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Section A: Interpretation and Construction

A.1 Interpretation
A1.1

Definitions incorporated by reference: Capitalised terms defined in the Clearing

and Settlement Rules have the same meaning when used in these Procedures,
unless expressly stated or the context requires otherwise.

A1.2

Business Partner
Identification Number

CHO’s Spot Rate of
Exchange

Cover 1 Clearing
Participant

Official Cash Rate

Portfolio Risk

Specific Cover Collateral

Total Margin Payable

Report

A.2 Construction

A21

Interpretation: In these Procedures, the following terms bear the following meanings:

means a unique identification code assigned to a Clearing
Participant or a Lending Clearing Participant in the Settlement
System;

means the spot rate of exchange for the purchase of the
relevant currency with New Zealand dollars displayed on
Bloomberg FXTF NZD at or about 9:00am on a particular day.
If that page is replaced or the service ceases to be available,
CHO may specify another page or service displaying the
appropriate rates. If no rates are available on a particular day,
Procedure 6.11.2 shall apply;

means the Clearing Participant who has the greatest
exposure to CHO based on its Net Open Positions in
Derivatives Contracts and the Margin provided by the relevant
Clearing Participant;

means, on any date, the prevailing official cash rate as at that
date set by the Reserve Bank of New Zealand (or any
successor thereof);

means the sum of theoretical uncovered daily stress losses in
relation to a Portfolio, if the Clearing Participant defaulted
under the stress scenarios specified by CHO from time to
time;

means Eligible Securities lodged as Collateral to cover Call
Options written over those specific Eligible Securities. The
amount of Specific Cover Collateral must equal the number
of underlying securities deliverable on exercise of the call
option. For example 100 SPK shares lodged to cover one
SPK written call option; and

means the report given to a Clearing Participant or a Lending
Clearing Participant under Procedure 3.12.1 to show the
Margin obligations of that Clearing Participant or Lending
Clearing Participant.

Without limiting any provision in a Rule relating to the application of that Rule to one or

more Procedures, the following Rules shall also apply to these Procedures, with such
necessary modifications to assist such application, including references to “a Rule” or “these
Rules” being replaced with references to “a Procedure” or “these Procedures” mutatis
mutandis: Rules 1.7, 6.1,6.4,6.5,6.6,6.7,6.9,6.10,6.11, 6.12, 7.10, 8.1, 8.2, 8.3, 8.4,8.5,

8.6 and 8.7.
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Section 1: Introduction and General Provisions

Amendment Procedure

Procedures for Rule 1.3.1

1.3.1 Subject to Rule 1.3.2, CHO may, from time to time, amend these Rules in accordance
with the Procedures. NZX may request that CHO amend the Rules by providing CHO
with written notice of proposed amendments. CHO must amend the Rules as
proposed by NZX from time to time in accordance with the Procedures except if such
amendment would, in CHO’s reasonable opinion, materially increase the risk to the
Settlement System in respect of the clearing and settlement of Settlement
Transactions. Amendments to these Rules come into effect and are binding on CHO,
Clearing Participants and Lending Clearing Participants on the date specified by CHO

by Notice provided that:

(a) the date specified is no less than 20 Business Days after CHO has sent Notice
of the amendment to Clearing Participants and Lending Clearing Participants;

and

(b) the proposed amendment is not disallowed under the RBNZ Act.

1.1 Amendment of Rules

1.1.1 CHO may from time to time at its discretion (and shall if requested to do so by NZX)
propose amendments to the Rules, by Notice to Clearing Participants and Lending
Clearing Participants. The Notice will set out (as applicable):

(a

(b

the Rule or Rules to be amended;

—~

(d

(e
timetable for the amendment; and

the nature of the issues that have arisen which necessitate the amendment;

)
)
c) the result CHO desires to achieve from the amendment;
) to the extent practicable, the amendment proposed;
)

to the extent it differs from the timetable set out in Procedure 1.1.2, the

(f) any other information CHO believes is relevant.

1.1.2  The process for an amendment of the Rules will, except to the extent CHO
determines otherwise, follow the indicative timeframe set out below following issue of

the Notice of the amendment:
CHO to receive submissions on proposed amendment.

CHO to consider submissions and give Notice to
Clearing Participants of its decisions on issues raised.

CHO to receive submissions on CHO response.

15 Business Days following Notice

15 Business Days after closing date
for submissions

10 Business Days after further
notice issued

73



CHO to consider submissions and provide final 10 Business Days after closing date
amendments (if any). for further submissions

1.1.3 CHO may give Notice of an amendment to such other interested parties as it
considers fit. CHO shall give a copy of any such Notice to NZX.

1.1.4 CHO must consult Clearing Participants and Lending Clearing Participants when
proposing amendments to Procedures that would result in the imposition of, in the
reasonable opinion of CHO, materially more onerous obligations on Clearing
Participants and Lending Clearing Participants generally, or on any class of Clearing
Participant.

1.1.5 Subject to Procedure 1.1.4, CHO may depart from the process set outin this
Procedure.
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Section 2: Clearing Participants

Application Procedure
Procedures for Rules 2.5.1 and 2.2.1(o) and (s)

2.5.1

2.2.1

21
2.11

Applications for participation in the Clearing House must be made in the manner
prescribed by Procedure. An application constitutes an offer by the applicant to be
bound by the Rules and acceptance of the application by CHO constitutes a binding
contract between CHO and the applicant to be bound by the Rules.

An applicant to be a Clearing Participant will not be allowed to participate in the
Clearing House and will not be provided access to the Clearing House System
unless the applicant:

(o) has provided contact details of the applicant, the Responsible Person and its
Directors; and

(s) has provided any additional information prescribed by Procedure, including a
completed and signed application form.

Application Procedure

A Person applying for participation in the Clearing House as a Clearing Participant
must complete, sign and deliver to CHO an application in the form prescribed by
Procedure 2.3 together with:

(a) the certificate of incorporation (or equivalent document confirming
establishment of the entity) and names and addresses of Directors and
shareholders of the applicant company and a copy of the constitution (or
equivalent document);

(b) the applicant’s audited accounts for the preceding 5 years or such shorter
period since the applicant’s incorporation;

(c) evidence of the applicant’s current financial position, sufficientto demonstrate
that the applicant meets the capital adequacy requirements relevant to the
category of Clearing Participant it is applying for;

(d) details of any legal or arbitration proceedings active, threatened or pending
against the applicant or any member of its group which may have a significant
adverse effect on the reputation of the applicant;

(e) details of any adverse or potentially adverse matters in respect of the applicant
which have been brought to the attention of any Alternative Regulator to which
the Clearing Participant or its Relevant Persons are subject and/or any other
relevant regulatory authorities during the last 6 years (where possible providing
copies of any relevant correspondence in relation to such matters);

(f) the applicant’s business plan relating to its business as a Clearing Participant;

(g) the applicant’s compliance plan, business continuity plan and training plan
relating to its business as a Clearing Participant;
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21.2

2.1.3

214

(i)
()

()

details of the applicant’s technology relevant to its clearing and settlement
business and its conformance with CHO’s system and timetable for completion
of systems testing;

details of the applicant’'s payment and accounting systems;

copies of certificates of insurance for professional indemnity and directors and
officers cover and other cover determined by the Clearing Participant to be
appropriate for the purposes of Procedure 2.26;

name of the applicant’s Responsible Person, including evidence of compliance
with the requirements of Procedures 2.34 and 2.35;

where the applicant is applying to be a General Clearing Participantor a
Default Clearing Participant, a copy of the applicant’s standard form of C&S
Agreement, and (if requested by CHO), a legal opinion from lawyers
acceptable to CHO, and for the benefit of CHO, that the C&S Agreement
complies with the requirements of Rules 2.14.2 and 2.14.3;

(m) a description of the applicant's management structures including names of

Personnel holding management positions;
a description of the applicant’s corporate structure;

any information required by CHO in order to register afinancing statement
against the Clearing Participant on the PPSR;

details of the property or assets to be provided as Collateral (such details to be
included in the application form);

a copy of the proposed Buy In Procurement Agreement including all required
terms; and

any other information which the applicant thinks may be relevant to CHO in
considering the application.

An applicant may, if permitted by CHO, submit in substitution of any of the
information required by Procedure 2:

(@)

(b)

evidence of membership of, or participation in, any other market, clearing
house or settlement system, together with confirmation of compliance with the
rules or other requirements of that market, clearing house or settlement
system;

evidence of holding a status, licence, permission or entitlement relevant to the
assessment of suitability for participation in the Clearing House, together with
confirmation of compliance with the regulatory requirements of that status,
licence, permission or entitlement.

CHO may require additional information in relation to an application or any of the
information or supporting documentation filed in support of the application.

An applicant must submit information (in typed format), in as much detail as the
applicant feels appropriate to support their application and must comply with Rule

8.6.5.
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21.5

2.2
2.2.1

2.3
2.3.1

CHO will keep confidential all information provided to it by the applicant inrelation to
its application in accordance with and subject to the provisions of Rule 8.7.1.

Application Information

In addition to the information specified by Rule 2.2.1, an applicant for participation in
the Clearing House as a Clearing Participant shall also provide:

(@) [Nothing currently required]

Application Form

An application for participation in the Clearing House as a Clearing Participantor a
Lending Clearing Participant must be in the form, and include the confirmations,
determined by CHO from time to time. An applicant should request the form from
CHO.

Technical Requirements Procedure
Procedures for Rule 2.2.1(g) and 2.7.1(d)

2.2.1

2.7.1

2.4
2.4.1

2.5
2.5.1

An applicant to be a Clearing Participant will not be allowed to participate in the
Clearing House and will not be provided access to the Clearing House System
unless the applicant:

(g) satisfies CHO as to the applicant’s technical capacity to be connected to the
Clearing House System, including satisfaction of such systems testing as may
be prescribed by the Procedures;

Each Clearing Participant and Lending Clearing Participant must at all times:
(d) comply with operational, procedural and technical requirements ofthe Clearing

House System and networks, as specified by CHO by Procedure;

Technical requirements

The technical requirements for connectivity to the Clearing House System are
contained in the following documents available from CHO on request:

(@) Network connectivity overview;

(b) CHO/CDO Message definition;

(c) TCP/IP Interface specification.

Systems Testing

CHO will require a Clearing Participant to undertake the following testing:

(a) Conformance of BOS software: Conformance must be successfully
completed for all the Clearing Participant’'s Back Office System (BOS)
software. The extent of the testing required is contained in the Clearing

Participant Technical Conformance document available from CHO. All tests
will be based on specifications and procedures defined in this document.
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(b) Connectivity: The connectivity test is network based and involves the testing
of successful connectivity between the Clearing Participant and the Clearing
House System. Note that this does not require CHO to physically attend the
premises of the Clearing Participant.

(c) Validation: Validation tests are system/business message based and must be
successfully completed by each Clearing Participant. These tests are run
against the Clearing House System front end web application and the Clearing
Participant’'s BOS - if applicable.

2.5.2 CHO will notify Clearing Participants of any amendment or addition to these

conformance tests.

Compliance Plan Procedure
Procedures for Rule 2.7.2(a)

2.7.2

2.6
2.6.1

2.6.2

Without limiting Rule 2.7.1, a Clearing Participant must at all times:

(a) for the purpose of ensuring compliance with Rule 2.7.1, have in place a
compliance plan that will ensure continuous compliance with all requirements
imposed by or pursuant to these Rules and all requirements prescribed by
Procedure;

Compliance Plan

A Clearing Participant must, at all times, maintain adequate, suitably designed and
effective accounting systems and internal procedures and controls to procure
compliance with the applicable requirements of the Securities Legislation relevant to
their business as a Clearing Participant and the Rules. This includes a periodic
review of the obligations under the Securities Legislation and the Rules, the
identification of the key risks facing the Clearing Participant and the establishment of
systems, procedures and controls to monitor and manage those risks.

A Clearing Participant’s compliance plan should address the following matters
relating to its participation in the Clearing House:

(a) a statement of the objectives of the compliance plan;

(b) a programme of procedures and controls, including regular periodic (daily,
weekly, monthly, quarterly and annual) tasks, processes, monitoring and
sampling and testing of operational activities;

(c) the management structure, including operations and processes, for
implementation of that Clearing Participant’s compliance plan;

(d) allocation of compliance responsibilities among the Clearing Participant’s
Personnel relevant to tasks performed reflecting, where appropriate, the
compliance and procedures manuals referred to in Procedure 2.6.2(e)
including responsibility for the design, implementation, functioning and review
of the compliance plan;

(e) written compliance and procedure manuals, setting out the Clearing
Participant’s procedures, and controls over those procedures, in all areas of its
clearing and settlement operations;
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(9)

(h)

(i)

recording and reporting to the Clearing Participant’s Responsible Person,
breaches and suspected breaches of applicable material requirements of the
Securities Legislation relevant to the Clearing Participant and the Rules, and
providing structures and procedures for investigation, external reporting,
mitigation, discipline and remedy of those breaches;

processes for avoiding or managing conflicts of interest arising for Personnel
involved in both compliance activities and operational activities;

maintenance of records of compliance activities; and
processes to review the adequacy of the Clearing Participant’s compliance

plan and the effectiveness of its implementation and implement the outcome of
the review.

Business Continuity Plan Procedure
Procedures for Rule 2.7.2(b)

2.7.2

2.7
2.7.1

2.7.2

Without limiting Rule 2.7.1, a Clearing Participant must at all times:

(b)

maintain satisfactory systems for the execution, recording, reporting, clearing
and settlement of Transactions and Settlement Transactions as are necessary
to enable it to perform its obligations as a Clearing Participant under these
Rules, and for that purpose have in place a business continuity plan that meets
all requirements prescribed by Procedure;

Business Continuity Plan

A Clearing Participant must, at all times, maintain adequate disaster recovery and
business continuity arrangements aimed to ensure timely recovery and continuation
of its usual operations that are relevant to its role as a Clearing Participant following
short, medium and long term disruption of its business.

As a minimum a Clearing Participant’s business continuity plan should address the
following matters:

(@)

(b)

the management framework for implementation of that Clearing Participant’s
business continuity plan and emergency procedures including allocation of
responsibility for the design, implementation, functioning and review of the
plan, which must be subject to the oversight of the Responsible Person;

the services or functions to be maintained by the business continuity plan and
emergency procedures, which shall include:

(i) data communications lines;
(i) routers;

(iii)  gateways;

(iv)  open interface sessions;

(v) clearing and settlement software applications and associated hardware;
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(vi)  databases and archives / storage;

(vii)  payment facility access;

(viii)  site contingency;

(ix) Personnel, processes, procedures and financial resources;
(x)  communication with clients; and

(xi)  communication with regulators (including CHO).

the resource requirements, including people, systems and other assets and
arrangements for how these resources will be obtained;

the recovery priorities for that Clearing Participant’s operational processes
affected by the disruption;

communication arrangements in relation to the disruption and how this will be
communicated to internal and external parties;

system processes for determining the integrity of the information affected by
the disruption;

processes to test the adequacy and effectiveness of that Clearing Participant's
business continuity plan and emergency procedures; and

processes for regular periodic review of the business continuity plan and
emergency procedures and implementation of that review.

Training Plan Procedure
Procedures for Rule 2.7.2(c)

2.7.2

2.8
2.8.1

2.8.2

Without limiting Rule 2.7.1, a Clearing Participant must at all times:

(c)

maintain sufficient Personnel with adequate knowledge, experience, training
and competence to ensure the Clearing Participant’s compliance with the
Rules, and performance of its obligations as a Clearing Participant under these
Rules, and for these purposes have in place a training plan that meets all
requirements prescribed by Procedure;

Training Plan

Each Clearing Participant must prepare and implement a training plan formulated for
the purposes of ensuring that all Personnel engaged in the Clearing Participant’s
clearing and settlement business obtain and maintain adequate knowledge in
relevant Rules and laws, and obtain and maintain competency in using the system
for the clearing and settlement tasks they are involved in.

Each training plan shall provide for:

(@)

appointment of a training officer, with responsibility for supervision and
implementation of the training plan;
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2.8.3

284

2.8.5

(b) assessment at appropriate intervals of the training and development,
supervision and competency of Personnel;

(c) development of training description for each position or function;

(d) a programme of continuing development to ensure Personnel are kept up-to-
date with changes in law, rules, practices and technology;

(e) review of the effectiveness of the training at appropriate intervals; and
(f)  periodic review of the training plan.

Training must include specific technical skill training and general trainingin relevant
law, regulation, rules, practice and ethics.

The training plan may include such other features as the Clearing Participant
believes are necessary.

Each Clearing Participant shall provide to CHO on request the following:
(a) acopy of its current training plan;

(b) evidence of periodic review, including information in respect of any amendment
or variation to the training plan.

Records Procedure
Procedures for Rule 2.7.2(f)

2.7.2

2.9
2.9.1

Without limiting Rule 2.7.1, a Clearing Participant must at all times:

()  maintain any records that may be prescribed by Procedure forthe period
prescribed by Procedure;

Books, Records and Explanations

Each Clearing Participant must maintain accounting and other records containing
complete and accurate records and explanations of the affairs and transactions of its
business. The books, records and explanations must:

(@) be kept separate and distinct so as to distinguish the books, explanations and
records for its clearing and settlement business from the books, explanations
and other records of any other business in which the Clearing Participant may
be involved;

(b) be sufficient to comply with the requirements of the Securities Legislation
governing the maintenance of financial records;

(c) be sufficient to enable the Clearing Participant to be subject to financial
reporting and audit requirements set out in Procedures 2.17 to 2.25;

(d) include accounting records in the form and with the content prescribed by
Procedures 2.10 to 2.14; and
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2.10

(e) be sufficient to enable the Clearing Participant to identify, quantify, control and
manage that Clearing Participant’s risk exposures; and

(f)  be retained for a period of 7 years following the end of the financial year to
which they relate in accordance with Procedure 2.16.

Accounting and Other Records

2.10.1 Each Clearing Participant must maintain accounting records in respect of its

2.10.2

business activities and in respect of the assets, liabilities and transactions in its
possession or control or for which it is accountable.

The records to be maintained in accordance with Procedure 2.10.1 must be
sufficient to capture and record (in a memorandum account where appropriate), on a
timely basis and in an orderly fashion, each transaction and commitment that that
Clearing Participant enters into, and in each case, with sufficient information to
explain its nature and the asset(s) and/or liability(ies), actual and contingent, which
arise or may arise from it.

2.10.3 The records to be maintained in accordance with Procedure 2.10.1 must be

maintained in a manner such that they disclose, or are capable of disclosing
promptly the financial and business information that will enable that Clearing
Participant’s Directors or management to:

(@) make timely and informed decisions;

(b) monitor the performance of all aspects of that Clearing Participant’s business;
(c) monitor the quality of that Clearing Participant’s assets; and

(d) safeguard that Clearing Participant’s assets, including assets belonging to

Customers for which that Clearing Participant is responsible.

2.10.4 The accounting and other records of each Clearing Participant to be maintained in

accordance with Procedure 2.9 and 2.10 must contain details of exposure limits
authorised by management which are appropriate to the type, nature and volume of
business undertaken by that Clearing Participant. Management must ensure that
the information contained in the records is capable of being summarised in a way
that enables actual exposures to be readily and regularly measured against these
limits.

2.10.5 The accounting records must show the assets, liabilities, events and transactions in

the Clearing Participant’s control or for which it is accountable. Accounting records
must be kept so as to ensure that the Clearing Participant:

(a) correctly records and explains the events and transactions occurring in the
course of its business activities;

(b) can at any time determine its financial position with reasonable accuracy; and

(c) can prepare financial statements that comply with the Companies Act 1993
and the Financial Reporting Legislation (or to the extent permitted by
Procedure 2.21.2, equivalent standards under the laws of that Clearing
Participant’s home jurisdiction), as applicable, that can be readily and properly
audited.
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2.10.6 Each Clearing Participant must:

(@)

(b)

maintain clear and up-to-date documentation of all accounting systems and
internal controls, including a record of all material changes made to those
systems and controls and the dates on which those changes were
implemented; and

provide such explanations of the systems and controls maintained under Rule
2.7.2 to CHO as may be requested.

2.10.7 Each Clearing Participant shall notify CHO promptly of any changes to the systems
and controls that might reasonably affect CHO’s assessment of the adequacy of
such systems and controls.

2.10.8 Without limiting anything in this Procedure 2.10, the accounting records of a Clearing
Participant must, as a minimum, contain:

(@)

(b)
(c)

(d)

(f)

entries from day to day of all sums of money received and expended and the
matters in respect of which they are received and expended;

a record of all income and expenses explaining their nature;

a record of all assets and liabilities, including any commitments or contingent
liabilities;

entries from day to day of all Settlement Transactions of that Clearing
Participant’s own account and separately by that Clearing Participant acting as
agent for another party;

entries from day to day of the receipt and delivery of all Money or Approved
Products in the possession or control of that Clearing Participant, whether
owned by that Clearing Participant or by another Person;

a complete, up-to-date record of all Money or Approved Products in the
possession or the control of that Clearing Participant, showing the beneficial
owner, the purpose for which they are held, and whether they are subject to
any security interest.

211 Other Records
2.11.1 Each Clearing Participant must ensure that records and reports:

(@)

(b)

are maintained in sufficient detail and with sufficient cross-references to
establish an adequate audit trail. The audit trail must include all records,
working papers and schedules supporting the production of annual financial
statements and all financial reporting statements;

are arranged, filed and indexed in such a manner as to permit ready access to
any particular record. Where that Clearing Participant maintains its records in
any manner other than on paper in an easily legible form, then it shall also
provide facilities for the prompt access to these records and for the prompt
production of copies of these records on paper in such easily legible form; and

are adequate to demonstrate compliance with the Securities Legislation
relevant to their business as a Clearing Participant and the Rules.
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212 General Requirements

2.12.1 The requirements of this Procedure are not exhaustive and it is the obligation of
each Clearing Participant to ensure that the records and reports maintained are
sufficient having regard to the nature of the Clearing Participant’s business. The
detailed requirements of this obligation will vary according to, amongst other things:

(a) the manner in which the business of each Clearing Participantis structured,
organised and managed;

(b) the size of the business of each Clearing Participant; and

(c) the nature, volume and complexity of the transactions and commitments of
each Clearing Participant.

213 Timing
2.13.1 The financial records must be made as soon as practicable after the events to which
they relate.

214 Language

2.14.1 All records and reports which a Clearing Participant is required to maintain under this
Procedure must be kept in writing and in the English language, or in a manner which
will enable them to be readily accessible by CHO and readily converted into writing
in the English language at the cost of the Clearing Participant. CHO may direct a
Clearing Participant to convert records into writing and/or translate records into
English and as required by Rule 8.6.5. That direction must be complied with by the
time specified by CHO when giving the direction.

215 Place of Keeping Records

2.15.1 The location at which the records and reports required by this Procedure are kept
must be notified to CHO.

2.15.2 If the records which a Clearing Participant is required to maintain under this
Procedure are kept outside New Zealand:

(a) the Clearing Participant must send, or cause to be sent, to New Zealand,
records which will enable true and fair financial statements to be prepared; and

(b) CHO may direct a Clearing Participant to produce any of its records in New
Zealand.

2.15.3 A Clearing Participant must comply with any direction given by CHO under
Procedure 2.15.2(b) by the time specified by CHO when giving the direction and at
the cost and expense of the Clearing Participant.

2.16 Retention of Records

2.16.1 The records, reports and explanation required to be maintained by this Procedure
must be retained for a period of 7 years following the financial year to which they
relate.

Reporting Procedure
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Procedures for Rule 2.7.2(g), 2.17.2 and 2.17.3

2.7.2  Without limiting Rule 2.7.1, a Clearing Participant must at all times:

(9)

provide financial statements and other information as prescribed by Procedure;

2.17.2 A Clearing Participant must provide to CHO a monthly report of its daily Capital
Adequacy Calculations during that month at the time and in the manner prescribed
by Procedure.

2.17.3 CHO may by Notice require a Clearing Participant to provide to CHO a report of its
daily Capital Adequacy Calculations on a more regular basis as and when CHO
considers necessary or desirable.

217 Annual Reporting

2.17.1 Within 90 days after the end of a Clearing Participant's financial year, a Clearing
Participant must deliver to CHO:

(@)

(b)

(c)

(e)

(f)
(9)

(h)

(i)

financial statements of the Clearing Participant for the financial year that
comply with Procedure 2.21;

an auditor’s report on the financial statements that complies with Procedure
2.25;

a copy of any return or notice (including any annual return, financial statements
or a notice of a change in its share capital, its Directors or its constitutional
documents) filed with the Registrar of Companies of New Zealand (or in
respect of a Clearing Participant which is incorporated in a jurisdiction outside
of New Zealand, such Alternative Regulator or Person holding an analogous
office to the Registrar of Companies in its home jurisdiction) during that
financial year;

a certificate of currency for any insurances to be maintained in accordance
with Procedure 2.26;

a graphical presentation of the Clearing Participant’s group structure at
balance date. At a minimum this should disclose the Clearing Participant’s
ultimate shareholders, holding company, or parent (howsoever described) and
all Subsidiaries of the ultimate parent;

a current organisation chart of the Clearing Participant;

a reconciliation that indicates the differences between the audited financial
statements at year-end with the monthly return provided to CHO for the last
month of the financial year pursuant to Procedure 2.19.1;

if a reconciliation is provided under paragraph (g), a restatement of the monthly
report of the daily Capital Adequacy Calculations provided to CHO for the last
month of the financial year pursuant to Procedure 2.19;

a copy of all bank audit confirmations requested and received by the Clearing
Participant’s auditor relating to financial statements; and
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(j) a certificate in the form of Appendix B signed by the Clearing Participant’s
Responsible Person or delegate.

218 Half-yearly Reporting

2.18.1 Within 60 days after the end of a Clearing Participant's financial half-year, a Clearing
Participant must deliver to CHO:

(a) financial statements of the Clearing Participant for the first half-year that
comply with Procedure 2.21.1 (but which need not be audited);

(b) areconciliation that indicates the differences between the financial statements
for the half-year with the monthly return provided to CHO for the last month of
the financial half year pursuant to Procedure 2.19.1; and

(c) if areconciliation is provided under paragraph (b), a restatement of the monthly
report of the daily Capital Adequacy Calculations provided to CHO for the last
month of the financial half-year pursuant to Procedure 2.19.

219 Monthly Reporting

2.19.1 Within 10 Business Days of the end of each calendar month, each Clearing
Participant must deliver to CHO in the manner and the form as prescribed by CHO
from time to time:

(a) a copy of a trial balance as at the last day of the preceding month. Such trial
balance must provide details as to the name or nature of each balance, must
be provided in each separate currency and consolidated to NZ$ equivalents
determined using CHO’s Spot Rate of Exchange prevailing on the date of such
trial balance (and such spot rate must be specified to CHO) or such other rate
of exchange as agreed with CHO;

(b) financial statements of the Clearing Participant for the previous month (which
may be those prepared for internal management purposes);

(c) acopy of the Clearing Participant’s Capital Adequacy Calculations for the last
day of the previous month in the form and including the information and
supporting documents specified by CHO from time to time for that purpose;

(d) asummary of the Clearing Participant's Capital Adequacy Calculations for
each Business Day of the previous month showing the amounts calculated and
recorded as required by Rule 2.17.1; and

(e) a certificate in the form of Appendix A signed by the Clearing Participant’s
Responsible Person or delegate and the Clearing Participant’s chief financial
officer.

2.20 Daily Reporting

2.20.1 A Clearing Participant who is required under Rule 2.17.3 to provide CHO a report of
its daily Capital Adequacy calculations on a more regular basis must deliver to CHO
a copy of that Clearing Participant’s Capital Adequacy Calculations in the format and
including the information and supporting documents specified by CHO (including
certificates) and for the Business Days as specified by CHO in the notice given
under Rule 2.17.3.
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2.21 Content of Financial Statements

2.21.1 Financial statements delivered to CHO must be prepared in accordance with the
requirements of the Companies Act 1993, the Financial Reporting Legislation (or to
the extent permitted by Procedure 2.21.2, equivalent standards under the laws of
that Clearing Participant’'s home jurisdiction), as applicable.

2.21.2 Where a Clearing Participant is incorporated outside of New Zealand or conducts all
or part of its business outside New Zealand, CHO may at its discretion accept
financial statements prepared in accordance with the laws and financial reporting
standards of the Clearing Participant’'s home jurisdiction where CHO is satisfied that
the laws and financial reporting standards of that jurisdiction are substantially
equivalent to Generally Accepted Accounting Practice. CHO may seek, at the
expense of the Clearing Participant concerned, an opinion from a suitably qualified
professional to establish the equivalency of financial reporting standards in differing
jurisdictions.

2.22 Accuracy/Certificates

2.22.1 Each Clearing Participant must ensure that the information contained in each return
or report is extracted accurately from the records of the Clearing Participant. CHO
may require a Responsible Person of the Clearing Participant to certify as to the
accuracy and completeness of each return or report.

2.22.2 Where a delegate of a Responsible Person signs a certificate on behalf of a
Responsible Person for the purposes of this Procedure or Procedure 2.17.1 or
2.19.1, the Clearing Participant must deliver to CHO a copy of that certificate
countersigned by the Responsible Person as soon as reasonably practicable after
the certificate was first provided.

2.23 Late Delivery

2.23.1 Each Clearing Participant failing to supply the reports or returns required by
Procedures 2.17 to 2.22 by the specified date, shall pay the fee for late filing as
specified by Procedure 6.10.

Audit Procedure
Procedures for Rules 2.7.2(h) and 6.5.1(i)
2.7.2 Without limiting Rule 2.7.1, a Clearing Participant must at all times:

(h) appoint and maintain the appointment of an auditor in accordance with the
requirements prescribed by Procedure;
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6.5.1

2.24
2.24.1
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CHO may (either on its own initiative or in accordance with a request made to it by
the NZ Markets Disciplinary Tribunal, the operator of an NZX Market, or any Person
with whom CHO has a Reciprocal Arrangement) for the purposes of ascertaining
whether a Clearing Participant or Lending Clearing Participant is complying or has
complied with these Rules or any rules or requirements of an NZX Market or any
Person with whom CHO has a Reciprocal Arrangement, or ascertaining whether to
exercise any rights or powers under these Rules:

(i)  require the Clearing Participant or Lending Clearing Participant to supply,
within the time specified by CHO, an audit certificate from the Clearing
Participant’s or Lending Clearing Participant’s auditor or such other practicing
charted accountant specified by CHO. The audit certificate must have the
content prescribed by CHO by Procedure;

Audit
Subject to Procedure 24.2.2, each Clearing Participant must:

(a) appoint a Person permitted to act as an auditor in respect of an FMC Audit for
the purposes of the Auditor Regulation Act 2011, subject to CHO having no
objection, until the auditor is removed from office orretires;

(b) appoint an auditor to fill a vacancy on the earlier of 10 Business Days of the
vacancy occurring and such other time as prescribed by Securities Legislation
(or such other laws applicable to that Clearing Participant); and

(c) procure the resignation of its auditor and appoint a replacement auditor ifin the
opinion of CHO it is necessary or desirable for the security or integrity of the
Clearing House.

(d) Where a Clearing Participant is incorporated in a jurisdiction outside of
New Zealand or conducts all or part of its business outside New Zealand, CHO
may at its discretion accept the appointment as auditor of a Person who is
qualified to act as an auditor of the financial statements in accordance with the
laws and financial reporting standards of the Clearing Participant’s home
jurisdiction, where CHO is satisfied that that Person is suitably qualified.

Each Clearing Participant must:

(a) ensure that its auditor conducts, on an annual basis (or more frequently if
required by Rule 6.5.1(i)):

(i) an audit of the Clearing Participant’s financial statements;

(i) an audit of any other matter specified by CHO (after consultation with
the auditor); and

(iii)  areview of the amounts for the last day stated in the monthly return of
the Daily Capital Adequacy Calculations provided to CHO for the last
month of the financial year;

(b) ensure that its auditor prepares a report on that audit in a form containing the
matters specified by this Procedure and otherwise acceptable to CHO; and

73



(c) deliver that report to CHO when:
(i) it delivers its financial statements under Procedure 2.17.1; or

(ii)  when otherwise required under Rule 6.5.1 (i).

2.24.3 A Clearing Participant must give its auditor access to its premises and Directors,

2244

Personnel, agents and any other Person acting on behalf of the Clearing Participant
and all records, documents, explanations and other information required by the
auditor in respect of any audit conducted under the Rules.

A Clearing Participant must:

(@) notimpose any limitation on the extent of any audit required under the Rules;

(b) permit and direct the auditor to notify CHO immediately if any limitationis
imposed on the auditor, or if the auditor is hindered or delayed in the
performance of the auditor's duties; and

(c) include in the terms of appointment of the auditor provisions substantially

similar to Procedure 2.24.5(a) and (b) and deliver to CHO a copy of theterms
of appointment of the auditor.

2.24.5 If a Potential Credit Event is continuing or CHO reasonably believes that a Potential

Credit Event has occurred, and CHO proposes to discuss the financial position of the
Clearing Participant (and any Related Company of that Clearing Participant) with
that Clearing Participant’s auditors, CHO may notify the Clearing Participant of its
proposal stating the questions or issues it wishes to raise with the auditors. In this
event, the Clearing Participant must ensure that its auditors are authorised (at the
expense of the Clearing Participant):

(a) todiscuss the financial position of the Clearing Participant (and any Related
Company of that Clearing Participant) upon request by CHO; and

(b) to disclose to CHO any information relating to the financial position of the
Clearing Participant (or and any Related Company of that Clearing Participant)
which CHO may reasonably request.

2.24.6 CHO may direct a Clearing Participant to have a review conducted of the Clearing

2.25
2.25.1

Participant's internal control procedures or other matters by a Person who is, in
CHO'’s reasonable opinion a suitably qualified professional Person to conduct such a
review, and to deliver a report (in a form acceptable to CHO and upon which CHO
can rely) in respect of that review if it reasonably considers that there has been a
material change in circumstances or where it reasonably considers a review is
necessary or desirable.

Content of Audit Report
A report provided for the purposes of Procedure 2.17.1(b) must contain:

(@) a copy of the audit report addressed to the shareholders of the Clearing
Participant incorporating the content prescribed by applicable audit and
assurance standards within the meaning of the Auditor Regulation Act 2011 (or
to the extent permitted by Procedure 2.21.2, as prescribed by analogous laws
of the Clearing Participant’s home jurisdiction); and
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(b) a statement as to whether in the opinion of the auditor the amounts for the last
day stated in the monthly return of the Daily Capital Adequacy Calculations
provided to CHO for the last month of the financial year pursuant to Procedure
2.19, or the amounts in the restatement of that return provided under
Procedure 2.17.1(h):

(i) where they have been taken from the audited financial statements,
have been correct