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The FMOA Committee would like wish to all
members a very Merry Christmas and best
wishes for 2007 we trust you will enjoy the
festivities and holiday season.

We look forward to 2007 and progression of
two key issues a) NZ specific courses for
education and b) Clarity on direction with respect
to INFINZ.

FMOA Conference
November 2006
A key focus for the committee this year was to trial an
amended format for our November conference which resulted
in a flourish of interest.  The new format was possible due
to the generous support from market participants. FMOA
extends our gratitude and sincere thanks to Intuition Know
How, National Nominees, Westpac, Bank of New Zealand,
ASB Bank and ANZ National Bank for their support.  At the
conference we successfully provide members with a variety
of quality speakers covering a diverse range of operational
subjects, as well as the opportunity to network and debate
market matters.

Objective
- Enrichment of working relationships
- To provide targeted information for settlements
  and operational professionals
- Insight into industry trends
- Ensure an understanding of regulatory change
  and the impact to operations
- Information leads to operational intelligence

The outcome
We would normally achieve 30 people to the Wellington
conference and 40 in Auckland.
59 to the dinner
49 registered for the morning session
43 registered for the afternoon session
More than doubled participation

Feedback
We would like to know your comments on the conference
regarding both speakers and format, together with any ideas
for future conferences.
Our May conference is planned for 24th May 2007. Please
email your views to maria@fmoa.org.nz
We have a date of Thursday 24th May for our next conference
in Auckland to align with both SWIFT and Austraclear User
Group Meetings.  Planning for this conference will be
undertaken in the New Year and confirmed in due course.

AGM
Committee Members
This year we saw the retirement of Adrienne Barlow, Gillies
Cornelius and John Timmony from the Committee, we thank
them very much for their contribution to the association
during their tenure, in particular Gillies and Adrienne who
have been long serving members.
Barbara Baker, Chairperson, (Computershare), Phil Stace
(BNZ), Mark Lawrence (ANZ Custodians), Lance Cook (ANZ
National), Julie Allen (Deutsche), Martyn Bain, Treasurer,
(NZX), Elizabeth Mak (National Nominees), Lesley Galloway
(ETOS) remain on the committee and are joined by four
further members.

Welcome to another
issue of the semi
annual FMOA
newsletter.

This edition includes
articles from guest
writers, Roger Kerr,
Director of Asia Pacific
Risk Management and
Chairman of INFINZ
together with articles
from Westpac
regarding
reincorporation to NZ,
and ANZ National
Bank discussing the
operational challenges
and logistics of the
merger.

the i conference
insight   information   interaction

We welcome onto the management committee Rebecca
Murphy (Reserve Bank), Barbara Winther (Citigroup) Kathy
Rush (Kiwibank) and Guy Curtis (ASB Bank).

Education
The key issue for FMOA this year has been progress with
education for the operations sector of the market.  The pilot
scheme with Intuition Know How & Proficio has been a huge
success.
Participation: 127 Users (as at 4.12.06) In FY05

353 Tutorials Studied (as at 4.12.06) learning
383 Hours Completed (as at 4.12.06) statistics

Results: 100% Pass On Completed Tutorial zero!

National Nominees won the award for being the only
organisation to achieve, 100% pass rate for all staff, for all
tutorials – Well done to Liz Mak and her team at National
Nominees.
We apologise there was a slight technical glitch in loading
the NZ Anti Money Laundering and NZ Equities draft modules
to the FMOA pilot site.  Andrew Bell has advised the issue
has been identified and is being remedied and will be available
to the pilot system this week for your consideration and
feedback.
We have received resounding support for the Educational
sub-committee and have 11 volunteers as industry
representatives to work with Intuition to customise New
Zealand specific modules, which will ultimately deliver
educational collateral and the value needed to the operational
sector of the market.
Rebecca Murphy (Reserve Bank of New Zealand), Gillies
Cornelius (Telecom NZ Limited),  Guy Curtis (ASB Bank),
Carey McGregor  (Westpac Institutional Operations),
Robert Ambridge Public Trust), Jayshree Das (UBS Warburg)
jointly with Claudine Le Breton (ASB Securities), Glen Curtis
(ANZ Custodians), Jeanette McCallum (National Nominees),
Sue Murray (NZ Exchange Limited) and Alec Goodwin (ANZ
National Bank).

“Continuous learning is a pre-requisite for professional conduct
– higher individual standards breed higher industry standards”
Joan Fitzpatrick – CEO, Australian and New Zealand Institute
of Insurance and Finance.

INFINZ
As you are aware we have had initial discussion with Paul
Hocking of INFINZ regarding potential amalgamation in the
future.  The Board of INFINZ has established a sub-committee
to investigate proposed concept that FMOA should
amalgamate with INFINZ.  A matter for the committee to
progress in the New Year and we would anticipate that there
would be clarity available at our next conference in May.  The
key issue for FMOA is having a proper governance structure
in place before FY08.  We believe that amalgamation with
INFINZ would provide for this together with significant additional
benefits to the membership of both parties.

New Zealand Landscape
There continues to be a fair amount of change going on in
our industry at the moment, none more so than that of the
regulatory reviews.  The aim of the reviews is to clarify and
simplify the regulatory environment.
2006 Part 3 of the review;
Enactment of the Securities Legislation Bill;  and
AML/CFT Discussion Paper
Between 2006 – 2008;
Core Securities Act Review & Review of Financial
Intermediaries; and
Enactment of AML/CFT

Most recently the release of
Stage 3 Review Financial Products and Providers

Review of Financial Products and Providers.
The aim of the reviews is clarify and simplify the regulatory
environment.  Stage Three consists of the release of nine
discussion documents for public consultation.  Ross
Pennington, from Russell McVeagh provided the conference
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companies, in particular the needs of smaller private businesses, creating obstacles
to ways that companies want and need to operate.
Directors' duties are mapped out, including a duty to promote the success of the
company.
Directors who fail in their duties can be sued by shareholders on behalf of the company.
Fair dealing by director with the company
An expanded business review to be published in the annual directors’ report.
Restrictions on directors’ civil liability for the content of their reports in annual statements.
Allows companies to agree limits on auditor liability
New rights for small shareholders - enfranchising “nominee account” shareholders to
be treated equally as individuals who buy their shares direct. They will be able to receive
annual reports and accounts directly, attend AGM’s, join in resolutions and vote.
New regime for communicating with shareholders, including by email

The most interesting development within the new
legislation is undoubtedly the enfranchisement of
nominee account shareholders and their equal treatment
with registered holders as it removes the separation
between Issuers and end investors. Fundamentally
proxy voting is a sub-set of corporate action processing,
which in turn is a sub-set of corporate communication,
which is a sub-set of investor relations, which is a sub-
set of corporate governance.
Companies strive to create shareholder value through
good corporate governance practices. This is supported
by empirical evidence ‘that through good corporate
governance it has a positive impact on company
valuations, together with the knowledge there is a
significant and positive relationship found between
transparency and market value’.   Corporate Governance
is the most effective way in which a market can sustain
and build on its integrity.  Any improvement to corporate
communications and governance will benefit Issuers,
Investors and the overall market.

United States
Securities Industry News, 21 August 2006
U.S. commence Elimination of Certificates
This article is enlightening in that it demonstrates to

us down under just how far ahead of the rest of the world
we are with respect to automation.
Direct Registration System (DRS) – Elimination of Share Certificates from 1 January
2007 new listed companies on the New York Stock Exchange, Nasdaq Stock market,
American Stock Exchange and NYSE Arca will have to be eligible for a direct registration
system (DRS).
The direct registration system will allow transfers without certificates.  The system will
be operated by the Depository & Clearing Corp (DTCC).  Movements between brokers
and the issuer’s transfer agent will be performed electronically.   Existing issuers have
to permit transfers without certificates via DRS by 1 Jan 2008.   This is not full
dematerialization like we have in New Zealand.  It is only immobilization as paper has
not been fully removed from securities ownership.
The direct registration system will enable a company to know exactly who their underlying
shareholders are because they are on the books of the issuer, or its agent in their own
name rather than an intermediary name (nominee or street name).  This will provide
for higher levels of transparency and lead to improved corporate communications and
governance through shareholder participation.
The Bank of New York Company, Inc. and Mellon Financial Corporation announced
on the 4th of December, they have entered into a definitive agreement to merge.  The
transaction has been unanimously approved by each company's board of directors
and is expected to be completed early in the third quarter of 2007, subject to regulatory

and shareholder approvals.

Asia
There is no question that many market players are trying
to secure business in China and we see a number of
collaboration agreements being put in place.  One can
only hope that collectively these agreements and
investigations will consider addressing the global issue
of inter-operability. To name a few Deutsche Borse co-
operation agreement with China Beijing Equity exchange.
 Euronext and Shanghai Stock Exchange memorandum
of understanding and the Montreal Exchange signed
separate agreements with four Chinese exchanges as
well as the Zhengzhou Commodity Exchange and Multi
Commmodity exchange of India agreement to explore
areas of co-operation.
Following the review of its supervisory role, structure and
processes conducted earlier this year, the Australian
Stock Exchange (ASX) ASX Supervisory Review Limited
(ASXSR) ceased operations on 31 Oct 2006 and was
replaced with ASX Markets Supervision Limited (ASXMS).
ASXMS has responsibility for all of ASX’s key operational
supervisory functions. It places ASX in an effective position
to manage the risk of achieving efficiency in the markets,
but not at the expense of integrity.
In November, Australian Stock Exchange Limited (ASX)

and FINSIA (Financial Services Institute of Australasia), signed a Heads of Agreement
to commence a two-year pilot scheme to increase research coverage of medium-sized
ASX-listed companies.

Barbara Baker
Chairperson

with a summary of the issues at hand, and set out the below summary for us.  Ross
has written a paper setting out the issues in detail which is available on the FMOA
website.

Registration of Financial Institutions:  The proposals in this paper are mainly
aimed at addressing existing non-compliance with the Financial Action Task Force's
Recommendations on Anti-Money Laundering and Countering the Financing of Terrorism
(FATF Recommendations).  This includes introducing a requirement that all financial
institutions be registered at the Companies Office and that all financial institutions are
subjected to qualitative registration checks.

Securities Offerings:  This paper includes detailed proposals to amend the regime
for securities offerings.  Suggested amendments include removing the investment
statement/ prospectus split and having only one offer document albeit with two
compulsory parts, and making the exceptions and exemptions from the regime clearer
and more comprehensive.

Supervision of Issuers:  This paper also addresses existing non compliance with
FATF Recommendations - namely that there are
insufficient checks and balances and accountability in
how supervisors of issuers perform their role. It
recommends retaining the trustee supervisory model
currently used but subjecting trustees to greater approval
and oversight by the Securit ies Commission.

Collective Investment Schemes:  This paper
proposes one regulatory framework for collective
investment schemes, (including unit trusts, most
superannuation schemes and participatory securities).
The framework includes entry and ongoing criteria,
improved trust deed requirements and clearer more
effective functions and powers for the issuer.

Non-Bank Deposit-Takers:  This paper identifies
a separate category of financial institution - non bank
deposit takers - which require additional regulation.  The
proposals in this paper include strengthening licensing
and supervision requirements, enhancing governance
standards, risk management processes and disclosure
and introducing a mandatory credit rating requirement.

Insurance:  The proposals in this paper include
introducing a new insurance regulatory framework to
apply to all insurance products that will provide clear
licensing and prudential standards, increased monitoring
and supervision powers and introduce additional market
conduct rules.

Mutuals' Governance:  Proposals include setting and consolidating base-level
corporate governance requirements for all mutual financial institutions (i.e. friendly
societies, insurance mutuals, credit unions, industrial and provident societies and
building societies).

Consumer Dispute Resolution and Redress:  This paper proposes that as
a condition of registration a financial institution must belong to an industry-based
consumer dispute resolution scheme and outlines various options for how this might
look.

Platforms and Portfolio Management Services:  This is a small technical
discussion document which proposes that platform providers, portfolio service providers
and custodians (of both platforms and portfolio management services) be registered
and meet entry and ongoing conduct and disc losure standards.
As Ross informed us at the conference there are some chilling statistics in terms of
process – There are 4 stages, 9 discussion documents, 640 pages and 495 separate
questions for submission!

NZX
In September NZX announced they had incorporated a company to create a Trans-
Tasman ECN in the first half of 2007.  A shareholder agreement was entered into with
shareholders Citigroup, CommSec, Goldman Sachs
JBWere, Macquarie Bank and Merrill Lynch.  The new
Australian ECN (Electronic Communications Network)
is intended to initially deliver market participants a choice
in reporting services.
In October NZX appointed Trayport, to provide the
technology for its core equity and debt markets.  It would
also be the system used to facilitate the new Trans-
Tasman ECN reporting system.

Further afield
Some Global News Items (since our last
publication)
Competition
In November the world's biggest investment banks
announced they are to create a new pan-European
system for trading shares to rival Europe's top stock
exchanges.  This move is driven by the fees charged
by LSE.  The group indicated that the cost of trading in
the US is 80% lower than in Europe.   The new business
will be owned by US firms Citigroup, Morgan Stanley,
Goldman Sachs and Merrill Lynch, Swiss banks UBS
and Credit Suisse, and Germany's Deutsche Bank.
The New York Stock Exchange (NYSE) has agreed to
buy the pan-European Euronext exchange, creating the
first transatlantic stock market in a 20 billion dollar merger.

UK & Europe
New Companies Act, UK
Received royal assent 8 November 2006 there are 1300 sections – company’s have
until October 2008 to comply with provisions.

Extract from Explanatory Note produced by Government Department  

The UK was one of the first nations to establish rules for the operation of companies.
Today our system of company law and corporate governance, setting out the legal
basis on which companies are formed and run, is a vital part of the legal framework
within which business is conducted. As the business environment evolves, there is a
risk that the legal framework can become gradually divorced from the needs of

continued from page 1
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When will the weaker economy pull interest
rates and the NZ dollar value down?
Written by: Roger J Kerr, Director Asia-Pacific Risk Management Limited and
Board Chairman of INFINZ.
Observing economic and currency/interest rate cycles in New Zealand is relatively easy
(in hindsight of course!) Forecasting the turning points, and in particular the timing of
turning points is decidedly more difficult. Commodity price cycles, exchange rate cycles
and house price cycles all have major impacts on the overall performance of the NZ
economy, as measured by GDP growth. It is no coincidence that the NZ economy has
expanded at a higher average growth rate over the last six years (2000 to 2006) due
to low currency value at the start of that period boosting the export sector, commodity
prices strong right through and house prices increasing strongly towards the end of
the period (low interest rates and strong inwards immigration earlier in the period being
behind the strong demand for housing)
We are in the cusp of a turning point right now in the
economy and a change in direction for both the high
currency value and high interest rates are likely in 2007.
But firstly, some background on where we are today.
Exporters more prudently hedging their FX risks and
home mortgage borrowers also prudently fixing their
interest rates extended the strong economic growth into
2005 and 2006, a case of “stronger for longer” than what
normally would have happened. Strong economic
expansion running ahead of productive capacity leads
to inflation. The Reserve Bank recognised the dangers
in early 2005 and increased interest rates progressively
from 5.00% to above 7.00%. Unfortunately the tighter
monetary policy settings with higher interest rates failed
to halt the increasing inflation. The only impact the higher
interest rates achieved was to cause the NZ dollar value
to appreciate as foreign investors pilled into the high
yields. High interest rates have been totally ineffective
in combating inflation going above the 3.00% ceiling for
the following reasons:-
Home mortgage borrowers had fixed their rates and thus
have not suffered increased debt servicing costs (until
now!) Consumer spending failed to react to the higher
RBNZ OCR rates for a very long time.
The increase in inflation to 4.00% for the year to last June
came from price increases in areas of the economy
unrelated and not affected by interest rates. 2.00% came
from oil price increases and 1% from local and central Government charges, rates,
fees, levies etc.
Residential property prices continued to increase as other drivers such as taxation
treatment, land supply restraints from local authorities and offshore demand outweighed
any interest rate negatives.
So, where to from here for the economy, and thus exchange rates and interest rates?
The variables that supposedly cause inflation that the RBNZ have been worried about
(tight labour market, high capacity utilisation and excessive consumer demand) have
just not materialised in 2006. Latest figures on the economy indicate a contracting
domestic economy, flat retail spending and the CPI inflation rate plummeting downwards
as fast as it went up to 4.00%. The annual inflation rate was 3.5% to September and
will drop again to 3.00% by 31 December. The fall in global oil prices and the lack of
any other real price pressures (outside construction costs) has reversed the inflation
outlook on its head. Only a few weeks ago the RBNZ and local bank economists had
forecasts of the inflation rate remaining above 4.00% for all of 2007. These forecasts
appear horribly wrong today. An inflation rate falling below 3.00% in early 2007 should
provide sufficient comfort and evidence to the RBNZ monetary officials to be cutting
interest rates from 7.25% a lot earlier in 2007 than what most have been predicting.
A rapid decrease to 6.50% in 90-day interest rates is our forecast.
The forex markets, as always, should be discounting in this change to the New Zealand
interest rate outlook a lot sooner than what the interest rate markets and the RBNZ
will. It would not be surprising to see the NZD sliding
again early in the New Year back to 0.6000 as the
investment world factors-in lower NZ interest rates when
the rest of the world has stable to higher interest rates.
Interest rate differentials will continue to determine the
NZD/USD exchange rate value. The recent increase in
the interest rate gap (see chart) that caused the Kiwi
dollar to appreciate from 0.6100 to 0.6700, will not be
long-lasting. A declining differential next year (lower NZ
interest rates and stable US interest rates) will be the
force behind the re-commencement of the Kiwi
downtrend.

ANZ Joint Intergration
In October 2003 the ANZ Banking Group Ltd
announced its acquisition of The National Bank
of New Zealand Limited for A$4.915b, the sale
was concluded in December.  There were a
number of regulatory conditions attached to the
sale, which have had subsequent ramifications
for one or two of our competitors’ notably local
incorporation and in some cases are still the
subject of ongoing discussions with the RBNZ.

Legal amalgamation of the two banks occurred
in June 2004 and the merger itself was the
largest in NZ business history so there was a
lot at stake.  Hopefully the following will give
you a sense of appreciation for the magnitude
of the merger and what it was like to be directly
involved.

I was given the task of merging the Markets &
International Payments Operations for both

banks which was challenging in itself as the Operations were spread
across different geographies (Australia and NZ) and each business
operated very differently.

Planning for the integration of the businesses, systems and staff began
almost immediately following the announcement of the sale of NBNZ.

Joint working parties were mobilised, consisting of counterparts from
each bank, and initial high level integration plans were completed before
Xmas 2003.  In hindsight this wasn’t long enough but we had no option
with full business cases due by the end of February 2004.

These plans included recommendations relating to organisational

A new chapter: Westpac New
Zealand Limited open for business
Westpac opened a new chapter in its long history in New Zealand on 1
November, when it began officially trading as Westpac New Zealand Ltd
for the first time.
Until now Westpac's New Zealand business has been conducted by a
branch of the Australian incorporated bank, Westpac Banking Corporation.
The Reserve Bank’s policy is that all systemically important banks must
incorporate as a local entity rather than operate through a branch structure.
The Reserve Bank allows an overseas bank to operate in New Zealand
as both a branch of its overseas parent and through a subsidiary. Westpac
Banking Corporation has determined that this type of ‘dual registration’
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was the most effective option to comply with Reserve Bank policy, while
minimising disruption to its New Zealand investors and customers.
Westpac New Zealand Limited will conduct the retail banking business
previously conducted by the New Zealand Branch of Westpac Banking
Corporation.  The branch will continue to undertake the wholesale banking
and financial markets business in New Zealand (operating as Westpac
Institutional Bank) and will remain a registered bank.
Westpac became locally incorporated on 1 November 2006, following
the passage of the Westpac NZ Bill in September.
While staff and customers are not be affected by this technical and legal
change, local incorporation does underline Westpac’s longstanding
presence in New Zealand. This goes way back to 1861 when the Bank
of New South Wales set up shop on the booming Otago goldfields.
Some memorable moments:

Westpac in New Zealand: timeline
highlights
1817 Bank of New South Wales established in

Sydney

1861 The Wales expands and takes over the
business of the Oriental Bank in
New Zealand

1895 The Wales head office in New Zealand
moves from Christchurch to Auckland

1912 The Commercial Bank of Australia (CBA)
arrives in NZ

1975 Firearms withdrawn from CBA and Wales
branches

1982 Westpac launches its sponsorship of
rescue helicopter services

1985 EFTPOS launched in October

1996 Trust Bank and Westpac merge on 18
November

2000 Online banking launched on 28 April

2002 Head office shifted to Auckland

2002 Ann Sherry appointed chief executive on 11 November

2002 WestpacTrust name disappears in favour of Westpac

2006 Announcement of plans for a new corporate office and operations
centre in the historic Britomart precinct

2006 Westpac become locally incorporated on 1 November, trading as
Westpac New Zealand Limited, serving 1.4 million New Zealand
customers

FMOA Dinner in Wellington
delegates from ANZ National and Zespri International

FMOA Dinner in Wellington
delegates from ETOS, Computershare, McDouall Stuart,

BNZ

continued on page 4
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structures, operating models, technology footprint, premises and a whole host of other things too numerous
to discuss here but you quickly get a sense of the magnitude of work that needed to be completed in a
two week window.

After the high level plans were approved in December detailed planning and implementation commenced
in earnest in February 2004.

As an adjunct to legal amalgamation (June 2004) we had to consolidate our two ESAS accounts which
on the face of it sounds like a reasonably easy thing to do but really gave us the first insight into what
would eventually become our biggest challenge – merging / rationalising systems.  This was made even
more difficult because a strategic decision was made very early on in the piece to retain two brands -
ANZ and NBNZ.
This decision impacted the way we interacted with customers both in a verbal and written sense and
even now is still something that we have to continue to work on.

As Head of Integration for Operations (at the time),
what were the key lessons that we learnt from the
merger?
At first it was a giant leap into the unknown as
we found ourselves operating with no real
knowledge of our new colleagues, culture, systems
and business processes and, of course, there was
the NZ / Australian rivalry thing happening as well
– Rugby vs Aussie Rules, Melbourne vs Wellington,
not quite a Mexican stand-off but you can get a
sense for the many and varied hurdles you need
to overcome with any merger.

Bringing people and teams together as quickly as
possible was one of our first priorities.  I can’t
emphasise enough the importance of
communication during this time, with any
restructure there is always a lot of uncertainty and
misinformation so we certainly made a conscious
effort to ensure that all staff were informed
throughout.

We appointed the new management team (for
Markets & International Payments Operations) in
June 2004, in most cases this was a relatively painless exercise.

The consolidation of premises followed 6 months later so for all intents and purposes the merger from
a people and premises perspective was completed within 12 months of the sale of the bank.  If you
thought that was the easy part then you would be wrong as we soon discovered.

Bringing two sets of people together means merging two distinct cultures (no matter how small the
difference).  I find it is akin to moving houses.  The team doesn’t really gel until staff had an opportunity
to assimilate into the new environment.

For us it was even more difficult because we were unable to house all of the Operations in one building
so we found that each floor / building was doing their own thing including floor layouts, breakout areas
etc.  You may not think this is important in the total scheme of things but it is important to staff who really
value their work environment.

Whilst we had business integration (co-location) to bed down and systems integration scheduled to
occur, you still have a business to run.  It becomes a delicate balancing act between integration and
business as usual and we were never really able to divorce the two particularly when it came time to
merge systems.

Integrating two banks systems and business
processes was our biggest technical challenge.
Bringing the right people together, from both banks,
and following a rigorous process of ensuring all
stakeholders understand the status quo and
subsequent impact of any change is paramount.
 There is a tendency to assume each banks
processes / policies is the same but that is far
from the case as we soon discovered.

The systems integration was largely completed
in February this year, nearly 18 months after it first
started or almost two years since we first chose
the target systems.  In our case we endeavoured
to combine the best of both banks for Markets
and Payments technologies.

Post merger the challenge for us is to grow our
business (we are number 1 in terms of market
share in most business / customer segments) so
we are in a unique position in that sense.

At the same time we have a major transformation
programme underway to support our growth
agenda so the pace of change is not going to slow down.  If anything, the merger has taught us a lot
about how to manage large-scale change programmes so anything less now tends to pale into insignificance.

Looking back on the last three years I truly believe the key to a successful merger is the people – engaging
with them and creating a culture of trust, openness and understanding is pivotal.  If you do the right thing
for your staff, bring them together carefully and communicate regularly everything else falls into place.

It is a scary thought that 80% of corporate mergers fail, certainly that never entered our minds when we
started on this journey 3 years ago.  It has been a process of discovery and learning and one, which I
thoroughly enjoyed being involved with.
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