
How a Foreign Company Can Invest in Nigeria Through Foreign Portfolio
Investment (FPI): A Comprehensive Guide

Description

Foreign Portfolio Investment (FPI) is one of the most accessible ways for foreign companies
to invest in Nigeria.

As Africa’s largest economy, Nigeria is a hub of opportunities, with its vast market,
expanding industries, and abundant natural resources.

For foreign companies looking to capitalise on these opportunities, FPI provides an easy
entry into the Nigerian economy.

This comprehensive guide will cover all you need to know about investing in Nigeria
through FPI, including the step-by-step process, required documentation, costs, and
frequently asked questions (FAQs).

What is Foreign Portfolio Investment (FPI)?
Foreign Portfolio Investment refers to the purchase of financial assets such as stocks,
bonds, and other securities in a foreign country by an investor or a company from another
country.

Unlike Foreign Direct Investment (FDI), FPI does not involve the purchase of physical
assets or control over the operations of the company. It is more liquid and can be easily
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traded or sold.

In Nigeria, FPI is regulated by the Central Bank of Nigeria (CBN) and the Nigerian Stock
Exchange (NSE).

It allows foreign companies to invest in the Nigerian market, without the need for heavy
capital outlays or long-term commitments like FDI.

Why Nigeria? The Benefits of Foreign Portfolio
Investment in Nigeria
Nigeria presents several advantages for foreign companies and investors considering
portfolio investments:

1. High Return on Investment (ROI): Nigeria’s emerging economy offers
opportunities for significant returns, especially in the financial, oil & gas, and
telecommunications sectors.

2. Diversification: FPI provides a way for companies to diversify their investment
portfolios across different sectors, thereby mitigating risk.

3. Ease of Entry: Compared to FDI, FPI is simpler, more flexible, and does not require
setting up local subsidiaries.

4. Growing Financial Markets: The Nigeria Exchange Group (NGX) formerly known as
the Nigerian Stock Exchange (NSE) and other financial institutions are evolving,
providing various opportunities in equities, bonds, and mutual funds.

5. Government Support for Foreign Investors: The Nigerian government, through
the Central Bank of Nigeria (CBN) and Securities and Exchange Commission (SEC),
has developed policies to attract foreign investments.

How to Invest in Nigeria Through Foreign Portfolio
Investment: A Step-by-Step Guide

1. Understand the Regulatory Environment

Before diving into FPI in Nigeria, it is essential to understand the regulatory framework
that governs foreign investments.
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Key regulatory bodies include:

The Central Bank of Nigeria (CBN)
The Securities and Exchange Commission (SEC)
The Nigerian Exchange Group (NGX) formerly called the Nigerian Stock
Exchange (NSE)

Foreign investors must comply with all local regulations, including tax and anti-money
laundering rules.

2. Open a Nigerian Bank Account

Foreign companies or investors must open a foreign currency (domiciliary) and local
currency account with a CBN-authorised bank. This is important for repatriating dividends
and capital.

3. Obtain a Certificate of Capital Importation (CCI)

The CCI is issued by Nigerian banks to foreign investors as proof of the inflow of foreign
currency for investments. This certificate is crucial for repatriating dividends and capital at
a later stage.

4. Choose an Investment Instrument

There are various financial instruments available for FPI in Nigeria, including:

Equities: Publicly traded stocks on the Nigerian Stock Exchange (NSE).
Bonds: Government and corporate bonds.
Mutual Funds: Investment in professionally managed funds that pool money from
multiple investors.

The choice of instrument depends on the risk appetite, investment horizon, and objectives
of the investor.

5. Work with a Licensed Broker

All foreign portfolio investments must go through licensed brokers registered with the NSE
and SEC. Brokers help foreign investors navigate the local market, execute trades, and
provide valuable insights.
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6. Register with the Securities and Exchange Commission (SEC)

Foreign investors are required to register with the SEC and submit relevant documentation
through their Nigerian stockbroker. This ensures compliance with Nigerian laws.

7. Repatriation of Dividends and Capital

One of the key benefits of FPI in Nigeria is the ability to repatriate profits and capital.
Investors are allowed to transfer their earnings abroad, provided they hold a valid CCI.

Documentation Required for Foreign Portfolio
Investment in Nigeria
To invest in Nigeria, foreign companies must provide the following documentation:

1. Certificate of Capital Importation (CCI): Issued by a Nigerian bank.
2. Proof of Identification: Passport or corporate registration documents for

companies.
3. Tax Identification Number (TIN): Issued by the Federal Inland Revenue Service

(FIRS) for tax purposes.
4. Investment Agreement/Contract: Between the investor and local entities.
5. SEC Registration Documents: For registration with the Nigerian SEC.
6. Bank Statements/Proof of Funds: To demonstrate the source of investment

capital.

Costs Involved in Foreign Portfolio Investment in
Nigeria

1. Transaction Fees:
Brokerage fees: These vary depending on the licensed broker.
NSE transaction fees: Typically around 0.3% to 0.5% of the transaction value.

2. Regulatory Fees:
SEC registration fee: This is usually a fixed fee but can vary based on the nature
of the investment.
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3. Taxation:
Capital gains tax: 10% of gains on the sale of assets.
Dividend withholding tax: 10% for foreign investors.

A detailed chart of fees and taxes:

Investment Expenses in Nigeria

Transaction Fees

Expense Percentage/Amount Details
Brokerage Fees 0.5% – 2% of transaction Varies by broker
NSE Transaction Fees 0.3% – 0.5% Charged on the buy/sell of equities

Taxation

Expense Percentage/Amount Details
Capital Gains Tax 10% Charged on profits from asset sales
Dividend Withholding Tax 10% Charged on dividend earnings

Regulatory Fees

Expense Percentage/Amount Details
SEC Registration Fees Variable Required for foreign investors
Total Estimated Costs:

Transaction fees: 0.8% – 2.5% of transaction value (brokerage + NSE fees)
Taxation: 10% of profits (capital gains) + 10% of dividend earnings
Regulatory fees: variable (SEC registration fees)

Note:

Fees may vary depending on the broker, transaction type, and investor status.
Taxation rates are subject to change based on government regulations.
SEC registration fees are required for foreign investors only.
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Risks and Challenges of Foreign Portfolio Investment
in Nigeria

1. Currency Fluctuations: Naira devaluation can negatively impact foreign investors’
returns.

2. Political Instability: Though Nigeria has a democratic system, political instability,
corruption, and policy inconsistency can pose challenges.

3. Market Volatility: Like other emerging markets, Nigeria’s stock market can
experience significant volatility.

4. Liquidity Issues: Some financial assets may have limited liquidity, making it hard
for foreign investors to exit their positions easily.

Frequently Asked Questions (FAQs) About Foreign
Portfolio Investment in Nigeria

1. What is the difference between Foreign Portfolio Investment (FPI)
and Foreign Direct Investment (FDI)?

Answer: FPI involves purchasing financial assets like stocks and bonds, without taking
control of the company. FDI involves acquiring physical assets or ownership stakes in
companies and exerting management control.

2. Do I need local partners to invest through FPI in Nigeria?

Answer: No, FPI does not require local partners since the investment is made in financial
assets, not physical or operational control.

3. How do I repatriate my earnings from Nigeria?

Answer: Foreign investors can repatriate profits and capital, provided they hold a valid
Certificate of Capital Importation (CCI).

4. Is FPI subject to double taxation in Nigeria?
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Answer: Nigeria has double taxation agreements (DTAs) with several countries, which can
help mitigate the risk of double taxation on profits and dividends.

5. Can I invest in Nigerian startups through FPI?

Answer: FPI is typically for publicly traded companies or government bonds. For investing
in startups, foreign companies would usually consider venture capital or Foreign Direct
Investment (FDI).

Common Misconceptions About Foreign Portfolio
Investment in Nigeria

Misconception 1: FPI is Risk-Free

Truth: Like any investment, FPI carries risks such as market volatility, currency
fluctuations, and political instability. However, with proper risk management and
diversification, these risks can be mitigated.

Misconception 2: FPI Requires Physical Presence in Nigeria

Truth: FPI does not require foreign investors to be physically present in Nigeria. All
transactions can be handled remotely through licensed brokers and financial institutions.

Misconception 3: Foreign Investors Cannot Repatriate Their Funds

Truth: One of the key benefits of FPI is that foreign investors can repatriate their
dividends and capital, provided they hold a valid Certificate of Capital Importation (CCI).

Conclusion
Foreign Portfolio Investment (FPI) is an efficient and flexible way for foreign companies to
invest in Nigeria’s growing economy.

By leveraging Nigeria’s stock market, government bonds, and mutual funds, foreign
investors can gain exposure to various sectors of the economy without the need for heavy
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capital outlays or long-term commitments.

While there are risks associated with investing in any emerging market, Nigeria offers
several opportunities for high returns.

With the right strategies and understanding of the regulatory environment, FPI can be a
profitable venture for foreign companies.

If you are considering investing in Nigeria, ensure that you work with licensed brokers and
comply with all legal and regulatory requirements for a smooth and successful investment
process.
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