Equity Trading

It’'s VolumeMatch & CentrePoint in the ASX
trading game
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Global Developments

Equities 2004 - 2009

1.

Technology

Buy-side influence &
sophistication

Broker prop trading

DMA/Algo v. Large
Order Execution

Demand for anonymous
trading

Capacity, latency, cost,
functionality

Regulatory reforms -
RegNMS, MIFID

Proliferation of alternate
trading venues — alternate
functionality
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Alternative venues for trading
are increasing...
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Drivers of change _ASX

ADV - Cash Equities

Average Daily Value Total
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Jan-04 Jul-04 Jan-05
Note: Total of Equities, Interest Rate Markets and Warrants




Drivers of change he

A DV . LO n g e r Te rm AUSTRALIAN SECURITIES EXCHAKGE

S&P/ASX All Ordinaries and average daily value

Liquidity at 107%

Russian debt .com Sept 11, world recession
crisis Aug '98 bust

Liquidity 41% Asian Crisis
July '97

All Ords (area) /ADV $m

Bond market
crash '94

'87 Crash

Liquidity at 30% '91 recession

ADV is a 252 day moving average. Pre-2002 ADV is linear interpolation of annual data.




Drivers of Change P
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Spreads and average daily value

2.00%

1.60%

1.40%

1.00%

% spread (area)

0.80%
Short selling ban 23

ep
\ $2,000 m

$1,000 m

0.40%

0.20%

0.00%

Jan-96 Jan-97 Jan-98 Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

% spread is monthly average spread for all equities. ADV is a 6-month moving




l’i 1"
M

Drivers of Change e

D M A/AI g O = ave rag e trad e S I Z e AUSTHALIAN SECURITIES EXCHARGE

Trade Count vs Average Trade Size

$36,000

Millions
=
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$32,000

$28,000

$24,000

$20,000

$16,000

$12,000

0
Jul-05 Oct-05 Jan-06 Apr-06 Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jul-08 Oct-08 Jan-09

Note: Total of Equities, Interest Rate Markets and Warrants Trade Count (LHS) = Average Trade Size (RHS)




ASX Response

Capacity, Latency & Throughput

Faster Systems, Higher Volumes

— ITS Upgrade | - may 08
e 1m tpd
— ASX Network Upgrade - Nov 08
« 2meg lines
— ITS Upgrade Il - 16 may 09
 |tanium hardware
e 2m tpd
» Messages per second - 5k to 20kps
— Co-Location Hosting - Nov 08
* Network latency
20 Brokers & Market Makers
Co-Lo in ASX Bondi facilities
Sub 1ms network latency
Co-Lo Il - SYCOM & beyond - 2009/10




ASX Response O

ASX

T rad i n g F u n Cti O n al ity AUSTRALIAN SECURITIES EXCHAKGE

— Execution
* Functionality: Undisclosed, Icebergs, Portfolio Crossings
* Functionality: Centre Point & Centre Point Crossings
* ‘VolumeMatch’ - Large Order Execution service

— Block Special Threshold, 3 Tiers
* Why do we have a limit at all?
Do we need a BSC?
*  Why three levels?
* RegNMS v MIFID

— Ten Second Rule
» Removing the 10 sec element of ACE
« Removing ACE in a later release
» Centre Point Priority Crossings — No ACE




Cash Equity Microstructure -
ASX

Current

DOWFIStaI I’S Market Exceptions Exceptions

Current: Minimal transparency for Priority Crossings Current: None

ASX CLOB

Limit order book with price-time

Transparency & price disclosure priority Transparency

100% Pre-Trade 100% Post-Trade

Order volume immediate

BSC Threshold $1m

U p S t al l'S M al' k et Eﬁ$?£;;0$i1 for facilitated specials

Execute, Report
Pre-trade No order/olies (No ASX System Solution, B) price- immediate Post-Trade

or price disclosure time priority) trade reporting

Anonymity Transparency

Price/Time CLOB Exceptions
Current: specials, portfolios, facilitated

Transparency Exceptions .
P y P specials

Current: specials, portfolios, facilitated
specials




Cash Equity Microstructure -
ASX

Proposed

Downstairs Market REEEIES Exceptions

Current: Minimal transparency for Priority Crossings Current: None
Proposed: Remove 10-sec, Centre-Point, Iceberg & Proposed: None
Undisclosed Volume orders

ASX CLOB

Limit order book with price-time

Transparency & price disclosure priority Transparency

Proposed change: 3 BSC levels -ll\-lzzt1225:' iigm
linked broadly to liquidity Rest: ’ $560 000
BSC Threshold $1m
Exceptions

U p S t al rS M ar k et Current: T+1 for facilitated specials

Proposed: None

100% Pre-Trade Post-Trade

Order volume immediate

Pre-trade No order volume ASX immediate Post-Trade

Anonymity " VolumeMatch rederePoriNd Transparency

Price/Time CLOB Exceptions
Current: specials, portfolios, facilitated
specials

Proposed: VolumeMatch

Transparency Exceptions

Current: specials, portfolios, facilitated
specials

Proposed: VolumeMatch




CLOB v Crossings

ASX

Relativities of the upstairs to downstairs markets oA s

ASX Traded Value by Condition Code: Apr-09

13.1%

0.5% 0.3% 0.2% 0.5% 0.5% 1.3% 0.3%

Normal Opening Closing Combo ref  Late trade Priority & Combo  Late crossing O'seas Portfolio Crossing >  Put-through
CLOB Match auction auction CLOB (LT) non-priority  crossing ref (LTXT) crossing crossing special size sp.size
match match crossing CLOB (OSXT) (SXXT) (S1XT) cross'g
) (P1XT)

On-market crossings Off-market crossings

2.4% 8.0%
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Functionality Changes ASX

AUSTRALIAN SECURITIES EXCHAKGE

Ten Second (or ACE) Rule

Priority Crossings
wait
Appear Create Execute

ten seconds

or 10,000 milliseconds

Icebergs

Partially hidden order

Order: 5,000,000 BHP @ $34.50
CLOB: 5,000 BHP @ 34.50

Hidden Vol: 4,995,000 BHP @ 34.50

Max ratio disclosed : total = 100

Undisclosed Order

Partially hidden order

Order: 5,000,000 BHP @ $34.50
CLOB: u/ BHP @ 34.50

Min Order size: $500k

Centre Point Orders
Anonymous Orders at the CP Price
Order: 5,000 BHP @ $34.50

CLOB

34.40 34.60

Centre Point Price: $34.50

¢ Un-priced, volume-only orders

¢ Only interact with other CP orders

* Anonymous book sitting between
the spread

Centre Point Crossings: * Market & Market to Limit options

e Priority Crossings at the CP price

* No ACE or 10 second rule

e Once engaged — can hold CP price for
30 sec to allow negotiation




VolumeMatch®

ASX

AUSTRALIAN SECURITIES EXCHAKGE

44

VolumeMatch®

Fund
Managers

Anonymity supported by:

¢ Sub-broker ID (157, 557)
« Physical segregation

e Market Rules

* Certification

Brokers

Broker trading floor (ID: 157)

Facilitation Book Internal hedge fund

Sales Traders

Index Arb Book ETO & OTC

Deriv. Book

Prop Traders

Portfolio Traders SP & Warrant

Book

VolumeMatch
Volume-only orders
Min Order size = BSC value
Min trade $500k
Execution in three minute windows
At price set by the CLOB - last
10.30am to 3.30pm operation

BHP CLOB

34.55 34.57 1,000 34.55

BHP VolumeMatch®

Timer: 3.00 VolumeMatch Price: $34.55

Bid
100,000

Ask
200,000

Anonymity
Orders & Fund Manager ID hidden
Orders only visible to segregated 1D
Broker Prop Books can participate
in liquidity
No footprint for Fund Manager if
order withdrawn




Order Segregation for O
VolumeMatch® Hai,

— Why?
e It won’t work otherwise
* Needs to be seen to work by the buy-side

— What?
* Agency & Prop Houses
— Full separation of client VolumeMatch® activities
Agency-only, Prop-only - no need
Separate broker Ids
Designated Ol devices
Operational and physical segregation
No disclosure across client/prop segregation
Management and exec responsibility

— How?
» Broker responsibility - before access

 Initial & Annual Independent Certification

» ASXMS actions for Breach:
— Name & shame
—  Minimum 3 month VolumeMatch® ban




