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MESSAGE FROM THE CHAIRMAN

Securities Exchanges Guarantee Corporation Limited (SEGC) is the trustee of the National
Guarantee Fund (NGF) which is a compensation scheme available to the operators of licensed
financial markets who apply to be members of the SEGC. The only licensed financial market
operator which is a member of the SEGC is ASX Limited. The NGF has operated since 1987
and as at 30 June 2008 the net assets of the NGF were $101.5 million (compared to $99.6
million as at 30 June 2007).

The core function of the NGF is to provide compensation to meet certain types of claims
arising from dealings with Participants of ASX and, in limited circumstances, Participants of
ACH in the circumstances set out Division 4 of Part 7.5 of the Corporations Act 2001 (Cth).

In the event that the amount of the NGF falls below the "Minimum Amount" set under s8891 of
the Corporations Act (the Minimum Amount is currently set at $76 million) SEGC has the
discretion to levy the market operator, ASX, or its Market Participants. An important event
during the year was the commencement of the Corporations (National Guarantee Fund Levies)
Act 2001, with effect from 22 October 2007, to provide that if the SEGC does impose a levy,
the amount is not to exceed 150% of the Minimum Amount in any financial year.

This change does not affect an investors’ ability to claim from the NGF.

The Minimum Amount and other measures available to SEGC to manage financial risk are
explained in detail in the report.

It should be noted that levies have not been imposed since the inception of the NGF.

The Board is closely monitoring developments regarding the collapse of the Opes Prime
Stockbroking group in March 2008.

e Savaiay

Clive Batrouney
Chairman



OVERVIEW OF SEGC AND THE NATIONAL GUARANTEE FUND

SEGC is responsible for administering the NGF and operates in accordance with Part 7.5 of the
Corporations Act 2001 and the Corporations Regulations 2001. The assets of the NGF are the
property of SEGC but are held on trust for the purposes set out in the legislation.

The SEGC Board is made up of directors experienced in matters involving the securities
industry. The sole member of SEGC is ASX Limited (ASX).

What is the NGF?¢

The NGF is a compensation fund available to meet certain types of claims arising from dealings
with Participants of ASX and, in limited circumstances, Participants of ACH (Dealers). It was
established by the Australian Stock Exchange and National Guarantee Fund Act 1987, which
also created ASX as a national stock exchange. When the six state stock exchanges were
merged under that Act, the assets of the fidelity funds of those state exchanges were merged to
form the NGF.

Investment earnings are the major source of income for the NGF. The earnings of the NGF are
income tax exempt.

Fluctuations in interest rates and price movements in markets have affected the NGF’s earnings
on investments.

At 30 June 2008, the net assets of the NGF were $101.5 million. This compares with $99.6
million at the end of the previous financial year.

The net assets of the NGF reflect variations in earnings, the amount paid to ASX’s Financial
Industry Development Account, the net amount paid in respect of claims (after recoveries),
changes in provisions for claims and administration costs.

What claims can be made on the NGF?

The claims provisions are set out in Division 4 of Part 7.5 of the Corporations Regulations.
The protection provided by the NGF is only available in relation to the activities of Dealers (as
defined above).

The NGF covers only investor protection claims.

There are four subdivisions of Division 4 of Part 7.5 of the Corporations Regulations which set
out the types of investor protection claims that clients of Dealers may make on the NGF in
certain circumstances. They are for:

. completion of sales and purchases of quoted securities entered into by a Dealer on
ASX’s equities and debt markets where the transaction is required to be reported to
ASX (Subdivision 4.3). The Dealer may have failed to provide to the client, after
settlement, the securities purchased or the proceeds of sale, or may have failed to
complete a transaction because the Dealer was suspended by ASX or by ACH;

. loss that results if a Dealer transfers marketable or certain other securities without
authority (Subdivision 4.7);

. loss that results if a Dealer cancels or fails to cancel a certificate of title to quoted
securities contrary to the provisions of the operating rules of ASTC (Subdivision 4.8);



o loss that results if a Dealer becomes insolvent and fails to meet its obligations in respect
of property (usually money or securities) that had been entrusted to it in the course of,
or in connection with, its business of dealing in securities, up to a statutory maximum
per Dealer of 15% of the ‘Minimum Amount’ of the NGF (Subdivision 4.9). Based on
the current Minimum Amount, this cap would be $11.4 million. (See later for an
explanation of the ‘Minimum Amount’.)

Further information about claims made is provided in the Claims Report section.

Claims which cannot be made on the NGF
Claims cannot be made on the NGF unless they fall within one of the categories referred to
earlier. Examples of claims which cannot be made are claims:

o for loss arising from investment decisions, or from relying on investment advice given
by a Dealer;

o for loss if a Dealer fails to act on instructions to buy or to sell;

o for money lent to a Dealer which has not been repaid;

o in respect of conduct by an entity other than the specific entity which is the Dealer; and
. in respect of alleged unauthorised withdrawal or misappropriation by the Dealer of

money in a client’s account or held on a client’s behalf, unless the circumstances are
such that the loss may be claimed under one of the specific categories in the legislation.

Some people are not entitled to make certain claims under Subdivision 4.7 or Subdivision 4.9.
These include the Dealer concerned, its officers and their spouses and relatives.

Claims in relation to exchange traded derivatives

The contract completion provisions of Subdivision 4.3 referred to above in relation to ASX's
securities markets do not apply to trading of individual derivatives contracts (other than ASX
traded warrants).

However, the NGF does provide the following protection to clients of Dealers who trade on
the ASX derivatives market.

Firstly, if an exchange traded option over quoted securities is exercised, the resulting purchase
and sale will generally be covered by the contract completion provisions of Subdivision 4.3
discussed above.

Secondly, if a client has entrusted property to a Dealer in the course of dealing in exchange
traded options, the NGF provides protection against loss of that property in accordance with
the provisions of Subdivision 4.9, also discussed above.

The NGF does not provide protection in relation to futures. The ASX Supplemental
Compensation Fund covers claims in relation to money or property entrusted to a participant
of ASX in respect of actual or proposed dealings in futures.









NATIONAL GUARANTEE FUND
Notes to the Financial Statements

(c) Revenue recognition

Movements in fair value of investment units

Investments in units are classified as held for trading and are stated at fair value in accordance with AASB 139
Financial Instruments: Recognition and Measurement. Movements in the fair value of investment units in
managed funds are included as revenue or expenses in the Income Statement as appropriate.

Distributions revenue
Distribution revenue from investments is recognised as it is earned.

Interest revenue
Interest revenue is recognised as it is received.

Refund of imputation credits
At year-end imputation credits may be receivable from the Australian Tax Office (ATO).

(d) Claims
Claims are recognised on an accruals basis.

If SEGC allows a claim, SEGC is subrogated to the claimant's rights and remedies (section 892F of the
Corporations Act 2001). Since no claims have been paid, no allowance has been made for potential recoveries
by SEGC upon the exercise of its rights of subrogation.

(e) Income tax
No provision is made for income tax as the Fund has received notification from the Australian Taxation Office
(ATO) of endorsement as an income tax exempt charitable entity.

(f) Units in managed funds

The NGF is divided into two portions which are managed by two professional portfollo managers, UBS Asset
Management (Australia) Limited and Schroder Investment Management Australia Limited. During the year the
NGF has been invested in the UBS Cash Plus Fund and the Schroder Fixed Income Fund in cash or cash-like
products.

(9) Goods and Services Tax

Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST), except
where the amount of GST incurred is not recoverable from the ATO. In these circumstances the GST is
recognised as part of the cost of acquisition of the asset or as part of an item of the expense. Payments to FIDA
are not subject to GST.

Receivables and payables are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the ATO is included as a current asset or liability in the
balance sheet.

Cash flows are included in the statement of cash flows on a gross basis.

(h) Imputation credits
Imputation credits attaching to distributions from investments are refundable. As a result, imputation credits
arising from distributions received during the year have been recognised as revenue.

(i) Distributions to Financial Industry Development Account (FIDA)

Claims in relation to projects approved for FIDA funding are recognised as a liability of the Fund once the claim
for payment has been submitted to and approved by the Board of SEGC.

19
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

4. Financial Industry Development Account (FIDA)

Sub-regulation 7.5.89(1) of the Corporations Regulations 2001 confers on the Board of SEGC a discretion to
pay amounts in excess of the minimum amount to ASX to be held in FIDA under sub-regulation 7.5.89(3).
Money in FIDA may only be used for purposes approved by the Minister under regulation 7.5.88 of the
Corporations Regulations. The amounts paid to FIDA during the financial year and the purposes with which
those payments were connected are:

2008 2007
$ $
Investor education initiatives (1 Jul 2005 — 30 Jun 2008) 1,797,735 2,000,000
Share ownership survey 117,194 74,000
Surplus funds returned to NGF (6,814) -
SDIA Industry training and education program 600,000 -
2,508,115 2,074,000
2008 2007
$ $
5. Receivables
Imputation credits receivable 24,355 54,037
Other receivables — GST _ 5,790 2,126
30,145 56,163
2008 2007
$ $
6. Other financial assets - investments
Units in managed funds
UBS Cash Plus Fund ' 51,919,901 50,630,813
Schroder Fixed Income Fund 49,774,049 49,053,256

101,693,950 99,684,069

7. Commitments

The following table outlines all projects approved for FIDA funding by the Minister and not yet claimed. Sub-
regulation 7.5.89(1) of the Corporations Regulations 2001 confers on the Board of SEGC a discretion to pay
amounts in excess of the minimum amount to ASX's FIDA account to be used for purposes approved by the
Minister.

2008 2007
$ $

Due:
Not later than one year 2,519,167 2,000,000
Later than one year but not later than five years 4,685,833 .
Total commitments ' 7,205,000 2,000,000

20
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

8. Contingent liabilities of the fund

As at 30 June 2008 and up to the date of this report there are no material contingent liabilities.

9. Segment reporting
SEGC and the Fund operate wholly in the Australian securities industry.

10. Notes to the statements of cash flows of the fund

2008 2007
$ $
Reconciliation of the net profit / (loss) to the
net cash flows from operating activities:
Net profit after distributions 1,854,768 2,879,697
(Increase) in investments (2,009,881) (2,815,129)
Decrease/(increase) in receivables 26,018 (1,110)
Increase/(decrease) in payables 5,500 3,799
increase/(decrease) in related party payables 70,987 - (14,550)

Net cash provided by operating activities (52,608) 52,707
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

11. Related party disclosures

Directors

The directors of SEGC during the financial year were:

Clive Michael Batrouney (Chairman);

Susan Doyle (appointed 1 January 2007);

Fergus Allan McDonald;

Michael John Sharpe AQ;

Peter Warne (appointed 19 October 2006)

All directors were in office for the full financial year.

Mr Sharpe and Mr Warne were appointed by ASX. They are also directors of ASX Limited.
Related party transactions

During the year, SEGC incurred management fees of $317,234 inclusive of GST (2007: $325, 869) in respect of
staff, administration and accounting services provided by ASX Operations Pty Limited.

The balance owing to ASX Operations Pty Limited by SEGC at 30 June 2008 was $162,666 (2007: $91,679). No
interest is charged by ASX Operations Pty Limited on the outstanding balance.

12. Key Management Personnel compensation

The Key Management Personnel compensation included in Support staff and administration in the Income
Statement are as follows:

2008 2007
$ $
Short-term employee benefits 150,000 148,711
Post-employment benefits (Superannuation) 10,350 11,999
Total 160,350 160,710

Key Management Personnel compensation set out above include directors’ fees and superannuation paid o the
five directors of SEGC.

The Company Secretary and Legal Counsel of SEGC, Paul Baranov (Lisa Hopkin prior to her resignation in
August 2007 and Rohan Purdy prior to his resignation in December 2007), and Company Secretary, Kristy
Chambers, are employees of ASX Operations Pty Ltd. They are seconded to SEGC and their remunerations
are incurred by ASX Operations Pty Ltd.
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

Details of the remuneration of the directors of SEGC are set out in the table below:

Short-term employee Post-employment
benefits benefits Total
Name ‘ Fees Superannuation $
$ $
C M Batrouney 2008 50,000 4,500 54,500
2007 50,000 4,500 54,500
F A McDonald 2008 25,000 2,250 27,250
2007 25,000 2,250 27,250
M L Newman 2008 - - -
2007 7,541 183 7,724
M J Sharpe 2008 25,000 283 25,283
2007 25,000 1,271 26,271
K De Lacy 2008 - - -
2007 12,500 1,125 13,625
P H Warne 2008 25,000 1,067 26,067
2007 16,170 1,545 17,715
S M Doyle 2008 25,000 2,250 27,250
2007 12,500 1,125 13,625
Total 2008 150,000 10,350 160,350
2007 148,711 11,999 160,710

In accordance with section 889H of the Corporations Act 2001, directors’ fees have been paid out of the NGF.

2008 2007
13. Auditor’s remuneration
Audit services:
Audit and review of the financial reports , 21,000 20,800

All the amounts shown above are exclusive of GST.

In accordance with section 889H of the Corporations Act 2001, auditor's remuneration has been paid out of the
NGF.
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

14. Financial instruments

Determination of fair values

Fair values of the following financial assets have been determined on the following basis:

Financial Assets Fair value (FV) determination

Cash FV of cash equates to the book value

Receivables FV of receivables is estimated as the expected realisable
value

Other financial assets — Investment units in | FV of investment is based on their quoted unit price on

managed funds reporting date

(&) Market risk is the risk of loss arising from movements in observable market variables such as interest rate,
foreign exchange rates and other market prices. Interest rate risk, liquidity risk and foreign currency risk are
covered below:

(i) Interest rate risk

The Fund has exposure to interest rate risk. Interest rate risk arises in relation to short-term deposits and cash
at bank. The Fund’'s exposure to interest rate risk and the effective weighted average interest rate for each
class of financial asset and financial liability is set out below. ‘Other financial assets — investments’ comprise of
investment units in cash based managed funds. Although they have significant exposure to interest rate risk,
they are classified as non-interest bearing since the investments derive distribution income based on unit price
and not interest income. The interest rate risk is part of the overall market risk as it affects the investment
valuations of these financial assets. The risk is minimised through segregating the Fund into two portions in
accordance with an investment strategy approved by the Board. Each portion is managed by a professional
portfolio manager. One portion is invested in the UBS Cash Plus Fund in cash or cash-like products. The other
portion is invested in the Schroder Fixed Income Fund.

Interest bearing Non-interest bearing Total

2008 2007 2008 2007 2008 2007
$ $ $ $ $ $
Financial assets
Cash 752 53,360 - - 752 53,360
Receivables - - 30,145 56,163 30,145 56,163
Other financial assets —
Investments - - 101,693,950 99,684,069 101,693,950 99,684,069

752 53,360 101,724,095 99,740,232 101,724,847 99,793,592

“Financial liabilities

Payables - - 25,500 20,000 25,500 20,000
Related party payables - - 162,666 91,679 162,666 91,679

- - 188,166 111,679 188,166 111,679
Net financial assets 752 53,360 101,535,929 99,628,553 101,536,681 99,681,913

The weighted average interest rate for cash assets at year end was 6.33% (2007: 5.65%).
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

(if) Liquidity risk

The liquidity risk associated with the need to pay any claims, as determined by SEGC, are mitigated by investing

in cash based funds.

The following are the maturities of financial assets and liabilities with relevant maturity periods as at 30 June:

30 June 2008
Upto| >1mthto >3 mths >1
1 mth 3mths | To 1 year Year Total
$ $ $ $ $
Current assets:
Cash 752 - - - 752
Receivables - 30,145 - - 30,145
Other financial assets - investment 101,693,950 - - - | 101,693,950
Current Liabilities:
Payables - 25,500 - - 25,500
Related party payables - 162,666 - - 162,666
Net assets / (liabilities): 101,694,702 | (158,021) - - | 101,536,681
30 June 2007
Upto| >1mihto >3 mths >1
1 mth 3mths | To 1 year Year Total
$ $ $ $ $

Current assets:
Cash 53,360 - - - 53,360
Receivables - 56,163 - - 56,163
Other financial assets - investment 99,684,069 - - - | 99,684,069
Current Liabilities:
Payables - 20,000 - - 20,000
Related party payables - 91,679 - - 91,679
Net assets / (liabilities): 99,737,429 {55,516) - - | 99,681,913

(ii) Foreign currency risk

The Fund has no exposure to foreign currency risk for the year ended 30 June 2008 (2007 : $nil).

(b) Credit risk

SEGC is exposed to credit risk, which represents the potential loss that may arise from the failure of a

counterparty to meet its obligations to SEGC.

The carrying amount of the Fund'’s financial assets represents the maximum credit exposure. The Fund’s
maximum exposure to credit risk as at 30 June was:

Company
Note 2008 2007
Cash 752 53,360
Receivables - 5 30,145 56,163
Other financial assets - investments 6 101,693,950 | 99,684,069
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NATIONAL GUARANTEE FUND
Notes to the Financial Statements

Credit risk relating to units in managed funds is managed by segregating the Fund into two portions in
accordance with an investment strategy approved by the Board. One portion is invested in the UBS Cash Plus
Fund in cash or cash-like products. The other portion is invested in the Schroder Fixed Income Fund.

(c)} Net fair values of financial assets and liabilities

The Fund’s financial assets and liabilities carried in the statement of financial position are carried at amounts
that approximate net fair value. Units in managed funds are valued at market value.

(d) Financial futures contract

There were no futures contracts entered into at 30 June 2008 (2007: $nil).

{e) Capital management

The SEGC Board'’s policy is to maintain the NGF at a level at least equal to the ‘minimum amount’ needed to
maintain the NGF at a viable level, with the approval of the Minister responsible for the Corporations Act (the
Minister for Superannuation and Corporate Law), to meet claims and administration costs of the SEGC and
NGF. The current minimum amount, as determined by the Minister, is $76 million. As such the Board has an
investment strategy in place to invest available financial assets, amounting to $101.7 million, into two cash and
fixed income funds managed by two professional portfolio managers respectively in order to preserve the
minimum fund requirement as prescribed above.

The Board monitors the NGF by receiving and reviewing quarterly reports on the NGF from the two fund
managers and a report on claims from the legal counsel at each board meeting.

If the amount of NGF falls below the ‘minimum amount’ of the NGF, the Board has measures in place to
manage the financial position, including taking insurance against claim liability, paying claims in instalment,
externa! borrowing or imposing levies on ASX or Participants of ASX.

If the amount of the NGF exceeds the ‘'minimum amount’, the Board has discretion to pay the excess or part of
the excess to ASX under a separate account designated as Financial Industry Development Account (FIDA).

There were no changes to SEGC'’s approach in managing the ‘minimum amount’ of NGF during the year.

15. Subsequent events

No matter or circumstance has arisen since the end of the financial year to the date of this report which has
significantly affected the operations of SEGC or the Fund, the results of those operations or the state of affairs of
SEGC or the Fund.
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SECURITIES EXCHANGES GUARANTEE CORPORATION LIMITED

Directors’ declaration

In the opinion of the directors of Securities Exchanges Guarantee Corporation Limited (“SEGC”):

(@ the financial statements and notes of SEGC and the National Guarantee Fund (“the Fund”) set out on
pages 6 to 18 are in accordance with the Corporations Act 2001, including:

(i) giving a true and fair view of the financial position of SEGC and the Fund as at 30 June 2008 and of their
performance, as represented by the results of their operations and their cash flows, for the year ended
on that date; and

(i) complying with Australian Accounting Standards (including the Australian Accounting Interpretations)
and the Corporations Regulations 2001; and

(b)  there are reasonable grounds to believe that SEGC and the Fund will be able to pay their debts as and
when they become due and payable.

Signed in accordance with a resolution of the directors:

S

F A McDonald
Director

Sydney, 20" day of August 2008

27


connors_l
Text Box
27


e

Independent auditor’s report to the member of Securities Exchanges Guarantee
Corporation Limited

Report on the financial report

We have audited the accompanying financial report of Securities Exchanges Guarantee
Corporation (the Company) and the National Guarantee Fund (the Fund), which comprises the
balance sheets as at 30 June 2008, and the income statements, statement of changes in
equity/funds and cash flow statements for the year ended on that date, a summary of significant
accounting policies and other explanatory notes and the directors’ declaration set out on pages 6
to 19.

Directors’ responsibility for the financial report

The directors of the company are responsible for the preparation and fair presentation of the
financial report in accordance with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Corporations Act 2001. This responsibility includes
establishing and maintaining internal control relevant to the preparation and fair presentation of
the financial report that is free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances. In note 3(a) the directors also state, in accordance with
Australian Accounting Standard AASB 101 Presentation of Financial Statements, that the
financial report, comprising the financial statements and notes, complies with International
Financial Reporting Standards.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing
Standards require that we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance whether the financial
report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement of the financial report, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial report in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal controls. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting estimates
made by the directors, as well as evaluating the overall presentation of the financial report.

We performed the procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001 and Australian Accounting
Standards (including the Australian Accounting Interpretations), a view which is consistent with

28
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our understanding of the Company’s financial position and of its performance.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Auditor’s opinion

In our opinion:

(a) the financial report of Securities Exchanges Guarantee Corporation Limited, including the
financial report of the National Guarantee Fund, is in accordance with the Corporations Act
2001, including:

(i) giving a true and fair view of the Company’s and the Fund’s financial positions as at 30
June 2008 and of their performances for the year ended on that date; and

(ii) complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001.

(b) the financial report also complies with International Financial Reporting Standards as*
disclosed in note 3(a).

gf\ué.

John F Teer -
Partner

Sydney
20 August 2008
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FURTHER INFORMATION

Further information about making claims on the NGF is contained in the NGF Information
Booklet for clients which is available on SEGC’s website at www.segc.com.au. A hard copy of
the booklet is available from SEGC on request.

This annual report can also be found on SEGC’s website.

Securities Exchanges Guarantee Corporation Limited

r Level 7
20 Bridge Street
Sydney NSW 2000

PO Box H224
Australia Square
Sydney NSW 1215

6129227 0424

6129227 0436

E-mail segc(@asx.com.au

www.segc.com.au
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