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The Nigerian Fintech Industry has been booming with
focus on payment services, wealth management and
investment technology companies (InvestTech[1]). An area
of the industry that has gained attention recently is
InvestTech with the emergence of platforms offering
securities of foreign companies to investors in Nigeria
using technology.

Although the public has been enthusiastic about taking
advantage of this opportunity to widen their investments
by buying foreign stocks, the Securities and Exchange
Commission ("SEC") and the Central Bank of Nigeria
("CBN") - have been more conservative in their acceptance.

Nevertheless, this appeared resolved in March 2021, when
Chaka announced that it had obtained a licence from
SEC[3], created to enable it to provide its services - the
Digital Sub-Broker Licence[4].

However, on 8 April 2021, SEC issued a statement warning
providers of online investment and trading platforms, with
access to securities of foreign companies registered in
other jurisdictions, to desist from offering their services to
the investment public in Nigeria, even where they are
partnered with capital market operators registered with
the SEC[5]. According to SEC, “only foreign securities
listed on any exchange registered in Nigeria may be
issued, sold or offered for sale or subscription to the
Nigerian public”[6]. Moreover, although SEC had stated
that a licence would be issued to cater to these category
of service providers, none had been issued as at the time
of this article. 

[1]Fintech companies that provide software tools and solutions to facilitate investing. They also include companies
that provide financial data and related analytics.
[2] The Securities and Exchange Commission, 'The Investments and Securities Tribunal Restrains Unregistered
FinTech Company from Stock Trading' (SEC Website, 19 December 2020) < https://sec.gov.ng/the-investments-and-
securities-tribunal-ist-restrains-unregistered-fintech-company-from-stock-trading/>
[3] 'Chaka Receives SEC's First FinTech Licence' (Chaka's website) < https://chaka.com/license> accessed 27 August
2021
[4] 'Nigeria's SEC Introduces Digital Sub-Broker Regulations' (AELEX Article Series, April 2021) <
https://www.aelex.com/nigerias-sec-introduces-digital-sub-broker-regulations/> accessed 27 August 2021
[5] The Securities and Exchange Commission, 'Proliferation of Unregistered Online Investment and Trading Platforms
Facilitating Access to Trading in Securities Listed in Foreign Markets' (SEC Website, 08 April 2021) <
https://sec.gov.ng/proliferation-of-unregistered-online-investment-and-trading-platforms-facilitating-access-to-
trading-in-securities-listed-in-foreign-markets/> accessed 27 August 2021
[6] Reactions as Nigeria’s SEC Announces Regulation Preventing Fintech Companies from Selling Stocks < Nigeria's
SEC Bars Risevest, Bamboo, Others from Providing Foreign Investments (technext.ng) > accessed 28th December 2022

INTRODUCTION

THE SECURITIES AND EXCHANGE
COMMISSION
On 19 December 2020, SEC released a statement on the
decisions of the Investments and Securities Tribunal
("IST") restraining Chaka Technology Ltd from advertising
or offering securities of companies or other entities[2].

The facts of the matter showed that SEC had applied to
the IST for the interim order on the grounds that Chaka's
activities - 'providing a platform for the purchase of
shares in foreign companies such as Google, Amazon and
Alibaba' - was done without the approval and knowledge
of the SEC. 

https://sec.gov.ng/the-investments-and-securities-tribunal-ist-restrains-unregistered-fintech-company-from-stock-trading/
https://chaka.com/license
https://www.mondaq.com/redirection.asp?article_id=1108862&company_id=27540&redirectaddress=https://www.aelex.com/nigerias-sec-introduces-digital-sub-broker-regulations/
https://sec.gov.ng/proliferation-of-unregistered-online-investment-and-trading-platforms-facilitating-access-to-trading-in-securities-listed-in-foreign-markets/
https://technext.ng/2021/04/09/nigerias-sec-bars-investment-tech-platforms-from-selling-foreign-stocks/
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This statement by SEC seemed to confuse investors and
InvestTechs who had thought the issue of selling foreign
securities was resolved with the issuance of the Digital
Sub-Broker Licence to Chaka.

Consequently, before exploring CBN’s position on this, we
will examine the provisions of the Investment and
Securities Act 2007 (ISA) as well as the existing legal
regime to understand the parameters under which fintechs
may offer foreign securities to the Nigerian investing
public.

[7] Rule 414, SEC Rules
[8] Rule 415, SEC Rules 

The SEC Rules provide that a company incorporated in a
foreign country may issue, sell or offer for sale or
subscription its securities to the public through the
Nigerian Capital Market and the securities may be
denominated in Naira or in any convertible foreign
currency[7]. Such securities must be registered with
SEC[8], except where SEC grants an exemption to the
registration requirement as provided in Rule 416 of the
SEC Rules. Under this Rule, SEC has the power to grant
exemptions from compliance with the registration
requirements, if it is in the public interest to do so and
where a reciprocal agreement exists between Nigeria and
the issuer's country, or the issuer's country is a member
of the International Organization of Securities
Commission.

A joint reading of these provisions means that the
securities of a foreign company may be offered to the
Nigerian public, provided the foreign securities are
registered with SEC. We also note that SEC's statement
issued on 8 April 2021 states that only foreign securities
listed on an exchange registered in Nigeria may be offered
to the Nigerian public.

OFFERING OF FOREIGN SECURITIES -
REGULATORY FRAMEWORK
The sale or offering of foreign securities to the Nigerian
public is regulated by the ISA and the Rules and
Regulations of the SEC ("SEC Rules"). Section 67 of the ISA
provides that invitations to the public to acquire or
dispose of any securities of a company must be on
securities of public companies, whether quoted or
unquoted, while section 313 of the ISA empowers SEC to
issue rules and regulations on the procedure and criteria
for regulating cross border offerings, listing and trading of
securities by foreign issuers (i.e. foreign securities).
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This means that Nigerian capital market operators,
including Digital Sub-Brokers such as Chaka, may aid
investors in buying, selling or dealing in securities of
foreign companies provided those securities are registered
with the SEC and listed on an exchange in Nigeria. In
other words, in the current regulatory landscape,
InvestTechs wishing to set up a platform to facilitate the
sale of foreign securities to Nigerians must obtain the
appropriate licence from SEC and also be aware of the
restrictions on the foreign securities it may offer on its
platforms unless an exemption applies.

Of course, this poses a challenge to the kind of disruption
fintechs are looking to garner with their innovation, in
terms of the limited number of foreign securities that are
currently registered with the SEC or are likely to be
registered with the SEC in the near future.

While industry stakeholders continue to engage with SEC
on how best to resolve these issues to ensure innovation
in the Nigerian capital markets flourishes while
adequately protecting the Nigerian investing public, the
industry was shaken by the actions of another regulator in
the financial sector - the Central Bank of Nigeria.

[9] Daniel Adeyemi, 'Nigeria's Central Bank Freezes Bank Accounts of FinTech Platforms
Risevest, Bamboo, Trove and Chaka' (Tech Cabal, 17 August 2021) <
https://techcabal.com/2021/08/17/cbn-freezes-accounts-fintech-risevest-bamboo-trove-
and-chaka/> accessed 27 August 2021

On 17th August 2021, news broke that the CBN had
obtained an exparte order from the Federal High Court of
Nigeria, freezing the bank accounts of certain fintechs-
including, Rise Vest Technologies Ltd, Bamboo Systems
Technology Ltd, Trove Technologies Ltd and Chaka
Technologies Ltd - for six months[9] ("the FinTech
Order"). It was reported that in its exparte application to
court, CBN alleged that the companies were dealing in
cryptocurrencies and were complicit in operating without
licences as asset management companies “and utilizing FX
sourced from the Nigerian FX market for purchasing foreign
bonds/shares in contravention of the CBN circular
referenced TED/FEM/FPC/GEN/01/012, dated July 01, 2015.”

The CBN further alleged that the actions of the fintechs
were weakening the Nigerian Naira against the US
Dollars. 

However, some of the fintechs such as Risevest filed an
application praying for the setting aside of the interim
order on the premise that they work with payment
processors which have a global reach and uses credit
lines in the US to make investments, and also do not
trade in cryptocurrency. 

THE CENTRAL BANK OF NIGERIA

https://techcabal.com/2021/08/17/cbn-freezes-accounts-fintech-risevest-bamboo-trove-and-chaka/
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In granting the application and discharging the interim
order, the Federal High Court noted that the CBN failed to
provide any law showing that it is illegal to deal in
cryptocurrency in Nigeria, adding that the CBN circular,
referenced as BSD/DIR/PUB/LAB/014/001 of February 5,
2021, is not a law. 
 
While the industry and InvestTech continue to grapple
with CBN's actions on their operations going forward, we
analyse what may have informed the CBN's actions,
including the Nigerian foreign exchange control regime.

[10] See Page 85 of the FX Manual and CBN's List of Items Not Valid for Foreign Exchange from the Nigerian Foreign ExchangeMarkets
https://www.google.com/url?
sa=t&source=web&rct=j&url=https://www.cbn.gov.ng/out/2015/ted/ted.fem.fpc.gen.01.011.pdf&ved=2ahUKEwi99uT9r7LxAhUxDGMBHS_DnoQFjADegQIFhAC&us
g=AOvVaw0UmbWSOkH-LRAOMO8P9N7n&cshid=1624610243971

Act also empowers the CBN to appoint 'Authorised
Dealers' (typically commercial banks) to act as
intermediaries or market makers within the Official FX
Market.

In pursuance of its powers, the CBN typically issues
manuals, guidelines, and circulars to regulate FX
transactions in the Official FX Market. The Revised
Foreign Exchange Manual issued in March 2018 ("the FX
Manual") is the primary guide published by the CBN to
regulate FX transactions in the Official FX Market. 

Under the FX Manual, the purchase of FX from the
Official FX Market is limited to "eligible"
items/transactions. The FX Manual specifies the
items/transactions that are eligible for FX and their
documentation requirements. An Authorised Dealer is
required to obtain the prior approval of the CBN in
respect of any item/transaction that is either unclear or
not addressed in the FX Manual and which is not
explicitly designated as ineligible for FX by the CBN.

Important to note is that investments in foreign
securities are ineligible for funds from the Official FX
Market[10]; however, this does not preclude investors
from financing the purchase of foreign securities from
private sources (such as offshore accounts).

THE NIGERIAN FOREIGN EXCHANGE
CONTROL REGIME
Under Nigerian law, the CBN has wide powers on matters
concerning Nigeria's fiscal and monetary policies,
including foreign exchange control. The primary
legislation that empowers the CBN to regulate exchange
control is the Foreign Exchange (Monitoring &
Miscellaneous Provisions) Act of 1995 ("the FX Act").

The FX Act established and designated the 'Autonomous
Foreign Exchange Market' (the "Official FX Market") as the
market for conducting foreign exchange ("FX")
transactions in Nigeria and empowers the CBN to regulate
transactions in the Official FX Market. The FX 

https://www.google.com/url?sa=t&source=web&rct=j&url=https://www.cbn.gov.ng/out/2015/ted/ted.fem.fpc.gen.01.011.pdf&ved=2ahUKEwi99uT9r7LxAhUxDGMBHS_DnoQFjADegQIFhAC&usg=AOvVaw0UmbWSOkH-LRAOMO8P9N7n&cshid=1624610243971
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In view of the continued devaluation of the Naira and
scarcity of FX in the market, the CBN has been forceful in
its enforcement of the exchange control regime and has
released several circulars in the past year on the subject.
InvestTechs must remain mindful of the Nigerian foreign
exchange control in their offers to users re dealing in
foreign securities.

[11] Section 97(1), BOFIA 2020
[12] Section 97(3), BOFIA 2020
[13] Section 29(1), the FX Act
[14] Section 29(2)(b), the FX Act

Once the account has been frozen, the Governor is to
refer to the matter to the Nigeria Police Force, National
Drug Law Enforcement Agency, Economic and Financial
Crimes Commission or any other appropriate enforcement
authority or regulatory authority, or where the matter
relates to contravention of any enactments administered
by the CBN, then the CBN may be the investigating
authority[12].

Converting any foreign currency to a use not intended
under the FX Act or negotiating any foreign exchange or
other trading instrument other than as permitted under
the FX Act are offences under the FX Act[13] - a criminal
offence which attracts in the case of a body corporate, a
fine of ten times the amount of the foreign currency
involved[14], plus the foreign currency involved shall be
forfeited to the Federal Government of Nigeria ("FGN")
and all the assets, movable or immovable, of a person
convicted of an offence under the FX Act shall also be
forfeited to the FGN. In addition, for offences committed
by a body corporate, every director, manager, secretary or
other similar officer of the body corporate, will also be
guilty of that offence and liable as stipulated by the FX
Act, unless proven that the offence was committed
without their consent or connivance, and they had
exercised all diligence required of their functions in the
body corporate.

FREEZING THE BANK ACCOUNTS OF
INVESTTECHS - A FUMBLE?
The power of regulators to freeze the bank accounts of
users subject to their regulatory oversight or under
investigation, is subject to the provision of the
empowering statutes and directives of a competent court
of law.

The Banks and Other Financial Institutions Act 2020
("BOFIA 2020") provides that the Governor of the CBN,
where he reasonably believes that an account has been
used for transactions involving the commission of a
criminal offence under the law, may make an exparte
application to the Federal High Court for an order to
freeze such accounts issued to the relevant bank or
financial institution[11]. 
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With the above provisions, the Governor of the CBN does
have the power to apply to the Federal High Court for an
exparte order to freeze bank accounts believed to have
been involved in foreign exchange transactions not
permitted by the FX Act as this is a criminal offence.

However, this is not the first time the CBN has been
criticized for using exparte orders to freeze bank accounts
indiscriminately. In October 2020, the CBN applied to
freeze 20 bank accounts linked to individuals and a
company alleged to have sponsored the #EndSARS protests
in Nigeria[15], for the investigation of claims of suspected
terrorism financing. Interestingly, the same Honourable
Justice who granted the ex parte order in the #EndSARS
matter, also heard and granted the FinTech Order.

[15] Alfred Olubunmi: "#EndSARS: Lawyers, activists condemn Nigerian govt. for freezing accounts of protesters" < https://www.premiumtimesng.com/news/headlines/424971-endsars-lawyers-activists-
condemnnigerian-govt-for-freezing-accounts-of-protesters.html>; Fikayo Olowolagba: "End SARS: Nigerians threaten protest as court grants CBN request to freeze Rinu, others' accounts"
https://dailypost.ng/2020/11/07/end-sars-nigerians-threaten-protest-as-court-grants-cbn-request-to-freeze-rinu-others-accounts/

Operating in a developing economy with innovative
products and services aimed at disrupting the market
certainly comes with its own hurdles. By the nature of a
developing economy, regulators in financial sectors are
hyper focused on protecting the public and financial
stability. It is a difficult task balancing this responsibility
with ensuring and fostering innovation in the market.

Fintechs have to also be responsible in ensuring they
remain compliant with the applicable regulatory
framework while engaging with the regulatory authorities
for better and more effective regulations.

Furthermore, while the SEC is the primary regulator for
investment tech platforms offering foreign securities to
Nigeria, the role of the CBN in overseeing some aspects
of the well-structured operation vis-à-vis foreign
exchange considerations cannot be overstated. It is
therefore necessary that fintechs ensure they have strong
compliance processes in place so they can be safeguarded
against some of these issues that are bound to arise in
this emerging market.

CONCLUSION

https://www.premiumtimesng.com/news/headlines/424971-endsars-lawyers-activists-condemnnigerian-govt-for-freezing-accounts-of-protesters.html
https://dailypost.ng/2020/11/07/end-sars-nigerians-threaten-protest-as-court-grants-cbn-request-to-freeze-rinu-others-accounts/
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