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Proposed Merger of SFE and ASX

Sydney Futures Exchange Limited (SFE) and Australian Stock Exchange Limited (ASX) have today 
entered into a non-legally binding Heads of Agreement that sets out the terms and conditions under 
which ASX intends to merge with SFE.

The Heads of Agreement documents the in-principle agreement of the parties concerning key 
commercial, structural and integration issues to facilitate the merger and was unanimously approved by 
both the ASX and SFE Boards.  SFE and ASX are now working towards signing an Implementation 
Agreement in mid June 1999.

Members will receive summary details of the proposed benefits, rights and basis of SFE operations post 
merger in early July following the signing of the Implementation Agreement.  Formal scheme 
documentation setting out the above will be distributed at the beginning of August.  These are central to 
the transaction and will be the documents on which SFE Members will be asked to vote in early 
September.  A summary of the timetable is included at the end of this Circular.

Strategic Rationale

Both ASX and SFE consider this merger to be strategically important for their organisations, for their 
respective customers and for Australia as a regional financial centre.  Importantly, the merger provides:

an improved platform for growth;l

an increased and more diversified customer base;l

greater opportunities for product development and innovation;l

market efficiencies from a concentration of liquidity;l

access to efficiencies from better utilisation of fixed costs;l

potential synergies for market participants.l



Purchase Price

The purchase price for SFE has been agreed to be $140 million plus surplus cash on SFE’s balance 
sheet at the time of completion of the transaction less agreed adjustments.  At 31 December 1998 the 
surplus cash was approximately $70 million after adjustments, which brings the total consideration to 
approximately $210 million. The SFE Board has accepted this price based on the valuation of the 
existing business and expectations for the future business operations and has critically reviewed other 
alternatives for structuring the business in the future.

The final purchase price remains subject to various agreed adjustments and any items of a material 
nature that are discovered during due diligence.

Members will be offered the choice to take a combination of cash and ASX shares as consideration, with 
Members in aggregate being able to elect to receive up to a maximum of $70 million consideration in 
ASX shares.  Members will not be required to take any of their consideration in ASX shares if they so 
choose.  The price at which the ASX shares will be issued will be set prior to the Members’ meetings to 
approve the scheme documentation and will be calculated using a two week volume weighted average 
price (VWAP) less a 12.5% discount.

If the VWAP set prior to the Members’ meeting is lower than a price being 75% of the 10 day VWAP 
ending on 16 April 1999, ASX will have the right to provide 100% of the consideration as cash.

Member Rights

In order for ASX and SFE to merge, it will be necessary for SFE to demutualise.  This will mean that 
Members will lose their existing ownership rights, which ASX will purchase, but to the extent applicable 
and subject to compliance with normal participation criteria, Members will retain access/trading rights 
(detailed below under the heading Operations Post Merger).  The extent to which Members retain their 
existing rights will be detailed in the scheme documentation.

Operations Post Merger

ASX has committed to maintaining a viable futures market that will include the ongoing business 
development of SFE and the investigation of strategic alliances.

It is the intention of ASX to proceed as quickly as possible to combine the two operations. This may 
include common trading and clearing systems, a single membership structure and a single clearing 
house.  However these developments are unlikely to begin in earnest until well into 2000 and may be, in 
part, dependent upon legislative reform.

Until this time, SFE Members will gain equivalent access rights to the SFE market as now when merged 
with ASX, with the exception that the leasing of Local Memberships will not be permitted.  The ASX has 
also guaranteed that for the first 12 months, trading fees will be no higher than $1.80 for Floor Members 
and $0.80 for Locals per round turn.

All other rebates and cost absorptions will be discontinued.  SFE Members will pay reasonable fees for 
services, including annual subscriptions (that will not be increased for the first 12 months).

SFE Clearing Members are currently committed to providing clearing guarantees until December 2000 
and currently receive a 12% accommodation fee on those commitments.  ASX is seeking a new 
two-year commitment that will guarantee the continuance of the 12% accommodation fee until 
December 2000, and a minimum of 6% from December 2000 until December 2001.  However, ASX will 
have the option to replace the clearing member guarantee with other equally appropriate third party 
arrangements at any time.  Clearing Members will cease to receive an annual interest rate “haircut” 
rebate post merger.

SFE Floor Members will, subject to meeting the normal access criteria, be entitled to become an ASX 
Participating Organisation or Registered Independent Options Trader (RIOT) without paying the initial 



joining fee ($250,000 and $25,000 respectively).  SFE Local Member owners will similarly be waived the 
RIOT joining fee.
 
I will continue in my role as CEO of SFE business during transition alongside a new role as ASX Deputy 
Managing Director - International Business Development.  SFE senior management team and current 
staff structure will be substantially retained post merger.  All SFE non-trading floor staff will be offered 
continuing employment within ASX.

SFE will be entitled to one futures industry representative on the ASX Board.  The ASX Board will take 
responsibility for the strategic development of SFE.  A Futures Board will replace the SFE Board at 
merger date for the day to day running of the futures market and will be chaired by the ASX Chairman.  
The SFECH Board will maintain a similar structure as present, have a significant cross membership with 
OCH and be chaired by a Clearing Member nominee.

Eligible Member Benefits 

Eligible Members are defined as those SFE Members who are entitled to benefits from the 
demutualisation of SFE and who will be entitled to vote whether to approve the demutualisation and 
merger.

1
 Eligible Members are grouped into classes, each Member within a class being entitled to 

receive the same benefits.  

The classes of Eligible Members are as follows:

Floor Membersl

Local Membersl

Associate Membersl

Temporary Local Member Permit Holders and Local Member Lesseesl

The determination of classes and allocation of consideration to Eligible Members within each class has 
been a major focus of the SFE Board over the past few months. An entitlements policy has been 
determined by the Board based on legal and commercial factors and the concept of fairness.  This 
policy is subject to approval at a meeting of each class of Eligible Member.  Full details will be set out in 
the scheme documentation.  



The Process Going Forward

ASX and SFE will now seek to finalise the contract (known as the Implementation Agreement) that will 
be based on the Heads of Agreement and will facilitate the merger.  The Implementation Agreement is 
the legally binding agreement that will facilitate the merger of SFE and ASX subject to approval at 
meetings of SFE Members and to Court approval.  It and the detailed Explanatory Memorandum to SFE 
Members, will include details of amongst other things, the entitlements policy, full details of the 
proposed ASX and SFE governance structures, the ASX commitment to the operation of the derivatives 
market, the access rights of Members, the costs and fee structure for Members, and the clearing 
guarantee arrangements under ASX ownership.  It will also include a review of the proposed scheme by 
an independent expert.

Once the Implementation Agreement has been signed, the merger of SFE with ASX will go ahead 
unless:

Floor Members do not approve the replacement of the trading floor with SYCOM® IV; or l

Each class of Eligible Members does not approve the scheme of arrangement to give effect to the l
demutualisation and merger; or

The Court does not approve the demutualisation and merger; orl

The Australian Competition and Consumer Commission (ACCC) rules against the merger or there is l
failure to gain other necessary regulatory approvals; or

Between the date of the Implementation Agreement and the SFE Members’ meetings, some other l
factor or event occurs of a material adverse nature that changes the value of SFE, or adversely 
affects the ability of ASX to conduct the SFE market.

At the beginning of August, Eligible Members will be provided with an Explanatory Memorandum 
(including the scheme of arrangement) which will set out the reasons for the sale of SFE to ASX, 
including a copy of the Implementation Agreement and a summary of its key terms.  The Explanatory 
Memorandum will include the cases for voting "yes" or "no" to the proposal, comment on other possible 
options open to Eligible Members, and explain the basis on which the purchase price and proposed 
allocation to each class was determined.

The release of the final scheme documentation will be subject to Court and Australian Securities & 
Investments Commission (ASIC) approval, and will also include the assessment of the scheme with 
regard to Eligible Members from an independent expert.

I will begin meeting with Eligible Members to inform them of the details of the scheme documentation 
from early July onwards, prior to the final publication of the Explanatory Memorandum (including the 
scheme of arrangement documentation).  This will be an opportunity for Members to ask questions and 
to understand the contents of the scheme documents negotiated by the SFE Board and agreed with the 
ASX Board.  It is on the basis of the contents of the Explanatory Memorandum and scheme 
documentation that Eligible Members will be asked to vote.

The Voting Process

Eligible Members will be asked to vote on the scheme documentation at meetings to be held in early 
September 1999.  This vote will coincide with the Floor Member vote on the changes to SFE 
Constitution that will serve as the approval process for the use of SYCOM® IV to close the floor.

In order for the scheme to be approved, the following must occur:

Approval of changes to SFE Constitution required to close the trading floor - requiring a 75% vote in l
favour by all current Floor Members.



Approval of changes to SFE Constitution requiring a 75% vote in favour by all current Floor l
Members.

Approval of the scheme - requiring a majority vote in favour by each class of Eligible Members.l

Following approval of the scheme of arrangement by SFE Members, final Court approval will be sought.  
Provided that the current timetable is adhered to, this will mean that the transaction will be completed in 
early November.

Items not for Disclosure

Until the completion of due diligence, the signing of the Implementation Agreement, and the publication 
of the report from an independent expert concerning the proposed SFE scheme of arrangement, it is 
premature for there to be any disclosure regarding the amount of consideration payable to each class of 
Member, or any adjustments to the purchase price that arise from the due diligence process.

Further details on any of the items in this Circular will not be available until after the signing of the 
Implementation Agreement.

Summary Timetable

Date Milestone

27 April Signing of Heads Of Agreement

Mid June Signing of Implementation Agreement

Early July - August Member communication

Early August Distribution of Scheme Documentation to Eligible Members 
2
 

Early September Member vote

Early November Indicative completion

1
 With reference to Circular 15/99, for the purposes of demutualisation, only those who were Members of SFE on 19 

January 1999 are classed as Eligible Members.
2

Prior to distribution, the scheme documentation must be approved by ASIC and the Court.  This is the reason for the delay 
in distributing the documentation to Members. 

Les Hosking
Chief Executive & Director

27/04/99
SYDNEY FUTURES EXCHANGE LIMITED

ACN 000 299 392
Address all correspondence to PO Box N680 Grosvenor Place Sydney NSW 2000 Australia 


