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In brief

The Nigerian Stock Exchange Rules which impose certain requirements on listed companies regarding

any transactions with related and other interested parties were approved by the Securities and Exchange

Commission (SEC) in May 2014 and published in November 2014. Under the Rules, listed companies are

to disclose transactions with interested persons in the financial statements and also make formal
disclosure to the NSE.

The Rules were created to guard against the risk that interested persons could influence listed

companies, their subsidiaries or associates to enter into transactions that would adversely affect the
company or its shareholders.

In detail

Background

The NSE has set out rules to
govern related party
transactions (the Rules). The
Rules were approved by the
SEC in May 2014 but took
effect from 1 November 2014.
The Rules are targeted at
companies that have equity
securities listed on the NSE.
The Rules were set to guard
against the risk that interested
persons could influence an
“entity at risk” to enter into
transactions that may
negatively affect the listed
entity or its securities holders.

Parties covered in the Rules

The Rules are applicable to an
entity at risk and interested
persons. The Rules define an
‘entity at risk’ to include:

i. the Issuer of securities; or

ii. a subsidiary of the issuer
that is not listed on the
NSE; or

iii. an associated company of
the Issuer that is not listed
on the NSE provided the
Issuer, its group or
interested person(s), has
control over the associated
company.

For a regular company
‘interested person’ is defined
to include:

i. a director, chief executive
officer, or controlling
shareholder of the Issuer;
or;

ii. any person connected to
such director, chief
executive officer, or
controlling shareholder.

With respect to a Real Estate
Investment Trust, the Rules
rely on the meaning of an
interested person as contained
in SEC Rules and Regulations.
For other types of investment
funds, an interested person
means:

i. a director, chief executive
officer or controlling
shareholder of the
investment manager(s)
(or any equivalent) of the
investment fund;

ii. the investment
manager(s) (or any
equivalent), the trustee or
controlling unit holder of
the investment fund; or

iii. any associate of any of the
persons or entities in (i) or
(ii) above.
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Transactions Covered

The rules are applicable to
interested person transactions
which are defined to mean a
transaction between an entity
at risk and an interested
person.

These transactions include:

i. the provision or receipt of
financial assistance;

ii. the acquisition, disposal
or leasing of assets;

iii. the provision or receipt of
services;

iv. the issuance or
subscription of securities;

v. the granting of or being
granted options; and

vi. the establishment of joint
ventures or joint
investments.

The Rules exclude
transactions where the Issuer
does not have any equity
securities listed or where the
Issuer is a foreign company
with a secondary listing in the
NSE.

Compliance requirements

The Rules imposes certain
requirements on a listed
company to:

 make an immediate
announcement by way of
disclosure in the accounts
and formal disclosure to the
NSE of any interested
person transaction of a
value equal to, or more than,
5% of the group's latest
audited net tangible assets.

 make an announcement of
the latest transaction and all
proposed transactions to be
entered into with the
interested person where the

aggregate value of all
transactions with the same
interested person during the
same financial year amounts
to 5% or more of the group’s
net tangible assets.

 obtain approval from
securities holders for any
interested person
transaction of value or
aggregate value of at least
5% of the listed company or
its group’s tangible net
assets or issued share
capital.

 Consult with the NSE when
the listed company is
considering transactions
with interested persons.

Scheme of Transaction
Circular

The Rules require an entity to
issue a circular within twenty
eight days of obtaining
approval from the NSE. The
circular will contain:

i. Details of the interested
party and the nature of
that party's interest in the
transaction;

ii. Details of the transaction
including relevant terms
of the transaction, and the
bases on which the terms
were arrived at;

iii. the rationale for, and
benefit to, the entity at
risk;

iv. An opinion from an
independent financial
adviser on whether the
transaction is executed on
normal commercial terms
and whether the
transaction is prejudicial
to the Issuer and its
minority shareholders.

v. An opinion from the audit
committee, if it takes a

different view to the
independent financial
adviser.

vi. Any other information
known to the issuer or any
of its directors that is of
material relevance to the
transaction.

General Mandate

Under the Rules, an Issuer
may request for a general
mandate from securities
holders for transactions that
are recurrent. The Issuer
seeking general mandate must
issue a circular to the
shareholders for such
mandate.

The takeaway

These Rules are designed to
protect investors in listed
companies. However, there
are some clarifications that
need to be addressed.

The Rules do not mention how
the NSE will enforce
compliance and what will
happen in the event of a
dispute.

The Federal Inland Revenue
Service (FIRS) introduced the
Income Tax (Transfer Pricing)
Regulations in August 2012
which govern related party
transactions. While Transfer
Pricing Regulations seek to
ensure that taxpayers pay
their taxes on the appropriate
taxable basis, the NSE Rules
seek to guard against
transactions that adversely
affect shareholders. Generally,
both the Transfer Pricing
Regulations and NSE Rules
seek to ensure that
transactions are priced based
on the prevailing market
conditions and at commercial
terms. One big question
though is whether the NSE



would accept transfer pricing
analysis prepared for tax
purposes as evidence that an
affected transaction has been
conducted at normal
commercial terms.

As much as possible, the NSE
and FIRS should work
together to implement these
rules in order to minimise the
compliance burden on listed
companies.

Let’s talk

For a deeper discussion, please contact any of the persons below or your usual contact with PwC Nigeria:

Your Nigerian Transfer Pricing Services Team:

Taiwo Oyedele
+234 1 271 1700 Ext 6103
taiwo.oyedele@ng.pwc.com

Seun Adu
+234 1 271 1700 Ext 6117
seun.adu @ng.pwc.com

Pasquale Matogi
+234 1 271 1700 Ext 6170
pasquale.matogi@ng.pwc.com
© 2015 PricewaterhouseCoopers Limited. All rights reserved. In this document, PwC refers to PricewaterhouseCoopers Limited (a Nigerian limited liability company),
3

which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.

mailto:taiwo.oyedele@ng.pwc.com
mailto:jsoseph.oko@ng.pwc.com

