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Part I  Introduction 
 
This Consultation Memorandum relates to the proposed market rules ("Market 
Rules") for the Fonterra Shareholders’ Market which NZX has published for 
public consultation.  The Market Rules for the FSM comprise the FSM Rules (a 
new rule set), the NZX Participant Rules and the NZ Markets Disciplinary 
Tribunal Rules.  NZX’s purpose in releasing this Memorandum is to seek 
comment from interested parties on the proposed Market Rules for the FSM, in 
particular, whether the Market Rules are appropriate: 
 

• in light of Fonterra’s status as a co-operative company and the objectives 
of Trading Among Farmers; and 

• in order to provide a reliable and effective platform for the trading of 
Shares in Fonterra using existing market systems, processes and service 
providers where possible.  
 

NZX encourages those who are interested in the FSM to consider the proposed 
Market Rules detailed in this Consultation Memorandum.  
 
This Consultation Memorandum contains seven Parts.  This Part I contains 
information about the consultation and an indicative timetable for implementing 
the FSM and the Market Rules.  Part II sets out the background behind the 
establishment of the FSM in the context of Trading Among Farmers.  Part III 
describes the key features of the FSM.  Part IV sets out the regulatory framework 
for the FSM.  Parts V, VI and VII describe the Market Rules for the FSM.  A copy 
of the FSM Rules has been published with this Consultation Memorandum 
together with a comparison between the FSM Rules and the NZSX/NZDX Listing 
Rules to aid consideration of the FSM Rules.  A description of the amendments 
to the NZX Participant Rules and the NZ Markets Disciplinary Tribunal Rules that 
are necessary to accommodate the FSM are contained in Parts VI and VII of this 
Consultation Memorandum.  The new Section 22 that is to be included in the 
NZX Participant Rules appears at the end of this Consultation Memorandum. 
 
It is proposed that the FSM will be operated by NZX which is a registered 
exchange for the purposes of Part 2B of the Securities Markets Act 1988.  It is 
intended that application will be made to the Financial Markets Authority for 
approval of the FSM as a registered market under the Securities Markets Act.  As 
part of this process, the FMA’s approval to the Market Rules would be obtained. 
 
Indicative Timetable for Implementation of FSM 
 
28 April 2012  Submissions on Consultation Memorandum due 
1 June 2012  Application to FMA for registration of FSM 
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Queries 
 
If you have any queries in relation to the Consultation Memorandum or the FSM, 
please contact: 
 
Megan Mcluskie 
NZX Limited 
PO Box 2959 
WELLINGTON 
Fax: (04) 473 3181 
Phone: (04) 495 2816 
Email: megan.mcluskie@nzx.com 
 
How to Make a Submission 
 
NZX welcomes written submissions on the proposed Market Rules set out in this 
paper.  
 
Submissions are requested by 28 April 2012. NZX requests that submissions 
please be provided in electronic format.  In each submission, please provide 
reference to the particular Market Rules being submitted on.  Please order your 
submission in the same order that the Market Rules are ordered. 
 
Submissions should be addressed to: 
 
Megan Mcluskie 
NZX Limited 
PO Box 2959 
WELLINGTON 
Fax: (04) 473 3181 
Email: megan.mcluskie@nzx.com 
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Part II  Background 
 
In June 2010, Fonterra Co-operative Group Limited’s ("Fonterra") farmer 
shareholders voted in support of changes to the Fonterra Constitution that would 
enable the Fonterra Board to put in place a regime for Trading Among Farmers. 
 
The implementation of Trading Among Farmers (“TAF”) has a number of 
objectives including: 
 

• Maintaining Fonterra as a sustainable co-operative with voting rights 
linked to milk supplied to Fonterra; 

• Removing Fonterra’s obligation under the Dairy Industry Restructuring Act 
2001 (“DIRA”) to redeem shares; 

• Ensuring Fonterra has sufficient permanent share capital to give it the 
funding needed to continue to have the ability to drive the highest 
sustainable returns to farmers; 

• Ensuring that the arrangements enable farmer shareholders to buy and 
sell co-operative shares ("Shares") when they wish at prices that reflect a 
well informed and liquid market; and 

• Ensuring the arrangements produce a stable market outcome in the sense 
that they will meet the above outcomes for the foreseeable future.  

The establishment of the Fonterra Shareholders’ Market (“FSM”) as a reliable 
and effective platform for the trading of Shares in Fonterra is part of the “TAF 
System” which also involves the establishment of a Fonterra Shareholders’ Fund 
("FSF"), a unit trust that is proposed to be listed on NZX’s Main Board. The intent 
is for the FSM to use existing market systems, processes and service providers 
where possible.  Fonterra and NZX are working together to implement the FSM 
which will be a registered market under the Securities Markets Act 1988.   
 
Market Rules for the FSM will be approved by the Financial Markets Authority 
under the Securities Markets Act.  The Market Rules for the FSM will comprise 
the FSM Rules and the NZX Participant Rules with modifications and insertions 
specific to the operation of FSM and for FSM Participants who will intermediate 
for farmers in the same way NZX Market Participants intermediate in NZX’s other 
securities markets.  The draft FSM Rules have been published, and a description 
of them is provided in Part V of this Consultation Memorandum.  Part VI contains 
details of the amendments proposed to the NZX Participant Rules to 
accommodate the FSM and draft of a new Section 22 to the NZX Participant 
Rules.  A small number of amendments will be required to the NZ Markets 
Disciplinary Rules which are described in Part VII. 
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Part III Key Features of the FSM  
 
The FSM will be a market for farmers to trade Shares in Fonterra. It will be part of 
the “TAF System”, which also involves the establishment of the FSF, a unit trust 
that is proposed to be listed on NZX’s Main Board.  Given the close association 
between the FSM and the FSF, the FSM Rules governing Fonterra itself will be 
similar to the NZSX Listing Rules that apply to Issuers on the NZX Main Board 
and the NZX Participant Rules will apply with modifications specific to the FSM. 
The key differences between the FSM and the Main Board will be that, at this 
stage, only one security will be traded (i.e. Shares) and only farmer shareholders 
or Registered Volume Providers ("RVPs") will be permitted to trade on the FSM.   
 
Fonterra’s Constitution requires a shareholder to be a farmer (or a custodian, on 
behalf of RVPs) in order to hold Shares.  A farmer’s holding must meet the 
minimum shareholding requirement set pursuant to the Fonterra Constitution 
(“Share Standard”) which is dependent upon that farmer's milk production, 
although a farmer can choose to hold a certain number of Shares in excess of 
the Share Standard.   
 
A farmer will be able to place some of their Shares with the FSF and thereby 
dispose of their economic rights to dividends and share price movement.  The 
arrangements for the FSM will accommodate farmer shareholders trading Shares 
on the FSM, trading in FSF units ("FSF Units") on the Main Board, and the 
exchange of Shares/FSF Units between the two markets. 
 
Farmer shareholders will access the FSM either through a standard full service 
brokerage model or via Fencepost (Fonterra’s on-line facility for farmers) and the 
standard Fonterra 0800 number.  Direct Broking Limited, an NZX Trading and 
Advising Firm, has been appointed as the Registered Market Agent (“RMA”), to 
provide an intermediary service that will sit behind Fencepost and the 0800 
number.  The RMA will provide a means by which farmers’ trades can be entered 
into NZX’s trading platform, and will also arrange for the clearing and settlement 
of those trades. 
 
FSM Participants will be a new class of NZX Participant and will have permission 
to trade on the FSM for their farmer shareholder clients.  FSM Participants will 
not be permitted to trade on their own account and speculate on the FSM. 
 
The permission function of the FSM is required to ensure that the Fonterra 
Constitutional requirements and restrictions for FSM trading activity are complied 
with.  To properly enforce these requirements and restrictions, the NZX 
Participant Rules will require pre-trade and post-trade permission confirmation.  
This is intended to deliver the greatest level of compliance with the Share 
Standard.  The pre-trade permissioning will be performed by FSM Participants 
(including the RMA).  Once an order has been matched on the FSM and the 
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resulting trade has been settled through NZX’s clearing house, a post-trade 
permission function is initiated by the Fonterra's share registry prior to an FSM 
Participant settling with a client.  
 
Liquidity in the FSM will be enhanced by RVPs, who must be FSM Participants. 
The principal duty of an RVP will be to improve the liquidity of the FSM through 
continuous quoting of both buy and sell orders with a maximum spread between 
bid and ask orders. A custodian will hold Shares on behalf of an RVP.  An RVP 
will be unable to exercise voting rights attached to those shares and at any one 
time the aggregate holding of interests in Shares by RVPs may not be more than 
5% of the total of FSM Shares on issue (excluding treasury stock held by 
Fonterra).  
 
FSM Participants are not permitted to hold Shares in Fonterra at the end of any 
day, and arrangements will be made for a custodian to hold Shares temporarily 
for those FSM Participants who are unable to deliver Shares to their farmer 
clients, for example where a farmer client is unable to pay for the Shares, or is 
deceased, or where the delivery of Shares to a farmer would have resulted in 
that farmer breaching the Share Standard. 
 
As the market operator of the FSM, NZX will quote Shares on the FSM and 
provide infrastructure and connectivity for the trading, clearing and settlement of 
trades.  NZX will also provide surveillance of the FSM and supervise and 
regulate market participants such as Fonterra, FSM Participants and RVPs for 
compliance with the Market Rules.  Breaches of Market Rules will be referred to 
the NZ Markets Disciplinary Tribunal. 
 
Trades of Shares on the FSM will clear and settle on the NZCDC Settlement 
System operated by New Zealand Clearing Limited (CHO) and New Zealand 
Depository Limited (CDO), both wholly owned subsidiaries of NZX.  
 
The settlement system consists of a central counterparty clearing house and a 
linked central securities depository and is the system for settlement of trades 
executed on NZX’s other securities and derivatives markets.    All trades are 
cleared and settled in accordance with the Clearing and Settlement Rules and 
Depository Operating Rules which are available to be viewed on www.nzx.com.  
 
As a pre-condition to launch of the FSM, Fonterra is seeking amendments to the 
Dairy Industry Restructuring Act 2001 (DIRA) to accommodate Trading Among 
Farmers. In particular the amendments will release Fonterra from its obligation to 
issue and redeem Shares at the end of each season on the basis that farmers 
could sell and purchase on the FSM or into the FSF when they wish to.   
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Part IV Regulatory Overview of the FSM  
 
It is proposed that the FSM will be operated by NZX which is a registered 
exchange for the purposes of Part 2B of the Securities Markets Act 1988.  
Application will be made to the Financial Markets Authority to approve the FSM 
as a registered market under the Securities Markets Act.  
 
A number of rule sets, both new and existing, will apply to the FSM. Below is a 
brief description of the applicable rules, and the aspects of the FSM they will 
govern.  A number of important contracts relevant to the FSM are also described. 
 
The FSM Rules will apply to Fonterra and the FSM in the same way as the NZSX 
Listing Rules apply to NZSX Issuers listed on the Main Board. The FSM Rules 
will generally be the same as the NZSX Listing Rules except to the extent that 
the NZSX Listing Rules are irrelevant or inappropriate for Fonterra and the FSM. 
This choice has been made as it is expected to assist “fungibility” between the 
Shares traded on the FSM and the FSF Units traded on the Main Board. A 
summary of the key differences between the FSM Rules and NZSX Listing Rules 
and the rationale behind the differences is provided in Part V.  The draft FSM 
Rules have been published with this Consultation Memorandum.  
 
The NZX Participant Rules with certain minor amendments to accommodate the 
FSM, will apply to all trading on the FSM.  The NZX Participant Rules set the 
standard of conduct required by participants trading in NZX's securities markets 
and are designed to protect the interests of farmer shareholders when they trade, 
as well as promote market integrity.  
 
A new Section 22 relating to the FSM will be included in the NZX Participant 
Rules to accommodate the FSM. These additional Rules will provide for Market 
Participants to apply for designation as FSM Participants.  FSM Participants will 
be required to comply with all the provisions of the NZX Participant Rules when 
trading on the FSM, and NZX’s powers will extend to the FSM. The proposed 
amendments and additional Rules and rationale behind these are provided in 
Part VI. 
 
Breaches of the FSM Rules or NZX Participant Rules may be referred by NZX to 
the NZ Markets Disciplinary Tribunal.  The only difference in the disciplinary 
arrangements for the FSM will be that the NZ Markets Disciplinary Tribunal will 
not be able to suspend or terminate an RMA’s designation in respect of the FSM 
without NZX’s consent.  This reflects the importance of the RMA’s role in the 
FSM. 
 
Trades on the FSM will be cleared and settled on the NZCDC Settlement 
System. The Clearing and Settlement Rules, the Clearing and Settlement 
Procedures, the Depository Operating Rules, and the Depository Operating 
Procedures together provide the rules for settlement by New Zealand Clearing 
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Limited (“CHO”) of transactions on the Clearing House.  No changes are required 
to these rules to accommodate the FSM. 
 
Market Operator Agreement:  NZX and Fonterra intend to enter into a market 
operator agreement relating to the operation of the FSM.  This agreement will fall 
under the remit of the Securities Markets Act, and will require Fonterra to comply 
with all obligations imposed on it under the FSM Rules. The agreement will also 
contain provisions relating to amendment of the FSM Rules and the relevant 
provisions in the NZX Participant Rules, and services provided by NZX as the 
market operator.  
 
Registered Volume Provider Agreement:  RVPs will be appointed to operate 
as market makers in the FSM.  A Registered Volume Provider Agreement will 
govern how the RVP is appointed, the powers, duties and obligations of the RVP, 
the standards imposed on the RVP, and how Fonterra will review the RVP’s 
performance.   NZX will supervise RVPs’ conduct on the market in relation to 
trading on the FSM.  
 
Deed poll by Custodian in favour of FSM Participants:  FSM Participants will 
be prohibited from holding legal title to Shares at the end of any trading day and 
a custodian will be appointed by Fonterra to hold legal title to Shares for FSM 
Participants.  This deed poll is referred to in proposed Rule 22.9 of the NZX 
Participant Rules.  A draft of the deed poll has been published with this 
Consultation Memorandum. 
 
The custodian will perform a custodial role for the Trading Among Farmers 
system as custodian of Shares for the trustee of the FSF and for the RVPs. 
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Part V  FSM Rules 
 
A draft of the FSM Rules has been published for public consultation.  The draft 
has been based on the NZSX Listing Rules and will generally be the same as the 
NZSX Listing Rules except to the extent that the NZSX Listing Rules are 
irrelevant or inappropriate for Fonterra and the FSM.  A description of the key 
differences between the NZSX Listing Rules and the FSM Rules and the 
rationale behind those differences is outlined in this Part V.  NZX is seeking 
comment as to whether the FSM Rules are appropriate: 
 

• in light of Fonterra’s status as a co-operative company and the objectives 
of TAF; and 

• in order to provide a reliable and effective platform for the trading of 
Shares in Fonterra using existing market system processes and service 
providers where possible. 

 
In the draft of the FSM Rules certain Rules relating to Fonterra's milk price 
governance arrangements have been enclosed in square brackets. This is 
because the exposure draft of the Dairy Industry Restructuring Bill, which was 
recently released for consultation by the Ministry of Agriculture and Fisheries 
(with submissions having closed on 24 February 2012), proposed to embed 
those arrangements in the legislative amendments required to implement TAF. It 
is proposed that if the arrangements are included in the legislative amendments, 
the Rules relating to the governance of Fonterra's milk price will be removed from 
the FSM Rules. If they are not, it is proposed that those Rules will be retained. 
The relevant Rules are Rule 3.6, Rule 9.1.6 and the definitions of "Independent 
Member", "Milk Price", "Milk Price Panel", and "Milk Price Principles" in Rule 1.6. 

The exposure draft of the Dairy Industry Restructuring Bill also included a 
definition of "independent" (in the context of membership of the Milk Price Panel). 
Depending on the outcome of the consultation process on the exposure draft, 
changes may need to be made to the definition of "Independent Director" and 
"Disqualifying Relationship" in the FSM Rules. For this reason, we have enclosed 
those definitions in square brackets. 

If Fonterra is required by legislation to make any document publicly available 
(e.g. by being put on Fonterra's website), a Rule will be included requiring 
Fonterra to notify the market that a document has been made publicly available. 

Summary of Main Differences between NZSX/NZDX Listing Rules and FSM 
Rules 
 
A copy of the FSM Rules has been published with this Consultation 
Memorandum together with a comparison between the FSM Rules and the 
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NZSX/NZDX Listing Rules.  The material differences between these Rule sets 
are that the FSM Rules: 
 

• modify the governance requirements of the Listing Rules to account for 
Fonterra’s status as a co-operative company; 

• allow Fonterra to purchase Milk from Supplying Shareholders without the 
need for shareholder approval; and 

• establish continuous disclosure requirements to ensure fungibility between 
the  shares traded on the FSM and the FSF units. 

 
The key differences between the FSM Rules and NZSX/NZDX Listing Rules are 
described in further detail below. 

 
Amendment and Interpretation 
 
NZX has a right to amend the NZSX Listing Rules.  The process for making 
amendments to the FSM Rules will be set out in the Market Operator Agreement 
between NZX Limited and Fonterra (Rule 1.3). It will require amendments to be 
approved by both NZX and Fonterra. Neither party may unreasonably withhold its 
consent unless the proposed amendments are in relation to key Rules, such as 
the structure and composition of the Milk Price Panel or would prevent NZX from 
fulfilling its obligations in respect of the FSM under the Securities Markets Act.  
  
This amendment process will ensure that NZX is able to amend the FSM Rules, 
for example, to retain consistency with the NZSX Rules, while Fonterra retains 
the ability to withhold its consent to key amendments which could, for example, 
prejudice its status as a co-operative.  
 
Amendments to the FSM Rules will require approval by the Financial Markets 
Authority (“FMA”).  
 
Additional definitions, including “Milk”, “Milk Price” and “Milk Price Panel” have 
been added into the FSM Rules (Rule 1.6). Definitions in the NZSX Rules that 
are not relevant to Fonterra have been removed.  
 
The additional definitions reflect the unique nature of the FSM and clarify the 
meaning of certain key terms used regularly in relation to Fonterra’s business.  
 
Constitution 
 
The NZSX Listing Rules require an Issuer to either incorporate by reference or 
contain provisions consistent with the Rules in its Constitution. 
 
While Fonterra is not required to reflect the FSM Rules in its Constitution, its 
Constitution must require Fonterra (for so long as its co-operative shares are 
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quoted and traded on the FSM) to comply with the FSM Rules (subject to any 
applicable legislative or regulatory requirement) (Rule 3.1.1(a)).  This 
requirement ensures that Fonterra is constitutionally obligated to comply with the 
FSM Rules. 
  
Fonterra’s Constitution must provide that if any provision of its Constitution is 
inconsistent with the FSM Rules, the FSM Rules prevail (Rule 3.1.1(b)).  
  
Independent Directors 
 
The NZSX Listing Rules provide for the appointment of Independent Directors 
who are not executive officers of an Issuer and who have no Disqualifying 
Relationship.  
 
The definition of a “Disqualifying Relationship” in the FSM Rules has been 
expanded to include Directors that have an interest in either a New Zealand dairy 
farm or in FSF Units, as such interests could influence those Directors’ decisions 
in relation to Fonterra.   
 
The expanded definition ensures that Fonterra’s Independent Directors are 
independent from the FSF and from being associated with a dairy farm. 
 
Interested Directors 
 
In general, the NZSX Listing Rules prohibit directors from voting on matters they 
are interested in. 
 
The FSM Rules prohibiting interested directors voting have been drafted on the 
basis that an interested director will be permitted to vote, if the transaction is in 
the ordinary course of business of Fonterra and is with a group of Supplying 
Shareholders where the terms of the transaction apply to the group of Supplying 
Shareholders generally.  (Rule 3.4.4(b)). 
 
Directors of Fonterra who are not Independent Directors must be farmers (or 
have an interest in a dairy farm) and therefore will transact business with 
Fonterra.  
 
The requirement for the terms of the transaction to apply to a group of Supplying 
Shareholders generally ensures that directors are prohibited from voting on 
transactions that are specific to them or where they receive the benefit of any 
terms which do not apply generally to Supplying Shareholders in that group. 
  
Requirement for Majority of Independent Directors 
 
Rule 3.4.5 requires Board decisions as to: 
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• payment of an aggregate amount for Milk in excess of the aggregate 
amount for Milk calculated pursuant to the Milk Price Manual; 

• amendments to the Milk Price Manual;  
• certification of certain proposals to change Fonterra's Constitution that 

would have a material adverse effect on Shares held by the Custodian for 
the FSF; and  

• the appointment of an Independent Director or person not supported by 
the FSF,  

 
to be approved by a majority of Fonterra’s Independent Directors. 

Integrity and transparency of the Milk Price is of vital importance for both farmer 
shareholders and investors in the FSF. This Rule ensures that transparency 
around Milk Prices is maintained. 
 
Milk Price Panel  
 
Rule 3.6 requires Fonterra to establish a Milk Price Panel. The Rule sets out 
requirements regarding the composition and responsibilities of the Milk Price 
Panel. The role of the Milk Price Panel is similar to the role of an audit 
committee, except that it oversees the process by which the Milk Price is 
determined. Decisions involving the Milk Price itself will be made by Fonterra’s 
Board.  
 
As noted above, integrity and transparency of the Milk Price is of vital 
importance. The purpose of this Rule is to document Fonterra’s commitment to 
transparency around the Milk Price. 
 
Rule 3.6 will be removed from the FSM Rules if the legislative amendments in 
the exposure draft of the Dairy Industry Restructuring Bill become law. 
 
Trading halts, suspension, cancellation and other powers 
 
The provisions dealing with trading halts and suspension of trading mirror the 
provisions in the NZSX Listing Rules.  The ability of Fonterra to request that the 
Market Operator Agreement be terminated will be dealt with in the Market 
Operator Agreement. (Rule 4.3.1). 
 
Permitted Financial Assistance 
 
The NZSX Listing Rules prohibit an Issuer from giving financial assistance to a 
Director or Associated Person of a Director. NZX may waive this restriction 
where it is satisfied that the amounts and terms of assistance will be determined 
according to criteria applying generally to all employees. 
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The FSM Rules prohibiting the giving of financial assistance to Directors have 
been drafted on the basis that a Director may be given financial assistance 
where that assistance is determined according to criteria applying to Supplying 
Shareholders generally.  (Rule 6.6.4) 
 
Fonterra, as a co-operative, may occasionally provide financial assistance to 
Supplying Shareholders as a group, including Directors who are Supplying 
Shareholders.  Shareholder approval is not necessary in such circumstances 
where objective criteria apply to the provision of financial assistance.  
 
Similarly to Rule 3.4, this exception has been drafted narrowly so that it can only 
be relied upon to provide assistance to Directors where the assistance they 
receive is determined by their status as members of a group of Supplying 
Shareholders generally.   
 
Disposal or Acquisition of Assets 
 
The NZSX Listing Rules, subject to prescribed exceptions, prevent an Issuer 
from entering into any transaction, or series of linked or related transactions, 
involving an amount in excess of 50% of the Issuer’s Average Market 
Capitalisation, except with the prior approval of shareholders by resolution. 
 
The FSM Rules contain an additional exception to the requirement for 
shareholder approval to be obtained under Rule 8.1.1. Fonterra is not required to 
seek shareholder approval to enter into transactions with its Supplying 
Shareholders in respect of the purchase of, and payment for, Milk where the 
amount of the Milk payment is in excess of 50% of the Average Market 
Capitalisation of Fonterra. (Rule 8.1.3) 
 
As a dairy co-operative, Fonterra’s fundamental purpose is to collect, process 
and market Milk supplied by its Supplying Shareholders.  
 
Given the express requirements in Fonterra’s Constitution and the detailed 
processes and procedures that have been put in place to govern the payment for 
Milk supplied to Fonterra, it is unnecessary to require shareholder approval for 
such payments under the FSM Rules where the amount of the Milk payment is in 
excess of 50% of the Average Market Capitalisation of Fonterra. 
 
Transactions with Related Parties 
 
The NZSX Listing Rules, subject to prescribed exceptions, prevent an Issuer 
from entering into a Material Transaction if a Related Party is, or is likely to 
become, a direct or indirect party to the Material Transaction, unless that Material 
Transaction is approved by ordinary resolution. 
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The FSM Rules contain additional exceptions so that Fonterra is not required to 
seek shareholder approval under Rule 8.2.1 in respect of transactions with its 
Supplying Shareholders for the purchase of Milk or with any group of 
shareholders in the ordinary course of Fonterra’s business, where the terms of 
the transaction (and the level of participation, if applicable) are determined 
according to criteria that apply to that group of shareholders generally. 
 
The FSM Rules also exclude the Custodian and manager or trustee of the FSF 
or RVPs from the definition of “Related Party” where the relevant party is acting 
in their role as Custodian, manager or trustee of the FSF, or RVP.  
 
The exclusion of transactions with Supplying Shareholders for the purchase of 
Milk or with any group of shareholders in the ordinary course of Fonterra’s 
business from requiring shareholder approval have been drafted narrowly. The 
exceptions cannot be relied upon to provide assistance to particular individuals 
where the assistance they receive is not determined by their status as a member 
of a larger group of shareholders generally (e.g. by geographic region). For 
example, Fonterra may wish to provide financial assistance to particular groups 
of shareholders (e.g. shareholders in a region requiring drought relief). 
 
The structure of the Trading Among Farmers regime requires Fonterra to enter 
into various contractual arrangements with the Custodian, manager or trustee of 
the FSF and RVP. These parties must be excluded from the definition of “Related 
Party” so that Fonterra is able to enter into agreements with these parties for the 
proper operation of the FSM. 
 
Form of Disclosure and Communication 
 
The NZSX Rules require an Issuer to immediately provide any Material 
Information concerning it to NZX for release to the market. 
 
Under the Market Operator Agreement, all information provided by Fonterra to 
NZX for public release under the FSM Rules will be released as an 
announcement by Fonterra, and contemporaneously released under the code for 
the Unit Trust in respect of the FSF, and vice versa. 
 
Fonterra will be subject to the same continuous disclosure rules under the FSM 
Rules as Issuers listed on the Main Board. The requirement for announcements 
from Fonterra to be released simultaneously under the codes for Fonterra and 
the FSF assists fungibility between the Shares traded on the FSM and the FSF 
Units traded on the Main Board. 
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Part VI  Amendments to the NZX Participant Rules to accommodate 
the FSM 

 
Trading in the FSM will be governed by the NZX Participant Rules.  Amendment 
will be required to the NZX Participant Rules to accommodate trading on the 
FSM. The amendments and the rationale behind them are outlined in this Part VI. 
 
NZX seeks comment as to whether the amendments proposed to the NZX 
Participant Rules are appropriate: 
 

• in light of Fonterra’s status as a co-operative company and the objectives 
of TAF; and 

• in order to provide a reliable and effective platform for the trading of 
Shares in Fonterra using existing market systems, processes and service 
providers where possible. 

 
Section 1 - Definitions 
 
The following definitions will be included in Rule 1.1: 
 

“Exchange Order” means an Order to sell FSF Units on the NZSX for a 
client on the basis that the client’s obligation to deliver FSF Units to the 
Trading Participant will be met by the delivery of FSM Shares; 

 
“Fonterra” means Fonterra Co-operative Group Limited; 

 
“FSF Redemption” means the redemption of FSF Units and the transfer 
of legal title to FSM Shares; 

 
“FSF Unit” means a unit in the Fonterra Shareholders’ Fund; 

 
“FSM” or “Fonterra Shareholders’ Market” means the market operated 
by NZX under that name for the trading of FSM Shares; 

 
“FSM Participant” means an NZX Trading and Advising Firm who has 
been accredited for participation in the FSM under Section 22 of these 
Rules; 

 
“FSM Share” means a co-operative share issued by Fonterra; 
 
“Prescribed Time” means the time set out in Procedures; 

 
“RMA Provider” means an FSM Participant who has been approved 
under Rule 22.3 to provide RMA Services; 
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“RMA Services” means the provision of trading functionality in respect of 
the FSM and FSF Units under an agreement with Fonterra; 

 
“RVP” or “Registered Volume Provider” means an FSM Participant 
who has been approved under Rule 22.4 to provide market making 
services in relation to the FSM; 

 
The definition of “Short Sale” will be amended by adding the words “other than a 
sale of FSF Units in respect of an Exchange Order” after the words “sale of any 
Security”. 
 
Section 4 – Trading Participants 
 
Rule 4.1.2 will be amended by adding to the end the words: “however, only an 
FSM Participant has Trading Permission to Trade on the FSM”. 
 
This amendment will ensure that only FSM Participants have the right under the 
Rules to trade on the FSM. 
 
Section 5 – Client Advising Participants 
 
Rule 5.2 will be amended to include reference to the FSM. 
 
The amendment of this Rule will require Client Advising Participants to ensure 
that persons who provide advice to clients in relation to FSM Shares are 
designated NZX Advisors or NZX Associate Advisors. 
 
Section 11 – Trading – Additional Requirements for Trading on the NZSX 
 
A new Rule 11.12 will be inserted that will state: 
 

No Trading Participant who is not an FSM Participant may place an 
Exchange Order on the NZSX. 

 
This Rule will ensure that pre-trade permissioning processes will be followed 
prior to an Exchange Order being entered into the Trading System. 
 
The arrangements for the FSM will accommodate the exchange by a farmer and 
RVPs of FSM Shares for FSF Units and the sale of those FSF Units on the 
NZSX.  This process is intended to promote the fungibility of FSM Shares and 
FSF Units.  The term Exchange Order is used to define a transaction of this 
nature, and because the transaction will involve a farmer divesting FSM Shares, 
a pre-trade check will be required to ensure that the farmer will continue to meet 
the Share Standard after the transaction is completed.  It is expected that FSM 
Participants will be responsible for conducting the pre-trade checks. 
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Section 13 – Obligations when Trading in Securities Quoted on the NZSX or 
NZAX 
 
Section 13 which sets out further obligations relating to trading on the NZSX and 
NZAX will apply to trading on the FSM and will be amended to refer to the FSM.  
This will involve including references to the FSM alongside references to the 
NZSX and NZAX in Rules 13.1.1, 13.2.1, 13.3.1, 13.3.2, 13.5.1, and 16.6.1.  A 
reference to the FSM Rules will be included in 13.9.1.  No amendments will be 
made to Rule 13.7 (Stands in the Market).  Given the restrictions in Fonterra’s 
Constitution, in practice this Rule will not be relevant to the FSM. 
 
Section 15 - Trading on behalf of a Client 
 
The process for Exchange Orders will be automated.  So FSM Participants can 
effect the transfer of title to Shares for the purposes of this process, FSM 
Participants will have the FSF Custodian’s Authorisation Code.  Rule 15.14.2 
would require each FSM Participant to have a written agreement with the FSF 
Custodian in order to retain the FSF Custodian’s Authorisation Code. As it would 
be administratively inconvenient for each FSM Participant to have a separate 
agreement, it is proposed that the Deed Poll contain provisions to meet the 
requirements for an agreement under Rule 15.14.2.  The Deed Poll will also 
provide the consent required under Rule 8.5.7.  NZX proposes to grant FSM 
Participants waivers from other provisions of the NZX Participant Rules in 
relation to this process, for example in relation to the requirement to have a client 
agreement or to follow the “know your client” requirements. 
 
Section 17 – Legal Title Transfer 
 
A new paragraph will be included after Rule 17.1.1(b) that will state: 
 

however, Rule 17.1.1(a) is subject to Rule 17.10.1 in respect of FSM 
Shares, Exchange Orders and FSF Redemptions. 

 
A new Rule 17.10 will be included that will state: 
 
17.10.1  No Trading Participant may: 

(a) transfer FSM Shares; or, 
(b) transfer FSF Units for the purposes of executing an Exchange 

Order; or  
(c) effect an FSF Redemption, 

except an FSM Participant may instruct a Legal Title Transfer 
Depository Participant to: 

(a) transfer FSM Shares; or, 
(b) transfer FSF Units for the purposes of executing an Exchange 

Order; or  
(c) effect an FSF Redemption, 
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through the Legal Title Transfer Depository System. 
 
Nothing in this Rule prohibits the transfer of FSF Units for any purpose other than 
the execution of an Exchange Order. 
 
The Legal Title Transfer System will be used to transfer legal title to FSM Shares.  
These amendments will permit only FSM Participants to use the Legal Title 
Transfer System for the purposes of transferring FSM Shares or when executing 
an Exchange Order.   
 
The Fonterra Constitution requires shareholders to be farmers (or a custodian on 
behalf of the FSF or RVPs), and those farmers to meet the Share Standard. An 
FSM Participant will be required to demonstrate that they have the necessary 
business procedures in place to ensure pre-trade checks are made to reduce the 
risk that FSM Shares will be transferred in breach of the Share Standard. 
 
Section 22 
 
A new Section 22 will be added to the Rules.  A draft of Section 22 is published 
at the end of this Consultation Memorandum and the material provisions of those 
Rules are described below: 
 
Rule 22.1 – General Obligations of FSM Participants 
 
This Rule will restate the high level principle, that only FSM Participants have 
Trading Permission in respect of the FSM.  It will also state that all of the Rules 
apply to activity in respect of the FSM, but that Section 22 will prevail in the event 
of any inconsistency between that and any other Section of the NZX Participant 
Rules. 
 
In order to encourage price convergence between FSM Shares traded on the 
FSM and FSF Units traded on the NZSX, the structure of the FSM is largely the 
same as the structure of the NZSX.  For this reason most of the requirements of 
the NZX Participant Rules will apply to trading on the FSM, and it is likely that 
fees will apply in respect of trading on the FSM that are equivalent to the fees 
applying in respect of trading on the NZSX.  Notable exceptions relate to the 
requirements of the Fonterra Constitution relating to the Share Standard and the 
role of particular actors in the FSM, Registered Volume Providers and the RMA 
Provider. 
 
Rule 22.2 – Accreditation as an FSM Participant 
 
This Rule will require NZX Participants who wish to trade on the FSM for their 
farmer clients to become accredited FSM Participants.  This process will provide 
a means for NZX to ensure that those trading on the FSM have the management 
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controls, processes and technology in place to comply with the particular 
requirements for trading on the FSM. 
 
The requirements are based on Rule 3.1.4 and provide NZX with broad 
discretion with respect to accreditation of FSM Participants.  NZX is likely to 
require as a minimum the following information from applicants (although these 
requirements will be finalised nearer to the launch of the FSM): 
 

• Updated compliance materials to demonstrate how compliance with 
Section 22 will be achieved; and 

• Updated client agreement to address particular issues relevant to trading 
on the FSM. 

 
Rule 22.3 – RMA Provider 
 
The RMA Provider plays a critical role in the FSM.  It will be contracted to 
Fonterra to provide intermediary trading functionality via Fonterra’s “Fencepost” 
website and Fonterra’s current 0800 telephone number. 
 
The RMA Provider will provide standard market functions for example, pre-trade, 
order entry, order execution, and settlement and will need to perform the 
particular requirements for pre-trade compliance with the Fonterra Constitution.  
The RMA’s systems will interface with Fonterra’s systems and also the systems 
of other actors in the wider market including the Fonterra share registry (and the 
FSF Unit registry), NZX and banks.   
 
Because of the RMA Provider’s importance to the FSM and given the extent of 
integration of its systems into the FSM and its privileged position regarding the 
volume and value of FSM trades, its status will be recognized under the Rules.  
In order to protect the interests of farmers and ensure the integrity of the market, 
the Rules will require an RMA provider to be an FSM Participant and to satisfy 
NZX that its management controls, business processes and technology are 
adequate to ensure compliance with the Rules and to manage the risks arising in 
respect of the RMA services.  These Rules will permit NZX to focus on an RMA 
Provider’s activities when supervising its compliance with the Rules. 
 
Rule 22.4 - Registered Volume Provider 
 
A Registered Volume Provider’s role will be to enhance the liquidity of the FSM 
through continuous quoting of both buy and sell orders, with a contracted 
maximum spread between buy and sell prices quoted.  The detailed 
requirements for the role will be contained in a contract with the Registered 
Volume Provider.  NZX’s approval of the programme will be required and to the 
extent that any terms of the programme may conflict with the Rules or the 
Procedures, the RVP is granted an automatic waiver from the relevant Rule or 
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Procedure.  The proposed Rule 22.4 is based on a similar rule in NZX’s 
Derivatives Rules. 
 
Rule 22.5 – General Obligations when Trading on the FSM 
 
Rule 22.5 requires an FSM Participant to perform a pre-trade check by means of 
a Shareholder Balance Enquiry before executing an Order in respect of the FSM 
Shares.  The purpose of this Rule is to ensure that persons other than farmers 
and the custodian (on behalf of RVPs and the FSF)  will not acquire Shares and 
that a Trade in FSM Shares will not result in a farmer breaching the Share 
Standard or any other threshold set out in Fonterra's Constitution. 
 
Rule 22.5 also prohibits FSM Participants from entering into any Trade in FSM 
Shares when Acting as Principal, but provides exceptions for pooling orders or 
for selling FSM Shares that a FSM Participant has acquired for a client, but which 
for any reason the FSM Participant has been unable to deliver to that client.  
Short Selling FSM Shares is also prohibited because FSM Participants are not 
permitted to Trade when Acting as Principal.  Note that a sale of FSF Units in an 
Exchange Order is excluded from the definition of Short Sale.  
 
Rule 22.6 – Trading – Additional Requirements for Trading on the FSM 
 
Rule 22.6 sets out the particular requirements for entering Orders and other 
activity on the FSM and is the same as Section 11 which applies to trading on the 
NZSX.   
 
Rule 22.7 – Exchange Orders 
 
Rule 22.7 requires FSM Participants to perform a Shareholder Balance Enquiry 
before effecting an Exchange Order.  The purpose of this Rule is to ensure that a 
farmer will continue to comply with the Share Standard and other thresholds 
imposed by Fonterra's Constitution or the FSF Trust Deed after an Exchange 
Order is effected. 
 
Rule 22.8 - Settlement 
 
Rule 22.8 requires Trades in FSM Shares to be settled on the Third Business 
Day after the date on which the Trade was executed.  This Rule reflects the 
requirements of Rule 10.22 relating to settlement on NZX’s other securities 
markets.  The clearing and settlement arrangements for the FSM will be the 
same as for NZX’s other markets. 
 
 
Rule 22.9 – Restrictions on Holding Legal Title to FSM Shares 
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Rule 22.9 prohibits FSM Participants and the entities involved in the clearing and 
settlement of Trades on the FSM from holding legal title to FSM Shares except 
for the purposes of settlement of Trades in FSM Shares, or in relation to an 
Exchange Order.  This Rule is required to ensure compliance with the restrictions 
in the Fonterra Constitution concerning the holding of FSM Shares by non-
farmers and the Custodian. 
 
The Rule provides for the situation where an FSM Participant is unable to deliver 
FSM Shares to a client at the end of a Trading Day, and will require an FSM 
Participant to transfer FSM Shares held at that time to the Custodian.  An FSM 
Participant might be required to follow this Rule if a client has not paid for the 
FSM Shares, or where the Fonterra Share registry has refused to transfer FSM 
Shares where to do so would result in a breach of the Fonterra constitutional 
requirements relating to maximum and minimum holdings of FSM Shares. 
 
Rule 22.10 – FSF Unit Redemption 
 
Rule 22.10 permits an FSM Participant to use the Legal Title Transfer System 
(which is part of the Clearing House System) to effect an FSF Redemption and 
requires a Shareholder Balance Enquiry to be performed prior to the redemption 
taking place.  These Rules are similar to those relating to pre-Trade 
permissioning and are intended to secure compliance with the Fonterra 
constitutional requirements relating to minimum and maximum shareholdings. 
 
Rule 22.11 – NZX’s Powers in Relation to the FSM 
 
Rule 22.11 states that NZX can exercise its powers under the NZX Participant 
Rules in relation to the FSM and FSM Participants.  A power for NZX to consult 
with Fonterra has been included because the FSM is a unique private securities 
market and part of Fonterra’s regime for Trading Among Farmers. 
 
Rule 22.11 also states that FSM Participants are subject to the jurisdiction of the 
NZ Markets Disciplinary Tribunal as are all NZX Market Participants.  The one 
area of difference between the arrangements in relation to Market Participants 
generally is that because of the importance of the role of the RMA Provider, the 
Tribunal’s power to suspend or terminate an RMA Provider’s designation in 
respect of the FSM is subject to NZX’s consent. 
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Part VII Amendments to NZ Markets Disciplinary Tribunal Rules to 
Accommodate the FSM 

 
Breaches of the FSM Rules or the NZX Participant Rules relating to the FSM 
may be referred by NZX to the NZ Markets Disciplinary Tribunal.  

The NZ Markets Disciplinary Tribunal Rules do not require amendment to 
accommodate the FSM, except that they will be amended so that the NZ Markets 
Disciplinary Tribunal will not be able to suspend or terminate an RMA Provider’s 
designation in respect of the FSM without NZX’s consent.  This reflects the 
importance of the RMA’s role in the FSM.  The amendments required are 
described in this Part VII. 
 
Rule 4.2.1 and Rule 4.2.2 will be amended to include reference to an RMA 
Provider after the words “other than an Issuer” in the first sentence of each. 
 
A new Rule 4.2.6 will be included.  This will be a copy of Rule 4.2.5, except that 
the references to “a Clearing Participant” will be amended to refer to “an RMA 
Provider”, and the reference to “CHO” will be amended to refer to “NZX”. 
 
Rule 11.1.1 will be amended by adding to the beginning of paragraphs (e) and (f) 
the words “(except where that Market Participant is an RMA Provider)”.  New 
paragraphs (g) and (h) will be inserted conferring on the NZ Markets Disciplinary 
Tribunal the power to suspend or revoke an RMA Provider’s designation as an 
RMA Provider or as a Market Participant.  
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SECTION 22 
 
Rules Applying to Fonterra Shareholders’ Market 
 
22.1 General Obligations of FSM Participants 
 
22.1.1  No Market Participant has Trading Permission in respect of the FSM unless 

accredited as an FSM Participant. 
 
22.1.2  All of the provisions of these Rules apply to the FSM and an FSM 

Participant must comply with all of these Rules in respect of their activities 
on and relating to the FSM. 

 
22.1.3  If any of the provisions in this Section 22 are inconsistent with any other 

provision in these Rules, then the provisions of Section 22 will prevail. 
 
22.2 Accreditation as FSM Participant 
 
22.2.1  An application by an NZX Trading and Advising Firm for designation as an 
 FSM Market Participant shall be made in writing and shall provide all the 

information and supporting documentation required by the form provided in 
Appendix [ ] for consideration by NZX. 

 
22.2.2  NZX shall have complete discretion to reject or approve (with or without 

conditions) an application for designation as an FSM Market Participant. 
Where an applicant’s application is declined by NZX, NZX shall set out its 
reasons for declining that application and that decision shall be final and 
non-contestable. 

 
22.2.3  NZX may, in its complete discretion, designate an NZX Trading and 

Advising Firm as an FSM Market Participant if: 
 

(a)  The NZX Trading and Advising Firm is of good standing; and 
 
(b) NZX is satisfied that the NZX Trading and Advising Firm’s 

management controls, processes and/or technology are adequate to 
ensure that the NZX Trading and Advising Firm will be able to meet its 
obligations under this Section 22; 

 
(c) The NZX Trading and Advising Firm has paid the relevant application 
 fee as determined by NZX from time to time. 
 

22.3 RMA Provider 
 
22.3.1 No person other than an RMA Provider may provide RMA Services.  
 
22.3.2  An application by an FSM Participant for designation as an RMA Provider 

must be made in writing and provide all the information and supporting 
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documentation required by NZX. An application under this Rule may be 
made together with an application for accreditation as an FSM Participant 
under Rule 22.2. 

 
22.3.3  NZX may, in its complete discretion, reject or approve (with or without 

Conditions) an application for designation as an RMA Provider. If NZX 
declines an applicant’s application, NZX must set out its reasons for 
declining that application and that decision shall be final and 
noncontestable. 

 
22.3.4  NZX may, in its complete discretion, designate an FSM Participant as an 

RMA Provider if NZX is satisfied that: 
 

(a) the FSM Participant’s management controls, business processes 
and/or technology are adequate to ensure the FSM Participant will be 
able to meet its obligations under the Rules applicable to, and to 
manage the risks arising in respect of the provision of RMA Services; 

 
(b) the FSM Participant is party to an agreement with Fonterra relating to 

the provision of RMA Services. 
 
22.3.5  An RMA Provider must: 
 

(a)  ensure that its conduct promotes and helps maintain an orderly 
market; and 

 
(b)  comply with all of these Rules in relation to the provision of RMA 

Services and any directions given from time to time by NZX. 
 
22.3.6  Without limiting any other Rule, an RMA Provider: 
 

(a)  must provide NZX with a copy of any agreement with Fonterra relating 
to the provision of RMA Services and any changes thereto; 

 
(b)  must give NZX at least six months notice of the termination of any 

RMA Agreement and/or the cessation of RMA Services; and 
 
(c)  may not terminate any RMA Agreement or cease to provide RMA 

Services without giving notice under paragraph (b) except with NZX’s 
prior written consent which consent may not be unreasonably withheld. 

 
22.3.7  NZX may revoke an FSM Participant’s designation as an RMA Provider if: 
 

(a) it ceases for any reason to be a party to an agreement with Fonterra 
relating to the provision of RMA Services; or 

(b) it fails to comply with the requirements of the Rules in respect of RMA 
Services; or 

 



23 March 2012 
 
 

NZX Limited – FSM Consultation Memorandum - March 2012 26 

(c) it no longer satisfies any requirement for designation as an RMA 
Provider or fails to comply with any condition of designation as an 
RMA NZX Participant Rules Provider. 

 
22.4 Registered Volume Providers 
 
22.4.1  NZX may choose, in its absolute discretion, to approve the implementation of 

a market maker programme or programmes in relation to the FSM (each an 
“RVP Programme”), pursuant to which RVPs will be authorised to maintain 
two sided markets in FSM Shares designated by NZX. To the extent that any 
terms of such an RVP Programme may conflict with these Rules or 
Procedures, the RVP shall be granted an automatic waiver from the relevant 
Rule or Procedure. 

 
22.5 General Obligations when Trading on FSM 
 
22.5.1  Prior to entry of any Order for FSM Shares into the Trading System, an FSM 

Participant must ensure that a Legal Title Transfer Depository Participant 
performs a Shareholder Balance Enquiry to ascertain whether the person on 
whose behalf the Order is made is entitled to sell or buy the FSM Shares 
which are the subject of the Order and whether that person will comply with 
any maximum or minimum holding requirement as a result of the proposed 
transaction. 

 
22.5.2  No FSM Participant may enter an Order in respect of FSM Shares into the 

Trading System if the Shareholder Balance Enquiry obtained under Rule 
22.5.1 indicates that the person on whose behalf the Order is to be made is 
not entitled to receive the FSM Shares or will fail to comply with any 
maximum or minimum holding requirement as a result of the proposed 
transaction. 

 
22.5.3  No FSM Participant Acting as Principal may enter into any Trade in FSM 

Shares except for the purposes of accumulating or bundling client Orders or 
for the purposes of complying with Rule 22.9.3.  

 
22.5.4  The instruction details to be recorded in relation to any Order in respect of 

FSM Shares must include the CSN for the client to whom the Order relates, 
whether or not that client is a Retail Client or an Institutional Client.  

 
22.5.5  No FSM Participant, other than an RVP, may Short Sell FSM Shares. 
 
22.6  Trading – Additional Requirements for Trading on the FSM 
 
22.6.1 Trading Sessions for the FSM 
 (a)  In general, the operation of the Trading System during a Trading Day 

of the FSM Market comprises different sessions, including but not 
limited to: 
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  (i)  a Pre-Opening Session; 
 

 (ii)  an Opening Order Match; 
 

(iii)  a Normal Trading Session; 
 
(iv)  a Pre-Close Session; 
 
(v)  an FSM Close;  
 
(vi)  an Adjust Session; and 
 
(vii)  an Enquiry Session. 

 
 The different sessions and scheduled times for each session during a 

Trading Day will be as notified from time to time by NZX. 
 
22.6.2 FSM Pre-Opening Session 
 
 (a)  The Pre-Opening Session will be a period of 1 hour, or for such other 

period as determined from time to time by NZX. 
 
 (b) During a Pre-Opening Session: 
 

(i)  Dealers, DMA Dealers and DMA Authorised Persons of FSM 
Participants may enter, withdraw or amend Orders; 

 
(ii)  no Orders shall be matched by the Trading System; and 
 
(iii)  FSM Participants may enter into Off-Market Trades at a price 

negotiated between the parties until (but not after) the time that 
is 15 minutes before the end of the Pre-Opening Session. 

 
22.6.3 FSM Opening Order Match 
 
 (a)  The Opening Order Match is the instantaneous matching of Orders by 

the Trading System prior to the commencement of the Normal Trading 
Session. 

 
 (b) During the Opening Order Match: 
 

(i)  Orders shall be matched by the Trading System in priority by 
price and time of entry; and 

(ii) Where Orders in the Pre-Opening Session result in overlapping 
prices at the commencement of the Opening Order Match 
period, at the commencement of the Opening Order Match the 
Trading System will match the Orders and establish prices 
according to procedures determined from time to time by NZX. 
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22.6.4  Normal Trading Session 
 

(a) The Normal Trading Session shall be the Trading period between the 
close of the FSM Opening Order Match until the commencement of the 
Pre-Close Session. 

 
 (b) During a Normal Trading Session: 
 
 (i)  Dealers, DMA Dealers and DMA Authorised Persons of FSM 

Participants may enter, withdraw or amend Orders; and 
 
 (ii)  Orders shall be matched by the Trading System in priority by 

price and time of entry. 
 
22.6.5 Pre-Close Session 
 

(a)  The Pre-Close Session is the period of 15 minutes, or such other 
period as determined from time to time by NZX, following the close of 
the Normal Trading Session and prior to the commencement of the 
FSM Close. 

 
 (b)  During a Pre-Close Session:  
 
 (i) Dealers, DMA Dealers and DMA Authorised Persons of FSM 

Participants may enter, withdraw or amend Orders; 
 
  (ii) No Orders shall be matched by the Trading System; and 
 
  (iii) Trading Participants may not enter into Off-Market Trades. 
 
22.6.6  FSM Close 
 
 (a)  The FSM Close is the instantaneous matching of Orders by the 

Trading System prior to the commencement of the Adjust Session. 
 
 (b) During the FSM Close: 
 
 (i) Orders shall be matched by the Trading System in priority by 

price and time of entry; and 
 
 (ii)  Where Orders in the Pre-Close Session result in overlapping 

prices at the commencement of the FSM Close period, at the 
commencement of the FSM Close the Trading System will 
match the Orders and establish prices according to procedures 
determined from time to time by NZX. 

 
22.6.7 Adjust Session 
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 (a) After the FSM Close, FSM shall be placed into an Adjust Session for a 

period of 30 minutes, until the commencement of the Enquiry Session.  
 
 (b) During the Adjust Session: 
 
 (i)  the quantity of each existing Order may be adjusted on the 

condition that the adjustment does not improve a Dealer’s, DMA 
Dealer’s and/or DMA Authorised Person’s position in the market 
in respect of that Order being amended; 

 
(ii) Orders may be withdrawn from the Trading System but new 

Orders may not be entered into the Trading System; and 
 
(iii) no Orders shall be matched by the Trading System. 

 
22.6.8 Enquiry Session 
 

(a)  FSM will be placed into an Enquiry Session at the expiration of the 
Adjust Session until the commencement of the Pre-Opening Session 
on the next Trading Day, or at any other time determined by NZX from 
time to time in its complete discretion. 

 
(b)  During an Enquiry Session for the FSM, Bids and/or Offers cannot be 

entered, amended, withdrawn or matched in the Trading System.  
 
(c)  Where an FSM Participant receives an Order to buy or sell Securities 

quoted on the FSM during the Enquiry Session, that FSM Participant 
and another FSM Participant may, subject to compliance with Rule 
22.6.8(d), effect that purchase or sale at a price that is mutually 
acceptable to both parties. 

 
(d) A transaction made in accordance with Rule 22.6.8(c) must be 

reported as a sale through the Trading System not later than 15 
minutes prior to the commencement of the Normal Trading Session on 
the next Trading Day. 

 
22.6.9 Minimum Bids (Tick Size/Price Steps) 
 

(a)  Unless otherwise determined from time to time by NZX, minimum price 
changes for a Security quoted on the FSM shall be one cent ($0.01) 
except: 

 
(i) Where the price is less than twenty cents ($0.20), the minimum 

price change will be one tenth of a cent ($0.001); and 
 
(ii) For rights, options, warrants, index fund units or other 

Securities that are dependent on the price of another Security, 
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at the complete discretion of NZX, the minimum price change 
will be one tenth of a cent ($0.001). 

 
22.6.10  Volume Weighted Average Price (VWAP) 
 

(a) Subject to Rule 22.6.10(b) each FSM Participant may report Trades in 
Securities quoted on the FSM effected at VWAP using a special 
condition code as prescribed by NZX. 

 
(b) Subject to Rule 13.1.1(d)(ii) each FSM Participant must report VWAP 

NZX Participant Rules Trades once the Order is complete and the 
VWAP price is known. 

 
(c) For the purpose of this Rule 22.6.10, the VWAP of a Security quoted 

on the FSM the subject of a Trade shall be as determined by that 
Trading Participant reporting the Trade as and when required. 

 
22.6.11  Non-Disclosure of Quantity of Securities Quoted on the FSM 
 

(a) Each FSM Participant when entering/submitting an Order into the 
Trading System must specify both the price and quantity of Securities 
quoted on the FSM the subject of that Order. 

 
(b) Subject to Rule 22.6.11(c), an FSM Participant may elect not to 

disclose the total quantity of Securities quoted on the FSM the subject 
of an Order entered/submitted by that Trading Participant into the 
Trading System when the value of Securities quoted on the FSM the 
subject of that Order exceeds $100,000 (or any such amount as 
prescribed from time to time by NZX and advised to the market). 

 
(c) Notwithstanding Rule 22.6.11(b) NZX may from time to time prescribe 

a Trading Day or a period or periods of time on a Trading Day on 
which FSM Participants may not elect not to disclose the quantity of 
the Securities quoted on the FSM the subject of an Order as permitted 
by Rule 22.6.11(b). 

 
22.7 Exchange Orders 
 
22.7.1  An FSM Participant may enter an Exchange Order into the Trading System 

but only in accordance with this Rule 22.7. 
 
22.7.2  Prior to entry of any Exchange Order into the Trading System, an FSM 

Participant must ensure that a Legal Title Transfer Depository Participant 
performs a Shareholder Balance Enquiry to ascertain whether the person on 
whose behalf the Exchange Order is made is entitled to sell the FSM Shares 
required to be delivered by the client in respect of the Order and whether 
that person will comply with any maximum or minimum holding requirement 
as a result of the proposed transaction. 
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22.7.3  No FSM Participant may enter an Exchange Order into the Trading System 

if the Shareholder Balance Enquiry obtained under Rule 22.7.2 indicates 
that the person on whose behalf the Exchange Order is to be made will fail 
to comply with any maximum or minimum holding requirement as a result of 
the proposed transaction. 

 
22.8 Settlement 
 
22.8.1  The parties to a Trade (other than a Crossing) in FSM Shares are deemed 

to have contracted to settle that Trade on the third Business Day after the 
day on which the Trade was executed on or reported via the Trading 
System, or such other Business Day as determined by NZX in respect of a 
Trade or NZX Participant Rules class of Trades, except that the parties to an 
Off-Market Trade may agree to settle that Off-Market Trade on the first or 
second Business Day after the day on which the Off-Market Trade was 
reported via the Trading System. 

 
22.9 Restrictions on Holding Legal Title to FSM Shares 
 
22.9.1  None of an FSM Participant nor an FSM Participant’s Relevant Clearing 

Participant, nor an FSM Participant’s Legal Title Transfer Depository 
Participant may hold legal title to FSM Shares other than solely for the 
purpose of the settlement of a Trade on the FSM or for the purpose of 
effecting an Exchange Order or for the purpose of effecting an FSF 
Redemption. Without limiting the foregoing, none of an FSM Participant nor 
an FSM Participant’s Relevant Clearing Participant, nor an FSM 
Participant’s Legal Title Transfer Depository Participant may hold legal title 
to FSM Shares overnight. 

 
22.9.2  If at the Prescribed Time on any Trading Day for any reason an FSM 

Participant, an FSM Participant’s Relevant Clearing Participant or an FSM 
Participant’s Legal Title Transfer Depository Participant is holding legal title 
to FSM Shares, the FSM Participant must procure that those FSM Shares 
are transferred immediately to the Custodian. 

 
22.9.3 If the delivery of FSM Shares to a client of an FSM Participant has not been 

completed within the Prescribed Time, then the FSM Participant must 
procure the sale of the FSM Shares subject of the Trade or FSF 
Redemption within a further Prescribed Time and the client or their estate 
shall be liable for any deficiency and be entitled to any surplus which may 
result. 

 
22.9.4  An FSM Participant who is not also a Clearing Participant and/or Legal Title 

Transfer Depository Participant must have and maintain adequate 
arrangements to ensure compliance with this Rule 22.9. To comply with this 
Rule an FSM Participant must have an arrangement pursuant to which the 
Clearing Participant and/or Legal Title Transfer Depository Participant has 
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the obligation to transfer FSM Shares in order to ensure that the FSM 
Participant complies with Rule 22.9. 

 
22.10  FSF Unit Redemption 
 
22.10.1 An FSF Redemption may be effected by an FSM Participant instructing a 

Legal Title Transfer Depository Participant to redeem FSF Units and transfer 
legal title to FSM Shares through the Legal Title Transfer System in 
accordance with the Depository Rules and Rule 21.10.2, but subject always 
to Rule 22.10.3.  

 
22.10.2 Prior to instructing a Legal Title Transfer Depository Participant to effect an 

FSF Redemption, an FSM Participant must ensure that a Legal Title 
Transfer Depository Participant performs a Shareholder Balance Enquiry to 
ascertain whether the person on whose behalf the FSF Redemption is made 
is entitled to receive the FSM Shares required to be delivered to the client in 
respect of NZX Participant Rules the instruction and whether that person will 
comply with any maximum or minimum holding requirements as a result of 
the proposed transaction. 

 
22.10.3 No FSM Participant may instruct a Legal Title Transfer Depository 

Participant to effect an FSF Redemption if the Shareholder Balance Enquiry 
obtained under Rule 21.10.3 indicated that the person to whom the FSM 
Shares will be transferred is not entitled to receive the FSM Shares or will 
fail to comply with any maximum or minimum holding as a result of the 
proposed transaction. 

 
22.11  NZX’s Powers in Relation to the FSM 
 
22.11.1 Except as expressly provided by this Section 22, nothing in this Section 22 

shall limit any of NZX’s powers under the Rules, and NZX may exercise any 
of its powers, rights and discretions under these Rules in relation to the FSM 
and FSM Participants. 

 
22.11.2  Without limiting Rule 22.11.1 or any other Rule, NZX may:  
 

(a) take such action or not take action, as the case may be, if in its opinion 
such action or inaction is or may be necessary or desirable for the fair, 
orderly or transparent operation of the FSM or trading in FSF Units on 
the NZSX and/or secure compliance with these Rules; 

 
(b) in the course of, or for the purpose of exercising any power under 

these Rules, consult with Fonterra or consider any request, information 
or submission received from Fonterra. 

 
22.11.3 An FSM Participant’s designation and its Trading Permission in respect of 

the FSM may be suspended or terminated by the NZ Markets Disciplinary 
Tribunal in accordance with the NZ Markets Disciplinary Tribunal Rules, 
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provided that an RMA Provider’s designation as an RMA Provider or FSM 
Participant may only be suspended or terminated by the NZ Markets 
Disciplinary Tribunal with the consent of NZX. 

 
22.11.4 NZX may suspend an FSM Participant’s designation and its Trading 

Permission in respect of the FSM:  
 

(a) if in its opinion such suspension is necessary or desirable for the fair, 
orderly or transparent operation of the FSM or trading in FSF Units on 
the NZSX and/or secure compliance with these Rules; 

 
(b)  where an event has occurred that would provide grounds for NZX to 

declare the FSM Participant a Defaulter under Rule 21.5.1. (whether or 
not the FSM Participant is declared a Defaulter under that Rule); 

 
(c) if the FSM Participant does not comply with any direction given by 

NZX under these Rules in relation to the FSM; NZX Participant Rules 
 
(d) if the FSM Participant has breached any Rule relating to the FSM.  

 
22.11.5 Without limiting any other Rule NZX may terminate an FSM Participant’s 

designation if the FSM Participant is suspended under Rule 22.11.3 or Rule 
22.11.4 or any other Rule and NZX determines, in its sole discretion, that 
the FSM Participant has not or is unlikely to remedy to NZX’s satisfaction 
the matters giving rise to the suspension. 


