Vanguard®

14 June 2012 Level 34
Freshwater Place
2 Southbank Boulevard
Southbank, VIC 3006

Manager, Financial Markets Unit Australia

Corporations and Capital Markets Division

The Treasury Phone: +61 3 8888 3888
Langton Crescent Fax:  +61 1300 765 712

PARKES ACT 2600
vanguard.com.au

Dear Sirs

Submission concerning Consultation Paper dated April 2012: Implementation of a framework
for Australia’s G20 over-the-counter derivatives commitments

We attach our submission in respect of the April 2012 Consultation Paper on OTC derivatives.

Generally, we found the paper easy to read and well thought through. The author or authors are to be
commended.

We are not commenting on all questions asked in the paper. We are only making submissions on
areas that concern our industry—that is, matters that may impact on funds management or managed
investment schemes generally.

Our approach to issues raised by the paper can be summed up as follows:

1. We consider that a primary aim of this initiative is to address sources of risk presented in the
2008 global market crisis. Australia has thus far survived the crisis relatively well, but we are
nonetheless a small part of the global economy and must embrace key global financial
markets initiatives and reforms—as adapted to suit our circumstances;

2. Central reporting of trades will ultimately benefit market participants although in the shorter
term, we believe there is a case to be made for data to be gathered by regulators and
assessed before public reporting is introduced or key changes made in other areas that will
impact on market behaviour. If a phased approach is adopted, information on trade flows, risk
concentrations, etc, can be taken into account to assess likely impact on liquidity, for instance,
and regulatory change can be tailored accordingly;

3. Margining of trades (both initial and variation) insulates counterparties from the potential loss
of market value upon a counterparty default and effectively serves as a limit on trading based
on assets available for use as collateral. If the primary goal of these reforms is to reduce
systemic risk in the OTC derivatives market, margining could also be considered for uncleared
‘unsecured’ (e.g. uncollateralised) high-risk OTC derivatives;

4. Generally, clearing of trades should be directed at mitigating overall counterparty risk
notwithstanding—but taking into account—the possible disaggregation of netting between
uncleared and cleared swaps.

We believe that our industry body, the Financial Services Council, will be making submissions to
Federal Treasury in respect of the Consultation Paper. We would generally support submissions
made by the FSC on behalf of industry participants.

Thank you for this opportunity to present our submission.

Vanguard Investments Australia Ltd (ABN 72 072 881 086/AFS License 227263)
GPO Box 3006, Melbourne VIC 3001



If you have any questions or comments, please do not hesitate to call Marina Dobbyn of our office on
(03) 8888 3585, email address: marina.dobbyn@vanguard.com.au

Yours faithfully
Vanguard Investments Australia Limited

KaSet g NIZFT—

Kathryn Watt
Director

Encl

Vanguard Investments Australia Ltd (ABN 72 072 881 086/AFS License 227263)
GPO Box 3006, Melbourne VIC 3001
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