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‘ Introduction: Change is Progress THE Nigerian

STOCK EXCHANGE

L] i
~ “The secret of Change is to focus all of £ “The only thing that is constant :
~your energy, not on fighting the old, but ¢ is Change.” }'

on building the new.” f ' . t
_ sherates IR — Heraclitus j

- “Change will not come if we wait
for some other person or some
other time. We are the ones we've
been waiting for. We are the

Mmooy . By, S
,

Change that we seek.” ;

— Obama “You must be the Change you ¢

———~ ~ - ~="""==_ wish to see in the world.” ‘

: _Gandhi ¢

“If there is no struggle, there is j
no progress.” !
— Frederick Douglass j'
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Current Status of the Brokerage Industry THE Nigerian
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High number of very small members renders the broker business model ..which leads to several issues regarding
economically non-viable for most players... professionalization of the market
I- ---------------------------- | 1 P TTTTTT TS T TTI TSI SETSESESEESE S S ST
! # of brokers per $b market # of E \ Estimated distribution of | o Unattractive for global players’ market entr .
| cap brokers ! | broker revenue pool?! i : due to lack of potential partners !
1
! 1 1 | ettt e E e a R AR RS Sa RS eE RS E RS eE R E s R en R |
H===-== oo ot )= =- 1 1y Sm 1 1 I
::m“lwm @ - 258 @ : i 1100% = 29 | E 9 Limited investor reach due to long tail of E
1| STOCKEXCHANGE 1) X i small fringe players without adequate I
L ‘| Top 10 players | " ¢ I
1Y 1 ($1.7m per | i investor coverage I
1 . 1
| 0.53 ad A T |
' ¥ broker) 1 ¥ '
E .| 60% ! | Q) Underdeveloped broker capabilities/ E
- " ! ! iti f scal
i wasaw B 0.23 . X capacities due to lack of scale i
KCRE - A R |
1 1 1 1 1
! 1 I I o High costs of surveillance due to granular !
1 1] e e, e, ———— 1
! m{ 0.13 Q ! E :' Remaining 297 ! E i structure of the market with multiple small |
| I ! players K ! instances of fraudulent behaviour that need !
: ‘ 1 40% oy I
| NASDAQ |0.06 €@ B | ($39%kper || |  tobeprosecuted -
! 1 1 b 1 b ettt a e s s R AR R e !
I ' H roker) 1 | i
1 . 1 T ] 1 1
1\ ¥ | I e) Low economic viability due to lack of scale !
1 JSE 1
' TN\ 0.06 Q ¥ NSE broker L effects and low pricing power [
! ' rev. pool ! ! :

1 Assuming the average fee per trade
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International Benchmarks

N
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Nigeria

il Low market concentration
Fragmented local broker
market with long tail of
inactive fringe players
Merely local game

-
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Brazil

Thailand

High market concentration
Professional local brokers

Participation of global players

Limited investor reach
Low retail penetration
Low institutional flows

o@®

High investor reach

High retail penetration
High institutional flows

Low broker capabilities
* Elementary products and
services

" No deep research penetration -

Weak regulatory structure

* Evolving governance and
policy framework

* Low hurdles for local market
participation

-
New minimu
be rolled out

-0

m standards to

High broker capabilities

* Innovative products and
services

= Professional and responsible
research

Strong regulatory structure
* Robust governance and
strong enforcement

E

Low economic viability /
financial efficiency

= Structural low profitability
® High broker commissions
® Low operating margins

™

s X .
e o
N -

l,_\ P

L &
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High economic viability /
financial efficiency

= High operating margins
= Scale effects

* Low cost of trade




‘ Where we’re going

Fully demutualized, for-profit, listed with
a global and local shareholder base
Strong partnerships and co-operation
with leading global exchange operators
Operationally efficient, competitive,
with robust infrastructure and systems
Frequent product innovation including
new asset classes and data services

Intermediaries

<100 to 50 members local and foreign,
with easy access to the exchange

A competitive broker market with large
players providing value added services
(e.g. analysis, coverage, road shows ) as
the NSE’s distribution channel locally
and internationally

Cross membership agreements with
other exchanges allowing trade on NSE

09/18/2014

Issuers

= The first choice for access to growth capital
for Nigerian companies

®= The exchange of choice for African Qil, Gas
and Power sectors

= A brand name stock market where issuers
list on to enhance their international
reputation and ratings

Attractive Issuers

High
Performing
Exchange
Confident

Investors
Active

Intermediaries

Effective Regulation

The Nigerian Stock Exchange

Investors

THE Nigerian
STOCK EXCHANGE

A diversified investor base
with local and

international institutional,
HNWI and retail investors

Local PFAs approaching
cap allocation in corporate
equities and bond markets

Investments from leading
international fund
managers

Strong presence on
International indices
High-frequency trading
supported with full
breadth of trading
technology

Regulation

Streamlined and
standardized listing
regulation process
Effective trust enhancing
regulation and
enforcement




How we’ll get there: The 5 Key Levers I

STOCK EXCHANGE

* In addition to a Main levers Examples

industry, it is imperative 1) Advance consolidation and @ " WSE launched remote membership program |
5 Ga e A B R el e professionalization for foreign brokers in 2005 I
|
that will drive efficiency @ " SET removed limit of foreign ownership in |
in the Nigerian capital brokerage firms in 1998 |
market. |
@ " SGX successful demutualization :
* Such factors include: L————————————————————————————————————————

o Expanding investor ©J) Increase investor reach " SET launched a program to attract foreign

reach, both investor interest via roadshows

internationally an . . .
IEmeErelly eme " |Implementation of sub-broker model in India

dome§tlcally; in 1992
o Elevating broker

capabilities; €)) Elevate broker capabilities . * |ndia introduced enabling regulations to
o Strengthening the expand product portfolio and value-added
regulatory services
TAMEWOTK; AN
o Ensuring clear vision ) Strengthen the regulatory framework = SEBI issued arbitration guidelines for stock
and economic - exchanges in India

viability of the

. Ensure clear vision and economic
brokerage industry. <

viability of brokerage industry

Malaysia launched highly successful capital
markets master plan in 2001

®
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* Inorder to maintain the stability of the Nigerian capital market, the NSE and the Securities and
Exchange Commission (SEC) have developed a two pronged approach to strengthen intermediaries.

* The two approaches include minimum operating standards (MOS) as introduced by the NSE and
minimum capital requirements as specified by the SEC.

* Enforcement of these two standards is imperative for the success of the Exchange in meeting its
strategic objective to be the leading exchange in Africa.

Enforcement of Minimum Enforcement of Minimum

THE Nigerian

STOCK EXCHANGE Operating Standards Capital Requirements
=  To ensure long term market protection of the capital =  The SEC has approved new minimum capital
market, the NSE has set new minimum operating requirements for all categories of Capital Market
standards for all Dealing Members licensed by the Operators.
bourse, effective January 1, 2015. =  The new minimum capital requirements are as
=  The new standards will cater for all three classes of follows:
dealing members (broker dealers, brokers and = Broker/Dealer: N300 million
dealers) and address five broad areas of =  Brokers: N200 million
concentration. =  Dealers: N100 million
=  The objective is to transform market operators now =  Underwriters: N200 million
with minimum operating standards in a concise = |ssuing Houses: N200 million
manner that is both easy to comprehend and
implement.

09/18/2014 The Nigerian Stock Exchange 8



‘ Why Minimum Operating Standards? THE Nigerian
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PURPOSE OF MINIMUM OPERATING STANDARDS FIVE BROAD AREAS OF CONCENTRATION

To improve corporate governance. Manpower and equipment;
To strengthen and deepen the market. Organizational structure and governance;
To build a world class market. Effective processes;
To restore investor confidence and create Global competitiveness; and
wealth.
Technology.

Investor protection and to secure a
sustainable market.

Reduce the cost of capital formation and
increase economic growth.
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Road Map to Success THE Nigerian
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Consolidate local
brokers, attract
foreign brokers

High market concentration
Professional local brokers
Participation of global

Low market concentration
Fragmented local broker
market with long tail of

inactive fringe players Promote alternate players
Merely local game channels, sub-broker
'model and leveraging of
Limited investor reach existing distribution High investor reach
Low retail penetration networks High retail penetration
Low institutional flows

Mandate product High institutional flows

coverage capacity and
support/subsidize
industry research

Review existing
regulations and
‘empower enforcement
rights of NSE and SEC

X
O O

NSE Attract global brokers and
........................................................................................................................ gradually liberalize pricing .........cccoooooiiiiiiiiiiiiciecce
Low economic viability / High economic viability /
financial efficiency financial efficiency

E |® High broker commissions > ‘ o ® Low cost of trade

® Low operating margins = High operating margins

T
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‘ Benefits of Consolidation — Case Study THE Nigerian &
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Key initiatives . Impact
Poland July 2005, WSE launched its = WSE admitted 7 remote members, within 6 months of launch
remote membership program
for foreign brokers =
) dman
= Direct access to the WSE JPMorgan gg'"’ @glﬂerrill HNEN
system without physical .
presence in Poland and NOMNURA Morgan Stanley Ql% UBS
without the service of local
intermediaries = Today exchange has 31 foreign brokers and 29 domestic ones
Thailand || Post 1998 crisis, ceiling of 40% Attracted major global brokers to the market :
foreign ownership in a
enow . o = Merrill took 51% stake in
brokerage firm was removed Phat "
%Merrilll&nch @ rhdtra Phatra securities
—Today, Merrill contributes
~50% of revenues
SOCIETE = Societe Generale took 51%
GENERALE stake in Asia Credit
* Dutch player ABN Amro
F ABN°AMRO XS fisia pivs took a controlling stake in
SECURITIES Asia Securities Trading
e e e 11




‘ Benefits of Consolidation — Case Study

Sub broker
concept was
inherent in
Indian
brokerage
industry

Implementati
on of “SEBI
brokers and
sub-brokers
rules” in
1992,
provided the
enabling
framework

THE Nigerian &
STOCK EXCHANGE

. Sub-broker model became the main distribution
channel for tier 2 and tier 3 cities, allowing leading
brokerage houses to establish pan-India network

N

Lt g catean
Mathakon " Eargih
e v —

- L lapeinar
v....u-mxi

il * uﬁw——-',...u

Sengier ®

e Dan® ..Mhu .Tu;.a.“‘ 'o_,_.:n-

. e a:‘.::ow.—‘._":-""-dm-—j ‘""“.‘W .mbo-.o ooy

* Average number of sub-brokers e AR, st S St S m"“fﬁ. "‘;_::'“
per broker, NSE PR gors S SR EAN o DT o gl o
e gy WO R W - sl
WG o R R L
o~ :’E:‘ A ——, "".'M R e T T
”."::‘ It'-n 0—*‘...‘“ et . Ql:‘.“m . »"'-:.n

% L lv::n:t :u.-du-- D e

on—-‘mo:-uf"' P 3 .u:;’.::”f':'

’&'"F'w T uﬁo Mo

B g T A

I i MM ggony e 8 & Valies
oaea & "eg e s & AT S
SRS P S
e
PO Supuce e
i s 3 U — 586 cities across
1 L S S e .
- —1,607 business
1998 2000 2002 2004 2006 2008 2010 . locations (branches
plus franchisees)
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Critical Role of Issuing House Community

Working Group Support

The brokerage community &
the NSE have developed 5
working groups to support
each MOS theme. The issuing
house community is also
invited to develop groups to
support MOS. The NSE has
dedicated staff on call for each
area of concentration.

A
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Drive M&A Activity

Issuing houses should strive
to engage the brokerage
community to promote M&A
activity. Dealings with
brokerage clients should be in
line with standard client
engagement procedures.

In the role as an information
clearing house, issuing houses
can provide information on
processes /benefits of
consolidation, provide
introductions to potential
domestic or foreign
partnerships/investors, etc.
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‘ Conclusion: Why Change? T
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If you wish to move
mountains tomorrow...

...you must start by
lifting stones today
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Visit our website today!

“A truly user-friendly experience”

NEW & IMPROVED

WEBSITE

Featuring Intuitive navigation . Enhanced view of listed securities
. Detailed quotes and charting . Site-wide search . Mobile access
. Easy-to-find information . Social media integration .
Improved site load-time . Enhanced content




