reduced fees on clearing as a result of competition.

If Settlement is also Contestable

We believe that a utility settlement system, with price transparency, is the most effective approach for
the Australian market. In the event that the settlement function becomes contested, any competing
settlement system should be subject to requirements that it:
1. Sofar as possible, operate in a manner equivalent to CHESS, observing the core principles
agreed amongst all market stakeholders in the establishment of CHESS; and
2. Not increase the overall costs for users of the markets, especially issuers and retail investors
who do not control trading volume or seek mobility in using alternative clearing and settlement
infrastructures.

Computershare Initial Comments on Discussion Paper July 2012
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On page 5, the Paper states that the settlement system is also “the market’s central record of securities
title”. 1t then proceeds to note that an advantage of CHESS as the only settlement system is that the
securities record is not held in multiple locations and that this allows “more accurate whole-of-market
record-keeping, as there is no need to aggregate the records held in multiple facilities”. \We agree that
the role played by the settlement system in recording title is important however it must be noted that
CHESS is only part of the central register of title for ASX-listed securities. The total register of
shareholders is comprised of two subregisters — the CHESS subregister administered by ASX, and the
Issuer Sponsored subregister administered by the issuer or their registrar.

The issuer/registrar receives files from CHESS of CHESS holdings to enable it to compile the total
register. Therefore the ‘central record’ as such is already aggregated from two sources. This allows
investor choice in whether to hold their securities directly on the books administered by the issuer or
through the use of a sponsoring broker that administers their holdings.

In the event that competition in settlement is pursued, it would be necessary to also consider how the
securities holdings would be maintained and updated for settlement. This has not yet been addressed.
Any process should not reduce the transparency of the Australian market, make shareholder
communications and voting processes more difficult to administer and maintain the efficiency and cost-
effectiveness of the current holding structure.

Computershare appreciates the opportunity to present its position to Treasury on these issues, and is
keen to continue to participate in the discussions about these important reforms. We would be happy
to offer our further insight and assistance to the Council of Financial Regulators where appropriate.
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