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Executive Summary

The Regionalization of the Stock Markets in Southern Africa symposium was hosted by the U.S. Agency for
International Development (USAID) Africa Bureau on Apri]l 25-26, 1996 at the Karos Indaba Hotel in
Johannesburg. Public and privale sector senior officials from the stock exchanges, finance ministries, securities
commissions, and representatives frora the investor community in eight Southern African countries attended. The
symposium provided an opportunity to discuss and exchange views on critical elements in the development of
regional markets, including regulations, reporting/disclosure standards and sysiems, as well as explore the inter-
relationships between stock market development and privatization program design.

Symposium participants focused on developing an agenda for harmonizing stock market regulations throughout
the Southern Africa region. The Symposium sought to build upon and complement the work started last year by
the African Stock Exchanges Association (ASEA), which has been sponsoring discussions, studies and debates
on harmonization.

Symposium participants had an opportunity to review and discuss major findings of a recentiy-concluded study
performex by Price Waterhouse LLP, and sponsored by USAID, on the regionalization of stock markets in the
Scuthern Africa repion. The study compared rules and regulations pertaining to, among other things, listing and
information disclosure requirements, hrokering and trading, clearing and settlement, and tax and foreign excbange
regimes in eight Southern African countries.’ The study also examined options for increasing the supply of
securities it cach of these markets through a broad range of ownership diversification schemes.

Proceedings

The symposium comsisted of technical presentations, working group meetings, and presentations by the
participants, culminating in the development of conclusions and recommendations for future action. The
conference was opene on the first day by Mr. Chris de Beer of the Financial Services Board of South Africa, My.
Roy Andersen of the Johannesburg Stock Exchange, and Mr. Michael Unger of USAID.,

Mr. Jeffrey Schwartz, the Price Walerhouse partner in charge of the stock market regionalization project, began
the Symposium with a brief summary of the stock market report. His presentation highlighted findings from the
field research and provided an agenda for discussion during the symposium in the areas of listing requirements,
brokering and trading, clearing and settlement, and taxation and foreign exchange policies.

Following Mr, Schwariz's opening presentation was a panel discussion on international tnvestments in Southern
African Markets. Two penelists, Mr. Kirk Jackson of New Affica Advisor, and Ms. Rodney Yaldwyn of Simpson
McKie James Capel, commented on the key requirements for intemational investors to invest in the region, among
which are reliable economic, sectoral, and enterprise data; market liquidity; extent of government restrictions on
foreipgn investors, and timely exacution of trading and settlement.

Mr. Roy Andersen and Mr. Darrell Till of the Johannesburg Stock Exchange (JSE) shared their views with the
participants on the recent restructuring of the JSE, its impact on market liquidity, improvements in inveslor
protection, and the operations of the Johannesburg Equity Trading System (JETS). Their presentation included

'Botswena, Namibia, Tanzania, Malawi, Swaziland, South Africa, Zambia, Zimbabwe

Stock Market Reglonalization in Southern Africa i Price Waterhouse LLP



a demanstration of the JETS trading system, a part of JSE's goals to be internaticnally competitive by 1997. Their
presentation was followed by the first of two working group sessions, the results of which are summarized below.

Day 2 began with a presentation by Ms. Rosalind Marshall, a representative from the Federation of Euro-Asian
Stockmarkets {FEAS), based in Istanbul. FEAS was established to encourage regional dialogue in the areas of
capital markets development, and internationalization and harmonization of standards amang stock exchanges
in several European, Middle Eastern and Central Asian countries.

Dr. Auguste Rimpel, partner in charge of the Price Waterhouse capital markets group in Washington D.C.,
discussed strategies for developing depository and custodial institutions. Dr. Rimpel highlighted the importance
of effective clearing and settlement systems, reviewed systems in the Southern Africa region, and discussed
various strategies for reducing risk and cost through modemization and the development of an appropriate
infrastructure.

The fina! presentation of the day was given by Jeff Schwartz. He described the concepts surrounding the linkage
between stock market development and privatization, in particular the methads available to broaden ownership
in the privale sector.

Working groups met again in the afternoon Lo identify next steps for producing greater harmonization in the
region and presented conclusions and recommendations, Dr. Arie Beenhakker closed the symposium with
summary remarks about the findings, and working group conclusions. His concluding remarks highlighted critical
success factors in a hermaonization effort.

Conclusions

Participants convened in four working groups which were charged with the task of identifying and prioritizing
actions required to harmonize standards in one of four areas:

Listing requirements and accounting/anditing and reporting niles

Brokering rules and cost effective exchange operations

Clearing and settlement, central depository, and custodial services

Broad policy issues affecting harmonization efforts in the region, including taxation and foreign
exchange controls

The objectives of the working group discussion sessions were to;

. analyze and discuss the extent to which countries in the region have moved and can continue to move
towards some form of harmonization;

. identify the extent to which current standards in the areas identified above are acceptable to all countries
in the region;

. identify specific standards, rules, and requirements which are currently unacceptable to all or even a
majority of countries in the region;

J identify next steps that organizations in the region can or will take to help produce greater harmonization.
Key conclusions from the group work undertaken at the symposium included:
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Establish task forces in the SADC region. These task forces could be based on the working groups
created for this symposium, The task forces would support, sponsor, and coordinate on-going dialogue
between exchanges, as well as indicate research priorities in each of the four issue areas highlighted
above, These task forces could become vehicles for helping the exchanges in the SADC region lizise and
support ASEA working committees, The task forces conld also help monitor movement towards accepted
standards.

Hamnonize listing requirements, as well as application forms, so that information requirements are
compatible across countries.

ards for Articles of Incorporation.
Encourage maximum disclosure to protect investor.

Develop Best Practices Guidclines on the following areas:
a Transparency
b Best Execution - Price/Time
£ Efficient Price Discovery
d Trading Capacity
€ Audit Trails
f. Insider Trading
3 Terminology

eVe ance exam_sta 3 3] kers. There should also be minimum age
reqmrements (w:thamm:mum reconunended age of 21 years).

equirements for exchange membership which recognize international norms

s in areas of educational attainment, age, technical

and busmess etlu training, and code of conduct

Education, 1t is critical to develop basic education programs for:
- Members/Dealers
- Surveillance
- Stock exchange staff
- Investor protection and promoting wider share ownership through privatization
- Regulators
- Foreign Investors (1.¢. education with respect to specific market)
- Issues related to Listed Companies/ to be listed (ie: new & existing)

BPevelop surveillance standards, including standards for record keeping and for enforcement and
disciplinary procedures to enforce compliance.

Educate povernment officigls regarding the role of and need for a stock exchange in terms of economic
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development, privatization program effectiveness and ownership diversification goals.

ards for clearing and settlement. Among the key

arcas in whjch ha.rmommtlon should be sought
-Trade compariscnon T + 1
-Creation of Central Depository
-Adoption of Delivery versus Payment (DVP)
-Trades comparison system for indireet market participants
-Trade netting system
-Move to T + 3 rolling settlement

Piivatization programs that encourage and broaden ownership as a mechanism for stimulating interest
and growth on the stock exchanges are imperative.

Encourgge harmonization through policies that either award or withhold tax incentives unless companies
comply with certain standards.
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Johannesburg Symposium Attendees
May 9, 1996

Name Paosition Organization Country Telephone Fax
D Wajinda Bank of Bolswana Bolswana T (2a7) T (67 a0008 |

Kumbulani Munamati Manager, Comp Finance Bolswana Development Corp Bolswana I (267) 351-611 . (267) 313075

Andrew Ashiton Analyst Manager Botswana Stock Exchange Botswana t (267) 357-300 T (267) 357-901

Colza Molebatsi Kopi Bolswana Stock Exchange Botswana t: (267) 371-598 t {267) 371-594

Alan Norrie Deputy Chaiman Stackbrokers Botswana Ltd. Botswana t (267)357-900 f (267) 357-201

Talbot Penner U.S, Agency for Intemational Development Bolswana

Kermit Moh U.S. Agency for Intemational Developmeant Botswana

Felix MIUsU General Manager National Insurance Company Malawi U (265) 622-699 T (265) 622-364

[Niel Nyirongo Dir, £in Mkt Operations Reserve Bank of Malawi Matawi t {265) 780-600 782-801 . (265) 782-752 784-289
Rob Stangroom Stockbrokers Malawi Lid. Malawi 1. (265) 624353 821817 622803 F (265) 622-892 624-353
Lazarus S. Ipangelwa Bank of Namibia Namibia 1. (26461) 224067 _
|Frans van Rensburg Ministry of Finance Namibia t: (26461) 224067 f. {28461}

J M D Thompson . Equator Bank South Afica £ (2711] 442-6600

Mr. Chris de Beer De Executive Officer Financial Services Board South Alrica 1. (2712) 428-8108, 424-8080 (2712} 347-0221
|Darrel| Till _Research & Development Johannesburg Stock Exchange _South Africa t (2711) 377-2265 2711) 8343937

Roy Andersen —CEO Johannesburg Stock Exchange Soulh Africa___t (2711) a77-2250 2711) 835-7106, 106-0314
E. Kirk Jackson St Mar Investments New Africa Advisors South Afica  t: (2711) B36-2027 771] 636-0029

J W Hodgson Managing Member SIT South Africa t {2711) 455-2B66, 455-2948 T (2711) 455-2866
Rodney \g’aldwn Director Simpson McKie James Capel South Africa t (2711} 3774374 f. (2711) 832-1265

Steve Weddie Southemn African Enterprise Fund South Africa L (2711) 442-6708 F (2711) 442-0824

A Nicholson Standard Corporaie and Merchant Bank South Amca t: {2711) 636-1860 i. (2711) 636-1929

A Kwakye Agyekum Standard Corporate and Merchant Bank South Africa t (2711) 636-1953 [ 1‘271 1) ) 636-1929

Brune Comelio Private Sactor Director U.S. Agency for Intemational Development South Africa t (2712) 323-8869 f. 2712] 323-6443 _
Nicky Newton-King Aftorney Webber Wentzel Boawens South Africa {2711 832-2636 2711) 834-3323, 834-6701
Mr. Frans Reyneke Legal Advisar Central Bank of Swaziland Swaziland t (268) 43221/213/415 - (268) 40063, 45417

Mr. M. B. Samketi Central Bank of Swaziland Swaziland L {268 3_3_2721!215'415 {268) 40013, 45417
Tony de Castro Managing Director Investec Merchant Bank Swaziland {2711) B80-9510 2711) BAO-9548

T. Joyce Dlamini Minisiry of Finance Swaziland £{268) 48147, 46493 - (268) 43187

Andy McGuire §Wazjland Slockbrukers Lid. Swaziland L (268) 46163 f. {268) 44132

Dr. L J Mpogolo Capital Markets and Supervisory Authority Tanzania {255 51) 44750, 44638 255 51) 48797

Rosalind Marshall Ass't lo the Secretary General FEAS Turkey t {90212} 298-2160 f: (80212) 298-2209
Andrew Spreadbury J E Austin USA L. (703) B41-0B41 f. {703) 841-0847

Jelf Schwartz Price Waterhouse LLP USA L (703) 741-1000 £ (703) 741-1616

Dr. Gus Rimpel ~ Price Waterhouse LLP UsA t {703} 741-1000 F. (703) 741-1616

Dr. Tessle San Martin Price Waterhouse LLP USA t: (703} 741-1000 [ (703) 741-1618
[Mike Unger USAID/AFRISD USA T (202) 647-7202 T (202) 736-7130

Dr. Arie Beenhakker Professor of intematlonal Fina University of South Florida USA t: {313 ) 974-6357, 861-5634 f: (813 974-30_?0. 861-5634
Dr. Felix Kani Dir, Eeonomics Dept _Bank of Zambia Zambia t (26011 1) 221-722 F (2601) 221-722
Charies Mate General Manager Lusaka Stock Exchange Zambia t (2601) 228-391 f. (2801) 225-968

Brian § Musonda Chaiman Securities and Exchange Commission (SEC} _Zambia t (2601) 227012, 222-366/9 T (2601) 225443

Mumba S. Kapumpa Secretary & Chief Executive  Securities and Exchange Commission (SEC} Zambia t (2601) 226-971 £ (2601 225443

Emma Fundira Barclays Bank of Zimbabwe Zimbabwe t (2634‘ } 153-507 F (2634) 754-241

Francis Rwenhamo Mlnistry of Finance Zimbabwe t 2634 793927 793897/8 - (2634) 793897

Mark Tunmer Chairman Zimbabwe Stock Exchan nge Zimbabwe (263 4} 727907 (263 4) 707932 700254
|Lazaus Murahwa Zimbabwe Slock Exchange Zimbabwe i (263 4) 738081 f (263 4) 708005
lAnthony Barfoot Secretary Zimbabwe Stock Exchange Zimbabwe t {263 4) 736861, 7368081 t 263 4) 708005







SOUTHERN AFRICA REGIONAL STOCK MARKETS
SYMPOSIUM

April 25-26, 1996 -- Johanneshurg
Karos Indaba Hotel

Symposium objective: The two-day technical symposium brings together senior officials representing stock
exchanges, finance ministries, securities commissions and privatization agencies in eight Southem African
countries to examine issues pertaining to the regionalization and the development of stock markets. The
symposium will be an opportunity to discuss and exchange views on critical elements in the development of!
regional markets, including regulations, reporting/disclosure standards, and systems, It will also be an
opportunity to explore the inter-relationships between stock market development and privatization program
design.

AGENDA
Wednesday, April 24

Arrival at hotel and check-in

19:30 Reception (dress: smart casual)
20.00 Dinner

Thursday, April 25

09:00.9:30 Registration

09:30-10:00 Opening Ceremonies

Welcome Address: Mr. Chris de Beer (Financial Services Board of South Africa)
Speaker: Mr. Roy Andersen (Johannesburg Stock Exchange)
Speaker: Mr. Michael L. Unger (U.S. Agency for International Developmeny)

PART I: Introduction

10:00-10:20 Regionalization and Internationalization of Southern African Stock Markets
Objective: Highlight key findings from the draft report on southemn Africa regional stock market
issues conducted by Price Waterhouse LLP under the auspices of USAID. The brief
presentation will summarize the work of the research team, including the status of
stock markets in the region, and key issues related to regionalization and
intemationalization of the region's exchanges.
Speaker: Mr. Jeff Schwartz (Price Waterhouse LLP)

10:20-10:35 Break

Price Walerhouse LLP
Regional Stock Markels Symposium (




PART 2: International Investment in Emerging Markets

10:35-12:00
Objective:

12:00-13:00

13:00-14:15
Cbjective;

14:15-14:30

Panel: International Investment in Southern African Markets

Highlight international portfolio investor requirements for investing in Southern Africa.
Among the requirements, the panel will address such issues as exchange operating
procedures, listing requirements, disclosure, and clearing and settiement.

Punel maoderator. Mr. Pieter van Huyssteen (Price Waterhouse-SA4) and Jeff Schwartz
Panelists: Representatives of active investor groups in the Southern Africa Region.

Lunch

The Experience of the Johannesburg Stock Excbange

To outline the restructuring process currently taking place in the Johannesburg Stock
Exchange, including changes intended in the area of exchange operating procedures,
listing requirements, clearing and settlement, disclosure.

Speaker: Mr. Roy Andersen and Mr. Darrell Till (Jokannesburg Stock Exchange)

Break

PART 3: Creating Common Standards

14:30-17:30
Objective:

(14:30-16:30)

Price Waterhouse LLP

Working Groups: Harmonization of Standards

Participants will be divided into 4 groups, and each working group will be assigned to
related sets of topics, listed below. Working groups will have an opportunity to: (1)
analyze and discuss the extent to which countries in the region have moved and can
continue to move towards some form of harmonization; (2) identify the extent to
which current standards in a number of areas (ranging from listing requirements, to
brokering rules, to clearing and settlement and exchange controls and taxation) are
acceptahle to all countries in the region; (3) identify specific standards, rules, or
requirements which are currently not acceptable ta all or even a majority of countries
in the region. Groups will present their preliminary conclusions during a plenary
session at the end of the day.

Working Gmups
Gm“p 1 i i : : . o
the issues that cen be debated are: if comp!ete standardlzatlon is nelther feusible nor
desirable, are there some basic listing requirements to which all countries in the
region can agree? What minimum auditing standards are acceptable to all players in
the region? What about enforcement rules/guidelines/powers?

Group 2 Broke : ective _ : : Among the issues
which can be debated by the group are: what minimum cemﬁcatlon requirements
can/should be demanded of all brokers in the region? Are there basic brokering rules
to which all countries can agree? Which ones? What defines a cost effective
exchange operation? What are reasonable fees for settiement and clearance, depository
services, for listing, etc.?

Regional Stock Markets Symposium 2



(16:30-17:30)

Friday, April 26
0%:00-10:30

Objective:

10:30-10:45

10:45-11:30
Objective:

Group 3

: Among

the issues that can bc debated by the group are: what are reasonable clearing and
settlement standards for the region? What are cost effective mechanisms for
establishing and running central depository and custodial services?

m;an_gnd_[angn_a:&gngmnmla Among the issues that can be debated by the
group are: what are acceptable/reasonable taxation policies regarding issues such as
dividends, capital gains and losses? What is both feasible and desirable regarding
harmonization of foreign exchange policies?

Presentations of working groups

Case Study of Stock Market Regionalization: The Federation of Euro-Asian
Stockmarkets

Inform participants on how another region of the world is implementing a
regionalization strategy, discuss applicability and lessons leamed for Southern Africa,
Speaker: Ms. Rosalind Marshall (Federation of Euro-Asian Stockmarkets, FEAS)

Break

Strategies for Developing Depository and Custodian Institutions

Present and discuss public/private sector partnerships approaches to developing
depository and custodian institutions in the region.

Speaker: Dr. Auguste Rimpel (Price Waterhouse LLP)

PART 4: Mobilizing Capital

11:30-12:30

Ohbfective:

12:30-13:30

Price Waterhouse LLP

Linking Privatization and Stock Market Development: The Role of Ownership
Diversification Schemes

Discuss the linkages between ownership diversificetion schemes, stock market
development and privatization program implementation. Experiences with diverse
forms of ownership diversification schemes (e.g. mass privatization, mebos, IPOs, etc.)
will be presented, focussing on what is relevant to the African situation. The role of
local intermediaries, investor education, and information needs will also be discussed.
Speaker: Mr. Jeftf Schwartz (Price Waterhouse LLP)

Lanch

Regional Stock Markets Symposiom 3



13:30-16:30 Working Group Session: Identifying Next Steps for Producing Greater
Harmonization
Objective: Provide participants an opportunity to identify next steps that organizations in the
region can/will take to help produce greater harmonization. In particular, participants
will be asked to consider those issue areas identified by each group on Thursday in
which there was no consensus. The groups will be asked to identify concrete steps
that should be taken to produce greater harmonization on each of these issue areas.

16:30-17:45 Summary and Closing Remarks
Speaker: Dr. Arie Beenhakker (University of South Florida)

Saturday, April 27

Hotel check-our and departure

Price Watcrhouse LLP
Regional Stock Markets Syniposium 4






BIOGRAPHIES OF SYMPOSIUM PRESENTERS

Jeff Schwartz is the Prectice Leader for Price Waterhouse's International Privatization
Group. Mr. Schwartz was the project director for the field study and repost which formed the basis
for this symposium on regionalizing stock markets in Southern Africa. He specializes in sirategic
management, privatization, and economic restructuring, and has directed projects in the United
States, the former Soviet Union, Africa, Europe, and Asia. He has significant experience designing
business strategies and programs, including mass privatization and mutual fund schemes. His
professional experience prior to joining Price Waterhouse inciuded setting up the first Peace Corps
small business development program in Western Russia.

Tessie San Martin, who manages Price Waterhouse's training activities, has over 12 years
of experience in the design and implementation of courses in corporate restructuring, securities
issuance in emerging markets, negotiations, business plan evaluation, and corporate governance.

Dr. San Martin has designed and conducted training programs for management institutes around the
world, including ESAN of Peru, the Cyprus Intemational Institute of Management, and INAP in
Argentina, among others, She hes also developed courses for public and private enterprise
managers, boards of directors, privatization fund managers, and officials in Central Europe and the
countries of the former Soviet Union.

Auguste Rimpel is the partner in charge of capital markets with Price Waterhouse LLP in
Washington, D.C. Dr. Rimpel's expertise lies in developing modernization strategies to strengthen
the financial sectors of developing countries and in the restructuring and privatization of state-
owned enterprises. He is also experienced in the areas of management and organizational
improvement, strategic planning, and investment and export promotion. Dr. Rimpel has been
actively involved in privatization projects in Bolivia, Indonesia, Morocco, Paraguay, Costa Rica,
and Ghana.

Michael L. Unger is Chief Advisor of the Finance and Private Sector Division of the U.S.
Agency for Intemnational Development's Bureaw for Africa, and is responsible for developing and
guiding the Bureau's private sector initiatives. Mr. Unger is currently involved in initiatives to
develop the stock market in Uganda, along with Zimbabwe's privatization program, and serves as
advisor to the Government of Swaziland. He also led the team responsible for the design and
development of the US $100 million Enterprise Fund for South Africa. Prior to assuming his
current responsibilities in the Africa Bureau, Mr. Unger served as Chief Financial Economist in the
Agency's Bureau for Private Enterprise. Mr. Unger holds degrees in Finance and Economics from
Ohio State University, Washington University in St. Louis, the Harvard Graduate School of
Business, and Pennsylvania State University.

Arie Beenhakker served as a principal researcher in the field study on the regionalization
of stock markets in Africa. Dr. Beenhakker eamed a Doctorate degree in Finance from Erasmus
University in Rotterdam, the Netherlands, and a Ph.D. in Economics from Purdue University in
West Lafayette, Indiana. Prior to joining the University of South Florida as a proressor of both
undergraduate and graduate students, he spent over six years with the Ford Foundation, working in
the area of development finance in Asia and Africa, His career includes achievements in research,
consulting, written works, and academia. He has been a representative of the U.S, government in
assessing privatization policies in Central and East European countries and the former Soviet
Union. For the past three years, Dr. Beenhakker’s work has focused on South Africa and other
Southern African nations, where he has been involved in formulating changes in financia) sector




policies, institutions, and instruments. He is currently conducting research on financial restructuring
in Southern Africa and on the potential use of financial derivatives in the region.

Roy Andersen has served as the Executive President of the Johannesburg Stock Exchange
since 1992. He joined Emst & Young South Africa in 1976, working as Partner, Senior Partner,
Managing Director and, finally, Executive Chairman, the position he held from 1989 to 1992. Mr.
Andersen presently serves on the Audit Commission of the Republic of South Africa, as well as on
the Securities Regulation Panel, the Policy Board for Financial Services and Regulation, the
Financial Markets Advisory Board, and the Standing Advisory Committee on Company Law. He is
Chairman of both the African Stock Exchanges Association and the South African Ajrways Audit
Committee. He also serves on the Board of the South African Futures Exchange. He is a Certified
Public Accountant with a degree from the University of Witwatersrand.

Darrell Till has spent the past 35 years with the Johannesburg Stock Exchange. His
expertise lies in the areas of securities markets, listings, information systems management, the
development of clearing and settlement processes, the broker back-office accounting system, and
the development of South African bond and futures markets. He is presently involved in the
restructuring of the Johannesburg Stock Exchange and is responsible for developing automated
solutions for trading, as well as for the design of new settiement and depository processes. Mr, Till
holds a Bachelor of Commerce degree from the University of Witwatersrand, and early in his career,
worked as an accountant with South African mining and printing concerns.

Rosalind Marshall has worked for over 18 years in the areas of merger and acquisition
financing, financial systems management, and strategic planning in retzil, manufecturing, and
service industries in both the United States and Central Europe. Since 1994, Ms, Marshall has
served as the Assistant Secretary Genera! of the Federation of Eero-Asian Stock Exchanges
{FEAS). Her previous experience included working as Director of Marketing for Demirank, an
investment bank in Istanbul, where she headed efforts to promote the sale of Turkish equities to
foreign investors. As a consultant to the European Bank for Reconstruction and Development, she
worked with the Central Bank of Kyrgyzstan to implement Western banking practices. Ms.
Marshall is a member of the Executive Committee for the Istanhul Stock Exchange, and holds a
Bachelors degree in Marketing from the University of Oregon and an M.B.A. from Golden State
University.




Welcome Addresses

Myr. Chris De Beer (Financial Services Board of South Africa)

M. De Beer opened the symposium by highlighting key issues he hoped the participants would discuss over the
next two days. He began by noting some of the factors which historically have led to the concentration of financial
services in various settings. Such factors were:

L.

2

Supportive legal, taxation and regulatory structures, and a congental environment for foreign institutions.
The ability to tap into specialized labor markets.

Efficient infrastructure of services which support the financial sector, such as communications, legal and
accounting professions, and a bustness information network, When communications began improving
noticeably in the early part of the century, many of the regional exchanges were wiped out. But these
have been built up again as the advantages of working with local knowledgeable agents became apparent.
So the increasing sophistication of telecommunications is both a threat end an oppaortunity to the
continued development of these tocal exchanges. With more and better communication options today,
the need to hammonize standards to eliminate the possibility of regulatory arbitrage becomes more
important, Nor should there be different codes of conduct.

Liquidity in the market place.

Trust must be built up and reinforced through a network of personal relationships and agen(s with a
reputation for fair dealing,

According to Mr. De Beer, the one wild card that can upset the entire apple cart, even if all the other ingredients
are in place, are goveminents. When government objectives, whatever these may be, have overridden the interests
of the financial centers, imposing with restrictive regulatory regimes, damaging tax charges etc., then all bets are
off in terms of the development of a financial center. This element of political risk continues to exist today.

How can these conditions be created, and how can the wild card of political risk he addressed? Mr. De Beers
expressed hope that these would be some of the issues addressed through the symposium, because the southern
African region must remain competitive or it will be left behind.

Stock Market Regionalization In Southern Africa Price F'uterkouse LLP
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Mr. Roy Andersen (Johannesburg Stock Exchange)

Mr. Andersen, who had just returned from the ASEA’s Executive Committee planning meeting for the 28 October
conference, began his address by noting that many of the issues debated by the Committee for inclusion in the
28 October conference are in some way being tackled in this symposium: education, harmonization and
marketing. It is important to coordinate regional efforts such as those being discussed in this forum with the
broader efforts of ASEA. The role of ASEA is to lift local standards. Among the actions that are being
contemplated by the ASEA:

1.

The introduction of a basic entrance examination. They are considering recommending the London
Examination as a model for entry into the securities business in the continent.

Education. Four basic courses are being designed, with a number of pilot tests over the next few months.
Among the topics: regulation, clearing and settlement harmonization strategies, and the role of ADRs
and GDRs in Africa.

Marketing. Marketing is a major problem for the exchanges in Africa. There are many small exchanges
that are highly illiquid and lack the resources to project wel! outside their immediate locality. Therefore
ASEA is sponsoring a number of activities, such as the publication of Africa statistics. Information on
the region’s exchanges will be added to the Johannesburg Stock Exchange's World Wide Web site
(which is averaging itself over 500 hits a day).

Harmonization, Here work is moving more slowly.

a Listing Requirements. ASEA had a paper prepared on the basic listing requirements, identifying the
standards acceptable to all. The thinking is that exchanges in Lhe continent will then be asked to report
whether they are indeed meeting these standards, The hope is that the hcads of exchanges will apree to
meet prior to the October conference to discuss and agree on these minimurn standards.

b. Trading. The JSE has set up its automated system, JETS (a demonstration of which will take place
later on). They are discussing with other exchanges whether there is interest in adapting it to a
microcomputer. These arrangements, leading to greater harmonization in trading, will have (o be done
on a bilateral basis.

¢. Clearing and Scttlernent. ASEA is promoting harmonization based on G-30 standards,

Allin all, the view of ASEA is that harmonization must evolve stowly, This process will start by promoting dual
listings, as was the case with Ashanti Goldfields listed in Ghana and now Zimbabwe. This conference and its
proceedings will be very valuable to ASEA.
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Regionalization of Southern African Stock Markets

Mr. Jeffrey Schwartz, the Price Waterhouse partner in charge of the stock market
regionalization project, gave a brief summary of the stock market report,
and presented the foliowing slides.







































Panel: International Investors
{Adapted from transcript of the taped panel discussion)

Moderator:  Inorder to help orient our thinking about regionalization, we wanted to take some time to discuss
this issue with representatives from some investment houses. We wanted our discussions to be based on
reviewing what investors within the region and potential investors in the region are thinking about. That is one
of the purposes of this panel. We are extremely pleased to have representatives from two groups with vs. To my
right is Rodney Yaldwyn, director with Simpson Mckie James Capel based here in Johannesburg. To his night
is Kirk Jackson who is with New Africa Advisors, also affiliated with the Calvert New Africa fund from the
United States. I am going to ask first Kirk, and then Rodney, to make brief comments on their perspectives as
investors into the region. [ would like both of them to have a chance to speak, and then open the floor for
discussion. Kirk?

Kirk Jackson: My focus and expertise is in the area of actually investing and investrent analysis. Given that,
the validity of economic data and data reported by the corporations themselves is extremely valuable to us. In
South Africa, reporting is done on a semi-annual basis as opposed to a quarterly basis with the exclusion of the
mining companies. Many U.S. investors would prefer o see reporting on a quarterly basis. Absent that, US
investors would prefer to see semi-annual reports that are standardized, meaning that someone was not reporting
in February and someone else in January and someone else in March. The non-standardized reporting makes it
cumbersome for investors in terms of organizing information and data.

Before 1 came to South Africa, I was working for a fairly large firmm in Boston investing in emerging markets,
essertially debt, high yield debt, Brady bonds and things of that nature. Our company is a fiduciary, if you will,
for U.S. pension funds. As a fiduciary we have to be concerned about looking for markets which are expanding
quite nicely, which have stable econamic conditions, and stable political conditions. Country economic
performance is extremely important to us.

I believe it was UBS who did a very thorough study which looked at the history of IFC data over the last 11 years
and tried to determine what was the most important charactenistic for investment fund performance, What they
found was that the country allocation decision was by far the most important. If you look at the last 11 years, only
once (due to Mexico's devaluation in late 1994) did we have a stock in the top ten of the worst performing
markets outperform the bottom ten in the better performing markets. So it was very clear that country allocation
was the most important aspect of creating a mechanismn for investing in emerging markets.

The second issue taken into account when investing in emerging markets would probably be sector analysis --
that is, having some mechanism for understanding the industries within a particular region or the industries in
a particular country, Preferably you would like to have a mechanism for comparing industries amongst the entire
region if that is possible because they theoretically should be able to compete againsi one another within the
region. This is not always the case. Exchange controls make it difficult, and that i5 why controls are obviously
a big issue to foreign investors, particularty from the U.S. Are the markets liberalized? Are they free? Are there
amy restrictions to normal market processes taking place within the environment?

In summary, the country aliocation decision is the most important decision for us in investing Secondly, we try
to understand the relationship between economic characteristics of the region or the country and how that impacts
the industry. Thirdly, we have (o select the stock. Some peopie would suggest that you just buy indexes, but in
most developing countries that is difficult and would be very expensive to do. So you actuatly have to pick the
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stocks. What you would like to do is be able to pick stocks on a long term basis, with a five year horizon, so that
you are picking good comnpanies and not something you think might trade well over the next six month period.

This is why economic and industry data is of paramount imporiance to us. We really need to have nice clear data
given fo us wilh sufficient frequency and in formats that make some sense, are easy to analyze, and can be
compared across other companies in other regions of the continent.

The only other big issue that I would add is liquidity. Anything that can enhance liquidity, so that there can be
& broader distribution of ownership within the marketplace, helps to overcome some of the barmiers with respect
to foreign investors.

Radney Yaldwyn: I come from the research side of an orgenization, Several years ago, investing in
Southem Africa was largely limited to gold shares for a whole kost of reasons. More recently, with the abolition
of the financial rand, things have normalized, South Africa is back on the table, and overseas investors are
interested. Foreign investors want us to help them get information on three issues: the first is government officials
and those who provide the regulations. The second is individual companies because they would like to speak to
the companies and find out how they are doing since manry of them are new companies. And third, they want very
often to talk to our research and administration departments.

On the government side, there are ofien requests o see those people who make the decision. Questions often
revolve around how Reserve Bank officials intend to manage the economty. Surprises in the form of additional
taxation (there is always the tendency to tax companies in the industries that are doing well) is something
imvestors do not welcome, Therefore, any form of taxation and funny hidden extra costs would tend to make them
feel less warm about investing in arny particular country,

The second thing investors want to know are the restrictions placed on foreign investors in terms of foreign
policy, be it an aggregate of share ownership in a particular compeny or any other restnctions. In terms of
speaking to the administration departments and the people who run the actual committee of the stock exchange,
something mentioned early on, settling procedures are very, very imporiant, It is one of the first questions that
arc raised. If a big deal is going to be done, can they handle it, how long will it take. Are they expedient, are they
conversant with the regulations.

Several of the other issues which always relate to comparies is tradeability. You will find that international
traders like to deal in large blocks of shares. They like to do the deal in a day, possibly better in a minute. Very
oftzn they get some form of notification whether it is a rumor, public announcement, resignation or something
like that and they would like to get out of the stock or buy stock literally in a moment. The trade is very imporiant
and you will find they will shy away from small companies. Tradeability is really important.

Accurecy of execution is also very important. And that comes back to the relationship we mentioned earlier on
personal relations with a broker, They feel far more comfortable dealing with people they know and trust than
perhaps the new person on the block. It is critical for anyone to build up that relationship either with the
govemment or the broker. That foreign dealing relationship is very important.

Getting back to regionalization, we have found that accounting standards are always quite important In
comparing the performance or the results to be used by any particular company and comparing it in terms of gold
mines, steel companies, and are they comparable, bas always been an issue from our point of view. We have
tended to try and analyze our companies in the same or similar formais to those used overseas This does not
necessarily mean that overseas formats are correct or North America is correct, but that the lack of uniform
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standards is cne of the problems for our brokers face when making decisions to invest in your companies. That
15 one issue that is quile important. I know in my investigations in South Africa, one of the big problems is the
lack of a standard accounting system and I know that South Africa is going to go on the European standards now
which will make things a lot easier for us.

[ think those are the main issuss. If I had to rank them, I think that settlement procedures, government
interference, and the lack of standard government handling of the economy would probably be the major issues.
Company reporting, company marketing, and actual company risks are also important. Tradeability is probably
next.

Question: Just for clarification, when you talked about tradeability and you mentioned that these
international investors would want information ahead of the public announcement, a little alarm in my head said
"msider trading”. Would you care to differentiate what you said in relation to the need not to be accused of insider
trading?

Answer: In terms of the foreign investor trying to have equal access or disclosure, there are two
approaches to the availability of data. Those who have been here for a long time or part of the mainstream, may
well know results before they are formalized. Foreign investors tend to wait for a rippling efiect and for things
tobe documented and certified. Again, there is always the concern in an emerging market that foreign investors
will simply ennich well-heeled local investars. This causes friction.

I think what has kappened is that the time barriers are breaking down. What companies are doing on an increasing
basis is getting into one of the networks, In terms of releasing results, now we all get a fair crack at the same time.
In the old system, we used to get complaints thet brokers could menipulate the price and tended to get the higher
prices. I think this is more a Function of lack of tradeability than anything else.

Answer: Due to the openness of the U.S. system, and having facilities like computerized reporting
mechanisms that are always available to everyone in the States, all companies essentially report their data real
time. When you come to South Affica, things are different ag far as foreign investors are concerned. Foreign
investors are looking for the type of shareholder representation and information that they normally used to, and
this is very difficult to get in South Africa. They are even trying to push for adoption of policies that would help
boost productivity in South Affica, such as breaking up some of the big conglomerates and focussing on core
assets. The local investars, an the other hand, are very comfortable with the current conglomerate structure,
probably mare comfortable than the foreign investors. The local perspective is something quite different.

Moreover, m South Africa there is such concentration of power, that even if you improve information disclosure,
there are 5o many cross directorships that within a couple hours everyone knows how a company is performing.

Question/Comment: 1 know of a number of companies who would like to go abroad to meet with their
overseas investors and help them get beyond the numbers. The income statement doesn’t really tell people the
entire story as you know. But they cannot identify their foreign invesiors because they are hidden in nominee
comipanies,

Response: There is a theme in the questions that although we appear to be domg the right thing, our country
is not secing more foreipn direct investments. In many new markets in the world and certainly in the former Soviet
Union and Central Europe, international investors had to have to change their whole mind set about those
markets. These were markets where one day there was no respect for private property, but within a relatively short
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number of months -- about 20, 30 or 40 months -- you are seeing billions of dollars of directed porifolio
investment going into a number of countries, My point is that it is relatively casy to change the mind of
international investors. Some investors would kike to believe there is a positive story being toid. I don’t think 1t
takes very long to establish & track record in a country, both a political track record and an instititional track
record, to attract intemational investment. It certainly can’t take more than a couple of years. We have scen
countries and markets recreate themselves in a couple of years and attract billions of dollars in both foreign and
portfolio investments.

Veneznela is a great real time example. Their stock market is up 36% this year, though the country will probably
have growth of -1% next year, and devaluation of about 40% in their currency. But they are up 36% because the
expectation is that they are now trying in an ¢amest and honest fashion to really focus on trying to reduce their
budget deficit Becase they are poing through this process, people expect that maybe three years down the road
Venezuela, with its population growth and reserves in terms of gas and 2 Little bit of oil and mineral resources,
will have the ability to take off South Africa and many of the African countries can also potentially ereate similar
expectations. Once South Africa puts ilg fiscal house in order in terms of the economy, it can grow at +5% per
year.

There is also the case of China. China gets a lot of capital flow because it can give peaple the expectation of +5%
or mare economic growth for a sustained period of time. In fact, in China pecple are thinking more m the range
8-10% or B-12%. That is clearly possible in Southern Africa and most of Africa if for no other reason than
population growth. But the issue in Africa, as far as foreign investors are concerned, is whether economic
stabilization policies can be put in place, and whether existing goverments are willing to take the punishment
needed to set things on the right path so that people can believe in ten years of economic growth? If that happens,
capital Bow will come extremely quickly. Although the restructuring process takes 2-3 years, as soon as it gains
some credibility, the capital How comes almost overnight -- and Venezuela is again a great example of this.

Question: Can you comment on the extent to which the Venezuela market is well known to U.S. investors,
influenced the pace of capital flows? How does that influence your thinking?

Response: It is always nicer to invest in your backyard. There is no doubt that you can get comfortable with
it quicker. Certainly Americe understands Latin America a lot better than it understands Africa. There is a tax
burden placed on the Southern African region because of remoteness. South Africa and the surrounding region
is an emerging market. It should have all kinds of capital flow. But this market is so remote and most people
(investars) don’t know or doa’t understand the story, which affects their willingness to invest. But the reality still
is that if you can create a policy that allows productivity to grow along with demographic expansion, you will get
recognized,

There is $3 trillion of pension find money in the U.S., and probably half that, if not just as much, mutual fund
money. It has to go somewhere, and they are getting concerned about where to put it. The U.S. and Europe are
nol expected to grow more than 3% at best. So they are really looking as hard as they can to find those regions
they can invest in. The only problem is that Afriea is not well understood and CNN doesn’t help.

Question: I would like to ask a question How important is locally produced research as far ag investors
are cancerned?

Response: I think it is important and imperative, We tend to not have a lot. We tend to think that if someone
gives you research, he is underwniting the stock, is going to make money, and therefore wants to convince you
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to buy it. Recently we have had reason tofeel that we really need to create our own in-house infrastructure for
research. We try to do as much in house as possible.

Question: Could you comment on the implications of ADRs/GDRs in the investor’s choice?

Response: Sure. It 15 a cheap way of being graded overseas and facilitates trading. I think the problems that
we are seeing with ADRs recently is that there is absolutely no trade. To the best of oy knowledge the trade is
absolutely invisible.

Also, in our view, if you wait for the ADR, it is probably tog late. In the case of South Africa, it is a great
mechanism. We need it for the liquidity of the people who are in the market. But from a foreign investor’s
perspective we prefer to have a broker out in Botswana who can get research that is credible so that you can in
fact be there before it gets to an ADR listing.

Question: What channels can we use to make available the information we have about our markets? I find
the media’s tendency to disregard the sertousness of what we are trying to do very frustrating. When we had the
ASEA conference in Mauritius, there was an article in the South Afnca paper which concentrated on the dinner
that was held at the end of the conference. By reading that article one would get the impression that we had
gathered from all over just to have this nice dinner. It was a very successful conference with many important
issues discussed, but none of the discussions and debate were seriously covered by the media.

Then you look at a serious publication like The Economist, in which a month ago they did a short article about
Southern Affican exchanges. This article noted that Zambia has "two or three” or "four" histed companies
depending an who you ask. Now I find that very annoymng because who did they ask? We are looking for ways
to try and counteract that sort of reporting.

Response: 1 think that the best mechanism is for the people who are involved who want things to flourish
in terms of capital investment, to try their very best to implement those policies that will create that growth.

It also helps Lo have allies on the ground. For example, you see in the press that Botswana grew 6.6% annually
for a nine year period. No matter what The Economist says, [ am going to try and figure out what is gomng on n
Botswana. The Government of Botswana might help me by saying we have a Botswana Development
Corporation that mipht be a partner with you if you invest in a direct investment opportunity, etc. which will help
to get this off the ground. Then you won’t need as much lead capital to do it and 50 on and so forth,

Most of all, we are going to look for the economic characteristics that make us want to be there. Secondly | guess
if we haven’t recognized the opportunity then you have to let us know somehow. I don't know how you avoid the
fact that some media source is trying to say you can’t drive one block and not get hijacked. It is totally untrue,
but it is what the media will say. We will have 1o get over that. But more imporiantly from an mvestor’s
standpoint, it is those economic characteristics.

On another related aspect of what it tekes to attract investor attention, we argue a lot about the sequence of public
offenings. Do you do the domestic offering first and then the international offering? My sense is that international
investars look ai an offering or a listed company in a region and if they see that the people in the country aren’t
buying it, and the people in the region aren’t buying it, it is going to be very difficult to tell that story to
international investors outside the region. Therefore stock exchanges have a unique opportunity to change
investor perceptions of Africa International investors would take note and would follow that inter-regional
investment. The view would be that the insiders of the region would know what is going on. If they are investing
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in the region themselves, this is a good investment for people outside the region. Would you agree with that or
not?

In sum, South Africa and the region have some obstacles they need to overcome to promote investment. One is
productivity. 1 don’t care what everyone says. If the comparny can’t be productive and compete with the rest of
the world, then they are not going to have sustainable capital; it is just that simple. Another problem that you have
here is that when I call specifically a major corporation in South Africa, there is no investor relations department.
That is a huge problem. An investor might call the company to ask what the company is doing to become more
productive. And the investor wants to avoid having to talk to five people befare they get to a person who can
finally answer their question. That is hugely important.

Question: There was a statement made that a foreign investor was not interested n small companies or
small markets. I would like to ask that panel its reaction to this.

Response: Yes, it is a problem. Small markets, which very often tend to be tightly controlled, are of no
interest irrespective of how attractive they might be in terms of growth. The way they have gotten around it to
a degree is to form unit trusts specializing in small, emerging markets where you can bave a few hundred
thousand in a compamy. That is one way you can get amand it. Package it differently. But if a U.S. investor comes
in with $2 million then they just never get in.

Developing markets have volatility that is inherent. You can’t avoid it. There is volatility in every single
developing market in the economic curve. The first thing you want to know in this business is: if you make a
mistake, will there be liquidity? That is probably part of the problem with some of the smaller companies in some
of the smaller countries: investars realize that if they make a mistake and there is no liquidity, they are going to
get hung. So they are very cautious about that and they are a bit prudent about opportunities that might be so
small and so hard to characterize that if something happens they can’t get out.

Moderator: [ would like to thank Kirk and Rodney. I think they led excellent discussions. From our side you

got us into the mindset we wanted for idcking off this two day symposium which was to focus on the perspective
of investors both outside the region and into the region.
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Johannesburg Stock Exchange: Restructuring Experience
(Adapted from transcript of the taped presentation)
Mr. Roy Andersen

Let me give you an overview of bow we have restructured the JSE, and then I am going to comment on how we
see it impacting the liquidity of our market. Then I am going to give you a quick summary of how we think we
have improved the investor protection features in the market as a result of restructuring. Afier that we will get
into JETS. We are going to tell you how JETS works. JETS stands for Johannesburg Equity Trading System.
Darrell Till is going to give you a simulated demonstration of JETS just to give you a feel for it, and then be is
going to talk about where we’re going on settlement registration via a central depository.

Let's talk about the restructuring. Why did we restructure? We sat back about three years ago and said to
ourselves: the JSE must remain relevant as South Africa transforms itself, so we have to address issues such as
wider access to our capital, and greater economic involvement. Bear in mind that three years ago we were
described as a white man's casino. There was a tremendous burden put on us to make sure that we get rid of it
so that everyone can access this market which after all is & national asset for the whole of South Africa. The
second perspective is that we foresaw the return of the foreign investors, and we have not been disappointed.
Foreign investors are now over fifty percent of trade. Just to put it into perspective, net foreign investment in
1994 was two million rand, in 1995 4.8 million, this year so far 2.5 million and it is growing exponentially. Also
we are monitoring very closely the trade on the South African shares quoted in London.

The first thing thal we wanted to do was move from individual membership, where the individual stockbrokers
had unlimited liability, to corporale membership, with the option of limited liability for the corporate entity.
Second, we wanted to introduce a capital adequacy regime for our members that would be internationally
recognized Therefore, we adopted the European Union directive. Essentially when you deal with a broker in
London or Johannesburg, the capital adequacy regime is the same and is recognized. Then we decided to move
to dual trading. Then for reasons which we'll describe later we introduced automated trading, closing down the
floor of the stock exchange, and moving to total automation.

Our goal is to go to a totally "scripless” society, with electronic scrip readers, via a central depository, following
the London model, and moving to rolling settlements. In other words, moving io rolling settlement ona T + 3
basis.

The purpose of all of this is to bring us into line with many of the world's stock exchanges: with Singapore's, with
Hong Kong's, and Austratia. At the end of the day, that's what is going to drive us. Foreign investors want speed,
they want security, they want transparency, they want accurate price determination. To succeed, you have to be
the most efficient, most cost effective exchange,

We also asked ourselves: does it make sense to have a separate infrastracture with the futures exchange? Or
should we rationalize it? What would the advantages be? One infrastructure, lower costs, more effective use of
capital, and better surveillance capital. That's part of our restructuring, too.

Now, to achieve what we've done so far, we had to go through certain steps. We had a very good relationship with

our regulator, and I'm not just being polite because be's here. We work very nicely with the regulator. We put a
bill together, collectively, with lots of debate, and we went to bargain. Between us, we appeared before the
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Parliamentary Committee for 17 % hours before they approved the bill and the bill went through Parliament
unchanged. Parliament took it so seriously that they even flew from Cape Town to Johannesburg for a day to
understand the market more, We then had to get our members to vote for these changes, and we actually got our
members to vote for more competition because we opened the market to foreign brokers and banks, which
previously wasn’t in the bill. Those resolutions went to our majorities at 3 to 1.

Let me touch on some of the restructuring. Membership: on the Bth of November last year, we introduced the
option of a sole proprietor, & partnership with ynlimited liability or a limited liability company. Not surprisingly,
most members chose the latter, a company with limited Eability. But opening our membership to foreign entities
has been very positive. Of our 47 brokage firms, 9 are foreign. That has resulted in an increased fiow into the
JSE, there's no doubt about it. Also, we opened the membership to the banks. What's been quite interesting, is
although the banks now have access to the markets, by deregulating the whole structure, more banks have entered
the market who are corapeting with our local banks for corporate financing. I'm not sure that the banks are
necessarily being the winners of this whole scenario, but the country certainly has been.

Also, because we moved from individual membership to corporate membership, we had to create an institute of
stockbrokers to handle the trading, education and examination,

With regard to capital, we decided to use the European Union directives, which we brought in op the 8th of
November with a few modifications. It was very important to us that we not pitch the capital adequacy
requirement too high.

Also very important--we have an electronic surveillance capability. Our surveillance department can, on a real-
time basis if necessary, evaluate the broker's main trend and measure capital against risk on a real-time basis. I
venture to suggest there's not another stock exchange in the world with that kind of capability. We said to our
members who operate the fotures exchange and in the bond market: we want to see all your positions in all the
markets on a real-time basis.

An important part of our restructuring was a total revision of our listings requirement. First of all, we wanted our
listings requirements to be intemationally recognized, so our listings requirements are essentially the London
Stock Exchange requirements, modified for local conditions.

Let me give you examples. We have a separate sector for the reconstruction and development program where
money can be raised 10 be invested in the reconstruction program, or invested into black business. And there we
have certain dispensations. Perhaps the best way to describe the change, though 18 just to run through a shopping
list of dates, 50 that you'll get a feel for how rapid and dynamic it was.

Looking at last year's program, on the 1st of July we brought in new listings requirements, On the 24th of August
our members voted for the restructuring, Parliament approved the new bill on the 13th of September, and the
JETS contract was signed with the Chicago Stock Exchange on the 28th of Scpiember. We traded on the 8th of
March the following year. 1 think that's quite an achievement, and a tremendous positive reflection, I would say,
on the Chicago side,

Last October we were doing only 2,500 deals a day. A couple of weeks ago we did 8,000 deals. If you look in

today's paper, yesterday we did 6,000. We predict that well be up to 30,000 deals in about 4 months time, which
is why we've had to bring in extra mainframe computers.
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On the 5th of November, we introduced 222 new computer brokers. I can say to you, in all honesty, without fear
of contradiction, that all worked well.

On the &th of November, we brought in a new system which requires our members to keep their funds totally
segregated from their clients' fimds. Every night the camputer, the mainframe of the JSE, sweeps in electronically
betwesn the clients’ finds and the trust account, or the brokers' funds, automatically. And if there aren’t sufficient
funds to be transferred to the trust account, the broker will be considered to be in default. Every night the clients'
funds are secured in a separate frust account.

On the 7th of November, we took our surplus assets, the two buildings we own and the computer, and we put it
into a separate company owned by the old stockbrokers, before the new stockbrokers joined. Then we distributed
our surplus profits to members on the 7th of November.

On the so-called first Big Bang Day, the Bth of November, we moved 1o corporate membership, we brought in
the new listing requirements, opened these to the stockbrokers, and brought in a totally revised guarantee fund.
The big change in the guarantee fund was to provide wider cover, especielly for the foreign investors, and also,
to provide faster payment.

So much for the past, what about the future? Let's lock at the dates for 1996. One that looks pretty simplistic is
the internet page set up on the 23rd of January. We're averaging 500 hits a day, mainly out of the United States
of America. So it's working.

On the Bth of March we took the first sector on the market, which included chemicals and oils, off the floor, and
put it onto JET, never to trade on the floor again. About 40% of our trade is now on JET. It's our goal to have
all the trade on JET by June 15.

I could bonestly say to you JET has been a dream. Why da 1 say a dream? Technology was not the problem. We
knew it wouldn't be, because it works in Chicago, Amsterdam, and Bangkok, and will shortly work in Tel Aviv.
The challenge was to get the brokers to like it. If they didn't they would have killed it. The bottom line is, 90%
of the dealers loved JET. One of the newspapers said, "The brokers have converted successfully from mouth to
mouse.”

We're probably poing to start extending our trading hours. Now we stop at 4:30, we're probably going to push
through to 6, to caich more of the London trade, and possibly until 10 to catch more of the New Yark.

On the first of April, we required each member firm to appoint a compliance officer, and we no longer talk to
individual stock brokers. If there's a problem, we call in the compliance officer to fix it. Obviously, if one of the
members has been naughty, the Institute of Stock Brokers will discipline the individual. But the firms are being
brought into line through the fully qualified, specially trained compliance officers,

The equity options market will open later this year, Later this year, working with the banks, we hope to open the
central depository. We will start immobilizing scrip. At the same time, we're going to introduce 2 formalized
scrip-borrowing facility, for reasons we'll come to just now.

Now some dates which are outside of our control. The JSE still runs a part of the bond market on its floar. Our

part of the bond market, together with the other part which is telephone screens, is being inerged at the request
of the registrar into a new bond market about to be licensed, called the South African Bond Market Exchange.
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The next reform is one we're quite proud of, up until the last budget, there was a transactions tax of 1%, It was
an undesirable tax, which negatively impacted the trading. We persuaded our Minister of Finance to cut it to half
a percent, which he did.

We're also looking farward to the abolition of exchange controls. It's going to be 2 mixed blessing for us, because
the abolition of exchange controls is going to bring different competitive currents into our market. What will
happen to prices on the JSE when exchange controls go? Two schools of thought: one is that it could be a way
to release funds locked in the country, and if you ket it loose overseas, the prices will come down. The other school
of thought is, if done properly, at the right time, with the confidence that it will bring foreign investment, the
result will be prices going up, I think the most common view is that it will be a mixed bag. The prices will come
down and then go up. We'll see.

The next item is requirements for the content of the prospectus. We'll be working with the accountants to upgrade
that to totally international standards. We've also asked the government to reassess the insider trading legislation.
It's highly deficient and requires a heavy burden of proof because it's & criminal action. We want civil actions to
be allowed, class suits wbere the agreed parties sue the insider trader. That commission, on which 1 serve, will
report by the end of September.

What does all this restructuring do to market liquidity? If you take the stock earnings, the mere introduction of

automated trading pushed their volumes up 300%. Qur preliminary figures are that on the sectors that are moved
to JET, the volumes are up 50%. The question is, why?

Well, first of all, since all the bids and offers are in the computer, they match more effectively. Ox the floor, when
you've got 8 hall of brokess, they've got to find each other, they've got to congregate. It's not efficient. Also I think
there's a bit of impulse shopping. You see the prices there, you phone your client, you create the business. And
maybe there's also at this stage some curiosity. The introduction of JET and the corporate membership (with the
capital that comes in with corporate membership) will improve our liquidity, In fact, our liquidity has moved over
the last two months from a measly 8% to a measly 10%. Ten percent, as you know, by international standards,
is thought pretty poor,

We don't think we're going to reach the international standards, until that transactions tax is totally abolished and
full exchange controls taken away. Why do I say that? The exchange controls mean that there's a high weight of
funds locked into South Africa Now institufions, what can they do? They can't build any more shopping centers,
the housewives are shopped up, so they keep buying more shares.

Let's move to the last sector of my presentation, investor protection. What's the effect of all this on the man and
woman in the street? There's no doubt that the new capital regime provides more protection, that there is more
capital behind the broker.

We also require that if a bank is going to trade through a branch or a division, they've got to create a subsidiary,
For two reasons: One is, we want to, on a real-time basis, interrogate the main frame to look at cepital versus risk,
and two, the intention is, if the greater business fails, the capital will still be intact. That's of course in theory,
We've all seen liquidations where things get rather messy at that point.

I mentioned that there is a total segregation between the broker's funds and his client's. We now have electronic

surveillance on the deal. We are continually running programs to pick up front running. Some of you might have
seen 4 little bit of speculation in the media. We think we've picked up 2 trend, where a broker would be buying
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from the institution and just by coincidence, another broker would be buying for his own account just before that.
It happens once, it's an accident, if it happens twice, you get worried, and if it bappens consistently, you might
have a mess. We've got very sophisticated surveillance capability.

1 mentioned we've got corapliance officers in place. In terms of investor protection, the guarantee fund has been
restructured to provide wider cover end more prompt payment, and we put a lot of emphasis on these
requirements for more disclosure and also timings disclosures. If a company reports late, suspension. If a
company gets a qualified auditor’s opinion, we take an advert; if a company gets a disclaimed opinion, a meeting
is held to consider termination. A very tough regime, and it works.

We've also adopted new rules on corporate govemance, South Africa’s equivalent to the UK's Cadbury Report.
The requirement is that a company must disclose whether it has or hasn't complied. It's not a requirement to

comply.

One other item I wanted to mention is the JETS system. At any given moment you can only really pick up on the
floor the order trail, but in the JETS system you pick up the order trail from the time the order was entered, and
the system works on strict price priority. Simply put, Mrs. Smith wants to buy 100 DeBeers at 100 Rand each,
someone wants to buy a second later 1,000,000 at 100 rand each. The computer will say that Mrs. Smith will get
hers first. She got there first to the clock. I am sure that all of you have experienced this type of situation in your
market where the small investor says the broker is moving off of me. You can't do that any more. The computer
decides. Darrell will describe the general satisfaction rule.

Essentially the JETS system has two halves. The one half on the left side if you like, is order driven. The orders
come in and the computer says snap and the broker has to produce. On the right hand side of the screen is the
capacity for the broker to act as a market maker, He can put up a double price. He can say my price for DeBeers
is 98 1/100. The system is essentially order driven, but there is capacity for quoting. We have a link between the
two.

Our goal for the future is to move to absolute DVP (delivery versus payment). The ideal is you buy 100 DeBeers,
as the money comes out of your bank account it goes into the seller's bank account and as the shares are registered
in your name they are de-registered, real time, inthcotherspersonsnamc We a:emrkingwithourbanks
together with the Reserve Bank, to swap the ordering and pricing system. It is a long term mission, but in the
interim we have to introduce rolling settlement to reduce the settlement period. We are going to start demobilizing
the scrip.

In summary we have gone around the world and we have taken the best. We have a training system from Chicago,
We bave capital equity from Europe. We have mvestor education from Nairobi, and so it goes. We have spent
a Iot of time picking the best from the world. As I mentioned, we have a team meeting in London on Monday to
steal some more ideas. We reckon we will become a national competitor, and in due course our costs will come
down Once we can absarb the capital costs of JETS, it will be far less labor intense and we can handle a lot more
volume. By the end of December of this year, we will be ready to meet the competition. I am going to make an
idle promise to all of nry producers. By the end of 1997, the Johannesburg stock exchange will be technically one
of the most advanced and the most efficient stock exchanges in the world. Thank you very much.

Mr. Darrell Till

1 will address the topics through the three main points of policy and structure. Looking at the issues of policy in
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the first place, the angle of the JSE is to introduce a system that is folly market-driven. From the investor's
perspective, the system needs to be transparent, fair and secure. We can be internationally competitive through
being cheaper in cost and by attracting a larger part of the business that is being traded on other international
markets af the moment. If you can't attract business back to your own market, you won't succeed the way that we
would like to. Now looking at each of these policy issues, that are order driven in this case. JSE undertook an
extensive research project. It took us two years to complete this project. We produced a 500 page report with
many recommendations. A lot of what you see evolved from that. This research included many trips around the
world visiting relevant stock exchanges with their automated trading. We also looked at some of those thet were
still trading on floors so that we didn't miss any tricks as far as moving from floor trading. We came up with the
decisions that we have.

You are all fomiliar with the fact that there are two basic types of trading systems: the quote-driven type system
and the order-driven system. Typically a quote-driven system embraces the needs of the wholesale end of the
market or the large block-type trading. An order-driven system is more appropriate for retail-type business.
Through the investigations and the studies that we did, we came up with the conclusion that an order-driven
system would be most appropriate for us.

Thiz was further substantiated by a recent study that was completed by the Australian Stock Exchange. They
demonstrated, in an analysis between the New York Stock Exchange, a quote-driven system, and the Austratian
trading systemn, which is an automated order-driven system, that less formation takes place more perfectly in an
order-driven system under many circumstances than under a quote-driven system. A further dimension to the
dichums that have been often alluded to this moming is the liquidity of the market. Our liquidity by international
standards is not good. It is pretty low. We fluctuate between seven and ten percent of our market capitalization,
whereas in other markets of comparable size, liquidity can range from thirty up to as much as sixty percent of
market capitalization, and in some of the maore eastern countries ratios are in excess of 250%. So, the liquidity
ratio on our market, which is influenced by exchange control, also clearly influenced our decision to go with an
order-driven system.

However, both systems can exist side-by-side. The London Stock Exchange is right now in the middle of
implementing some order-driven type of capability to embrace the needs of their market makers. One sees
arrangements where either an order-driven system or quote-driven system is used as the main approach; one of
those becomes the dominate system in the marketplace.

Now in the JSE, unlike the situation in London, a broker does not have the obligation to make committed prices
i the marketplace. The market-maker may come in and out of the market at any point in time as they wish. He
may make a quote on the bid side and then make a quote on the other side. He can make a quote on both sides.
The market-maker may withdraw at any time. The only requirement we have of the market-maker is that if he

does have a price up there and soincbody approaches to trade, it must be good for at least 200,000 rand value of
trade.

Looking at the issue of our transparency, one achieves a real level of transparency which will provide the
necessary amount of information to investors to exercise judgement in an informed wey about their investment.
The more information one can feed out to the public, the more the public itself will be observing what is
happening within the market and assuring traders in the marketplace. We are introducing in the JETS training
system a set of training rules. I will demonstrate some of those training rules and procedures that we developed
into a program.
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Apart from protecting the central market itself, the intention is also to give quotations to clients trading in the
market. That introduces the concept of ‘priorities’. Finally, on the question of protecting the small investors, both
Parliament and ourselves, together with our regulator, are very concerned with how we can encourage the small
business into the market. We have taken special steps to address small business and small investor needs.

We have got excellent electronic surveillance capabilities. We are not only able to track what happens from the
point of time of an entry through a market's entire life, we are also able to time-stemp. This is very useful
information. Through these capabilities, we are able to trace not only insider trading, but also cross-feeding things
like front nnning. For example, we can po back to Thursday of last week, and show what trading took place in
our shares between the hours 10 am and 11;30 am. And, as 2 result, people can search stzp-by-step how trades
came into the system and how they were matched, and what sort of trades flowed from that. This is a very useftl
tool from the point of view of investigating which trades may have come forward. Also, the trading between
members is confirmed in real time,

The JET system is made up of three electronic monitors which monitor the person who is dealing in large blocks
(quantities of 100 shares or multiples of 100 shares), the odd lots, and special terms.

The odd lot training is actually managed by a specialist. We invite our members to tender to act as a specialist
in the JET system. One member is appointed to act as that specialist, and he is obligated to trade every single odd
lot that is entered into the odd lot order book. He is also expected to trade all of those odd lots at the price of the
- next round lot of the stock. The big difference that ariseg in this, is that in the past, when trading odd blocks, these
have always been traded at a premium when you are buying or at 8 discount premium when you are selling. Now
the odd-lot investor is actually benefitting from the better price and when he trades in odd-block.

(Mr. Till demonstrates the system through a PC-based simulation. See slides.)
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"Order Book - XYZ Limited

G— Buy =~ Sell —>
Member | Quantity | Price | Price |Quantity | Member |
/ 103 | 16000 c |
) 102 | 1500 | D
A&B | 5000 100 -
F | 4500 | 99 -
_-"J -- m1000O . 98 -




Satisfaction Rule
| Example

Market Maker Function
AI/C Code: 42044 |
Counterparty: 00020 Share: XYZ Volume: 400 000
Bid: 97 Obligation: Sell 19500 Total R's 19 255.00
Offer: 99 Obligation: Sell 5000 Total R's 5 000.00

| Bid |  select Bid/Offer & | Offer |
Press “"Enter” to complete transaction
| OR ,
' Press "Delete™ and enter a new Bid/Offer

Seconds Remaining: 30
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"FEAS Towards the Year 2000"

Presentation to the ASEA
Johannesburg, South Africa
26 April 1996

ROSALIND MARSHALL
Assistant Secretary General - Federation of Euro-Asian Stock Exchanges

Brief History

At the initiation of the Istanbul Stock Exchange the Federation of Euro-Asian Stock Exchanges was
established on May 16, 1995, by 12 founding Exchanges from countries in Europe, outside the European
Union and EFTA, including CIS, Central and South Asia, and the Middle East. As you can see by this
map {map slide], the exchanges represented are as diverse geographically as they are in their respective
areas of development (discussion to follow). The founding members are: Yerevan SE (Armenia), First
Bulgarian SE (to become the Bulgarian SE after the merger of 6 regional exchanges) (Bulgaria), Zagreb
SE (Croatia), Tehran SE (Iran), Tel-Aviv SE (Israel), [stanbul SE (Turkey), Amman Financial Market
(Jordan), Central Asian SE (Kazakhstan), Karachi SE (Pakistan), Bratislava SE (Slovak Republic),
Ljubljana SE (Slovenia), and State Commodity and Raw Materials Exchange (Turkmenistan). The new
members, admitted at the 1st Annual General Assembly in October 1995, are the "Toshkent" Republican
Stock Exchange (Uzbekistan), the Moldovan Stock Exchange (Moldova), and the Kyrgyz Stock Exchange
(Kyrgyzsten). The Lahore Stock Exchange (Guarantee) Limited (Pakistan) was admitted as an associate
member. As each country can be represented by one full-voting member, we created the category of
associate member to include other exchanges such as Lahore.

Why? Why a Federation of Euro-Asian Stock Exchanges? The Istanbul Stock Exchange felt sirongly that
a Federation should be established based on the following criteria:

. Regional representation. Many of the Federation members are excluded from associations
based on geographical location, such as FESE which accepts European exchanges whose
countries are part of the EU, the Association of Arab Stock Exchanges excludes all our
members except Jordan, etc. Istanbul noticed that, regionally, there was no representative
voice to facilitate the movement toward globalization.

) Emerging market commonality. By virtue of the nature of this geographical area, all
members are emerging markets in various stages of development. Because of this
emerging market commonality the experiences and problems are unique o this group of
exchanges as opposed to those of more developed markets.

. Capital market development. Through this association, the Federation has developed a
set of common goals that ultimately will promote the development of member capital
markets. The premise here being that greater achievements and successes can be derived
through collective versus individual efforts and spill over to the region in aitracting the
attention of global investors. Additionally, as the Federation moves towards the
standardization and harmonization of rules and regulations, the opportunity for cross-
border trading will move into the sphere of member regions.
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Qbfectives

Internationalization. By virtue of its "international” nature, FEAS is an international
organization. What is meant here is that the adoption of more standardized and
harmonized legisiation, operations, etc. to create cross-listing and cross-border trading
opportunities. This is a particular thrust behind many of the goals and objectives that we
will discuss later. FEAS is utilizing other full accepted international organizations such
as IASC (International Accounting Standards Committee) to help them identify and
prioritize those factors affecting cross-border trading.

Information. A large factor affecting all capital markets and primariiy emerging markets,
is the disclosure, dissemination, and distribution of information necessary to accommodate
investors’ demands. Experience and technology play a key role here and the Federation
is heavily focused in this area as you will see later.

Training. As a region, the Federation can promote training among its members by
attracting market experts in many fields, promoting products and services, etc. of interest,
and providing a regional location for this training to take place. We'll discuss what has
been done to date at a later time.

The main objectives of FEAS, as stated in the charter, reiterate the premise upon which the organization
was established. Additionally, these objectives provide a common denominator that transcends the
diversified needs of the members. These objectives, as stated in Section 11 of the Charter, are as follows:

a) To encourage cooperation among the Members and Associate Members in order to
promote the development of their respective securities markets.

b) To act as a representative voice of the Members and Associate Members vis-a-vis the
Federations and Associations of Stock Exchanges in the world.

<) To promote the development of more integrated International Stock Exchanges in the
region and offer listing and trading opportunities for Securities issued in the region.

d) Any other objectives approved by the General Assembly.

QOrganizational Structure

To facilitate the above, FEAS members voted on an organization structure shown in the attached slide.
FEAS has an elected President (Mr. Tuncay Artun, Chairman of the Istanbul Stock Exchange) and an
elected Vice-President (Mr. Walid Asfour, Chairman of the Amman Financial Market). The Secretary
General (Aril Seren, Senior Vice Chairman of the Istanbul Stock Exchange) was appointed.

So where does that leave us as a group? Let's take this time to briefly discuss the diversity so that you
can better understand the internal structure and 5-Year Strategic Plan.
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EEAS Member Diversification

The composition of FEAS is made up of emerging markets in various stages of development. Currently
there are 15 full members and 1 associated member representing over 2,000 traded companies with a
market capitalization of over 100 billion US$ [Graphs 1 & 2] and an average daily traded value of over
350 million US$. The diversity of FEAS can be seen in the average daily traded volumes of the largest
exchange at over 200 million US$ and the smallest at under 500 US$ [Graph 3]. Openings, or dates when
trading actually began, can be seen here with the youngest at less than a year (the Moldovan Stock
Exchange) and the oldest established in 1947 -- the Karachi Stock Exchange [Table]. Current statistics
of the members show the retun on Indices for the month and the quarter. [Graphs 4 & 5].

Mission

As can be seen from our discussion of the diversification of our members, it was imperative to adopt a
mission around which all the goals and objectives of FEAS will be focused. Thus, the mission of FEAS,
as adopted by the General Assembly which convened for the first time in October 1995, is to create fair,
efficient, and transparent market environments, with little or no barriers to trade, between the FEAS
members and their operating regions. Hermonization of rules and regulations and adoption of new
technology for trading and settlement by member securities markets, will facilitate the objectives of FEAS
by promoting the development of the member markets and providing cross-listing and treding opportunities
for securities issued within FEAS member countries.

The role of FEAS in developing the emerging markets of the region can be seen in the 5-Year Strategic
plan as adopted by the Federation. The following details the plan:

Category 1

The main objective is to facilitate the development of domestic markets with a goal to achieving greater
interaction, cooperation, and harmonization among the FEAS securities markets,

a) In the development of domestic markets emphasis should be placed on the standardization
and/or harmonization of the issues most immediate and important among the FEAS
members. Some of those issues, requiring immediate priority in terms of importance,
could be as follows:

. listing requirements;

] trading rules and operational structures;

v settlement operations and controls;

« disclosure and financial reporting (with regard to intemational accounting

standards);

. corporate actions as it specifically relates to their adminisiration; and

. the tax structure for foreign mvestors, with particular attention to repatriation.
b) As item (a) ebove is accomplished, the objective will be to move towards cross-listing and

joint-ventures across all FEAS markets through the creation of a standardized and

harmonized trading environment.

Stock Market Regionalization In Southern Africa 3 Price Waterhouse LLP



Within the scope of items a and b above, joint marketing activities coupled with the exchange of
information among the FEAS members would promote and facilitate the achievement of greater volume,
liquidity in member markets while gaining exposure to inter-regional investors and issuers.

Cartegory 2

The main objective of this category would be to achieve higher efficiency among FEAS members through
technological cooperation. It is very important that FEAS members take advantage of state of the art
technology, which facilitates greater efficiency at stock trading and settlement. With a goal of achieving
this objective, the following areas of importance may be considered:

a) improving communications among member markets through the utilization of information
vendors, intermediaries, and direct computer interface with the FEAS center.

b) determining criteria and creating specifications on a technological level among the FEAS
members with the goal of establishing trading, settlement, and custody software to be
commonly adopted by all FEAS members.

¢) creating in design and form, developing, and implementing new products within the
member exchanges.

d) through the standardization of information by designing, developing, and implementing
a database on all members of FEAS.

Category 3

The main objective of this category is to establish the requirement for the General Secretariat as well as
the FEAS membership to act as a representative voice of the members vis-a-vis other Federations of Stock
Exchanges and related Associations in the world. It is deemed beneficial for FEAS to be in constant
contact with other organizations of stock exchanges. Objectives in this category can be accomplished
through:

a) the design, development, and implementation of FEAS reports, newsletters, press released,
and other information for distribution to all members and associated groups.

b) by attending and promoting FEAS through other intemational organization meetings,
seminars, roundtables, or related activities as appropriate.

¢) through the wtilization of the statistical database to publish a member handbook for
international distribution,

d) through the use of international data vendors.
Category 4
The main objective of this category is to promote the development of markets within FEAS, international

in structure and operations, to achieve greater liquidity and exposure to global investors. The
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accomplishment of this objective would be through the efforts of the working committees and the
achievement of the goals and objectives in the three categories above.

Establis) ¢ o Working Struct

The assembly voted to amend the Charter to create an executive body, the Executive Committee, and two
Working Committees, one for standardization and harmonization and one for technology. See slide.

Current Stalus

The FEAS Working Committees met from January 22nd through the 25th in Istanbul. The results of those
meetings were to establish subcommittees and assign specific action items and tasks in order to make
recommendations to the General Assembly in September. 1 would like to hriefly outline the tasks that
were set forth for 1996 by each Committee:

Technology Working Committee

1. It was agreed that certain specified information from each FEAS member market should
be made available to the rest of the FEAS members. Therefore, it was recommended that
a FEAS DATA CENTER be established in the Headquarters of the FEAS Secretariat.
This data center will be established to collect and disseminate data from all members.
Either a portion or all of the available information will be made availahle to the rest of
the world.

2. That any information dissemination would be carried over reliable communications
systems within each market and also among markets. Such a system should be set up to
transmit information among members and the rest of the world via the FEAS DATA
CENTER.

3. In the event that the Rules and Regulations Committee puts forward recommendations to
standardize or harmonize trading and settlement systems within the region, it is
recommended by the Technology Committee that they work towards the employment of
standard software solutions for these recommendations.

4, For the purpose of expediency, the newly created Subcommittee will be broken up into
regions headed by the following exchanges as stated below:

The Bratisiava Stock Exchange will cover the region of the Slovak Republic, Slovenia,
Croatia, and Moldova;

The Istanbul Stock Exchange will cover Bulgaria, Turkey, Iran, Jordan, Israel, and
Armenia; and

The Kyrgyz Stock Exchange will cover Pakistan, Kazekhstan, Uzbekistan, Kyrgyzstan,
and Turkmenistan,
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Rules and Reeulations Working Committ

1. The Rules and Regulations Committee recommended that, to facilitate ease in cross listings and
cross-border trading among FEAS member markets it is desirable to work toward standardization
in accounting, disclosure, and listing requirements, along with harmonization of trading systems
and rules as well as settlement procedures. The resulting product of such work wil! be in the form
of recommendations put forward by FEAS, which each member may find desirable to utilize in
its existing domestic market or work towards using in the future.

2. That the subcommittee will analyze and report on the possibility of standardization, for the
purpose of cross-listing within the FEAS region. This subcommittee, in conjunction with IASC,
will take into consideration, among other items, accounting formats in reporting; disclosure
requirements, external audit requirements and frequency; basic criteria for listing and de-listing;
and corporate actions.

These two Working Committees will reconvene prior to the General Assembly, in September, to assemble
the subcommittee recommendations.

Other Benefits

As you can see, FEAS is moving towards the development of capital markets within the region of FEAS
members. Since its inception, FEAS has created an intermal structure, a newsletter for international
distribution, and has held a training seminar entitled “Operating Successful Stock Markets in Emerging
Economies." This seminar covered discussions of topics of concer and interest to the emerging markets
of the region within FEAS, including surveillance, regulatory environment, trading systems, settlement and
custody procedures, disclosure, listing requirements, international accounting standards, globalization and
harmonization of internationa! securities markets,

In conclusion, the challenges that lie shead for FEAS are an aggregate of those facing all developing
economies around the world. We as an organization are committed to the development of our collective
capital markets with the goal of moving the region into the global arena. However, we also realize that
a good deal of work to standardize and harmonize across a very diverse set of economies lies ahead. With
the support of organizations such as IASC, associations such as the ASEA (Association of African Stock
Exchanges) and its members, and our efforts, we look forward to achieving these goals.
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Developing Clearing and Settiement Infrastructure in Southern Africa

Dr. Auguste Rimpel, partner in charge of the Price Waterhouse capital markets group
in Washington D.C , discussed strategies for developing depository and custodian
institutions, and presented the following slides.

































Linking Privatization and Stock Market Development:
The Role of Ownership Diversification Schemes

Jeft Schwartz described the linkages between stock markets and privatization,
in particular the methods available to broaden ownership in the private sector,
and presented the following slides.













































Working Group Sessions

Symposium organizers provided participants with an opportunity to convene in smaller groups during the
afternoon of both conference days to identify and discuss areas in which standards can be harmonized.
Participants were allowed to sign up for ane of four working groups. Facilitators with experience in each of these
four substantive areas helped guide the discussion. The Working Groups were the following:

Group 1 Lisring requirements and accounting/auditin orfing rules. Among the issues that
can be debated are: if complete standardization is neither feasible nor desirable, are there some basic
listing requirements to which all countries in the region can agree? What minimum auditing standards
are accepteble to all players in the region? What about enforcement rules/guidelines/powers? Facilitator:
M5 Rosalind Marshall (FEAS)

Group 2 [Brokering rules and cost effective exchange opergtions: Among the issues which can be
debated by the group are: what minimum certification requirements can/should be demanded of all
brokers in the region? Are there basic brokening rules to which all countries can agree? Which ones?
What defines a cost effective exchange operation? Whal are reasonable fees for settlement end clearance,
depository services, for listing, etc.? Facilitator: Mr, Darrell Till (JSE)

Group3 Cleari d se central depository and custodial services. Among the issues that
can be debated by the group are: what are reasonable clearing and settlement standards for the region?
What arz cost effective mechanisms for establishing and running central depository and custodial
services? Facilitator: Dr. Auguste Rimpel (Price Waterhouse)

Group 4 Broa icy issuey affecti roionizail

foreign_exchange controls: Among the issues that can be debated by the group are: what are
acceptable/reasonable taxation policies regarding issues such as dividends, capital gains and losses?
What is both feasible and desirable regarding harmonization of foreign exchange policies? Facilitator:
Mr. Michael Unger (USAID)

The objcctives of the working group discussion sessions were to:

(1) analyze and discuss the extent to which countries in the region have moved and can continue to move
towards some form of harmonization;

(2) identify the extent (o which current standards in a number of areas (ranging from listing
requirements, to brokering rules, to clearing &nd settlement and exchange controls and taxation) are
acceptable to all countries in the region;

(3) identify specific standards/rules/requirements which are currently not acceptable to all or even a
majority of countries in the region;

(4) identify pext steps that organizations in the region can/will take to help produce greater
harmonization.

Dr. Arie Beenhakker, Professor of Finance at the University of South Floride and a member of the team that
prepared the USAID-sponsored report on the Regionalization of Stock Markets, then summarized the working
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group results on the final day of the symposium Summaries of the working group discussions and their
recommendations, as well as Dr. Beenhakker’s remarks, are provided in the pages that follow.

Summary of Working Group Discussions and Presentations

Working Group 1--Listing requirements and accounting/auditing and reporting rules

Issues discussed:

1

There is interest in harmonization of standards, which need not mean the adoption of uniform standards.
The proof of this growing interest iy that dual listings are becoming more common. The ASEA definition
of harmonization discussed this moming, whereby, minimum standards can be agreed, without having
to compty with all the couniry's rules and regulations makes sense as a basis for harmonization.

There is already a fairly high level of commonality in the standards regarding disclosure requirements.
Broad parameters in this area are established by the Companies Act governing joint stock companies in
these countries. Most of the Companies Act are besed on British law, Commion ground is also provided
by the fact that companies follow IAS (International Accounting Standardg), and many are audited by
Big 6 companies.

Current Taxation Act and Companies Act may also present stumbling blocks. While there is basic
common ground, further movement, in terms of agreeing on deteils of disclosure and hsting standards,
may be impossible Lo achieve until certain aspects of the Companies Act and Taxation Act in each
country are amended. Achieving this degree of harmonization will be therefore a much longer and more
involved process, requiring a long term view by the interested players.

The natural forum through which to continue lobbying for basic changes and reising level of awareness
of public and private sector offictals is the ASEA.

Next steps for the group on Friday will be to review the Malawi Stock Exchange rules, as a way to
identify detailed issues on which there are major differences and identify a strategy to address these
differences. The group has selected the Malawi Exchenge rules because it is a new and evolving
document, reflecting the experience of Botswana, Zimbabwe, Johannesburg,

Notes from the group discussion suggest that the group debated, but could not reach closure/consensus
on: minimum capital requirements, minimum number of shares, pricing of shares (only that prices need
to somehow be kept low to keep shares widely accessible).

Recommendations.

After discussing the above issues, Group 1 identified a number of steps that should be taken to promote greater
harmonization of listing requirements. The group also identified four main categories that could be looked at.
These categories are the listing requirements themselves of each of the exchanges, the contents of the
prospectuses, the contents of the memorandumn and articles of association governing the public compames in each
of the countries, and the stendardization of the application form
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1. A set of minimum requirements should be compiled. Group One decided that a set of minimpm requirements
for the region would be highly desirable. In this regard, it suggests a regional task force be set up which would
look into the issues of putting a set of minimum requirements together. That would then facilitate cross listings
and regionalization of the market because the amount of work over and above those minimum requirements
between the countries involved would be marginal if those minimum requirements were adopted.

Under the auspices of ASEA, it was felt that the Johannesburg Stock Exchange, with their large infrastructure
in place, would probably have enough resources to do this exercise under the group’s guidance. It was proposed
that one person should be responsible for the coordination of such a study and recommendations be made to
ASEA which would then be adopted by ASEA itself. And so these minimum requirements would not necessarily
mean just specifically a Southern African Stock Exchange market, but also stock exchange requirements that
could be applied to the rest of Africa. But it is highly desirable, and at the end of the day, the results of that study
would be voted on by the ASEA members,

Minimum listing requiremments will be put into place in broad categaries. They will include requirements of the
minimum number of shares to be held by the public, the percentage of the company offered to the public, the
number of public shareholders, and, possihly, a requirement on the minimum shared capital. In this early stage,
the group would concentrate on the broad principles and any cross listings, ete., or any developments from that
would be based on the fact that the listing requirements musi, at least, contain these suhcategories of
requirements.

2. Disclosure requirements should be standardized to protect investors and increase investor confidence in
the region. On the contents of the prospectus, one of the core issues would be the need for full disclosure to the
investing public on anything that's happening to the company, anything tnitiated by the company in taking over
other companies, rights issues, et cetera. There must be full disclosure to the general public even for listings
which happened by way of introduction of depository rights. For example, Chearles Mate of Zambia was not
happy that ZCCM was listed in London. There wasn't necessarily a requirement in the Zambian rules to say that
a prelisting statement must be published in Zambia.

3. Company Acts throughout the region should be reviewed. The Acts outline basic disclosure requirements
for registered companies. A basic review of such legislation wouid enable ASEA and other interested players to
understand better potential roadblocks to hanmonizing standards on information disclosure throughout the region.

The review should be accompanied by a review of the Articles of Association used throughout the continent. The
review should focus on the types of disclosure rights given to the shareholding public and to corporate directors
(including who has rights to decide or approve mergers, acquisitions, and liquidations, issuance of shares, raising
debt, preferential treatment for existing sharcholders, etc.).

Under harmonization of the memorandum and articles, some important issues are involved. The memorandum
and articles cover the directors' obligations to the general puhlic, i.c., the borrowing limits of the company, of the
listed company.

4. The application form for listing should be standardized. Actions can and should be taken to encourage
harmonization in this area. Here, the overriding principle is that there is a resolution that is issued by the directors

of the company to agree to abide by the rules and regulations of the exchange. This could be a common standard
without any problem.
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5. Accounting standards should be reviewed. This is an area that may need very little attention because of the
consistency in application of the International Accounting Standards. There are the Big 6 Firms in the region. All
public companies, in terms of the laws applicable in each of the countries, have to be audited anyway. We would
assume the Big 6 are involved there.

6. The burden of responsibility should be on the staockbroker. The stockbroker sbould be able to bandle eny
issues as the representative of the stock exchange itself. In Zimbabwe, there's a requirement that the
responsibility for every issue rests with the intermediary, being the stockbroker, between the company and the
merchant bank that's holding an issue. They were trying to make sure through an agreement that all the stock
exchange rules and regulations are complied with. That's important in maintaining standards.

7. Listings should be conducted through a sponsoring broker to ensure that listing/rights issuance fs
conducted praperiy.

In summary, the Group’s recommendations are:

a. Set up a task force for the region; submit findings to ASEA in long run.

b. Harmonize listing requirements,

¢. Encourage harmonization of certain minimum standards for Articles of Incorporation.

d. Encourage companies to provide maximum disclosure to protect the investor,

e. Standardize listing application forms,

f. Harmonization may be helped along by policies that either award or withhold tax incentives unless
companies comply with certain standards.
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Working Group 2--Brokering Rules and Cost Effective Exchange Operations

Issues discussed.

1.

Establishing membership requirements and processes for registering mdividuals and corporate entities.
In particular, the group debated:

&. The minimum requirements for an individual entering the brokering profession: What should be the
minimum leve! of education? Should an examination be required? Should there be a common
examination for Africa, the region? Who administers this exam? Who designs it? Also, is previous
experience going to be a requirement? And if so, where do brokers in new exchanges go to get that
expenience?

b. What other requirements should be placed on brokers? Should there be a credit reference as is required
in the UK? The group here found wide variation in the region.

¢. Financial requirements for membership (whether individual or corporate). The group believes this area
would be particularly difficult to standardize, given differences in the economies and markets.

d What entity should decide on membership requirements; the Exchanges? an independent authority?
Which authority might this be?

The rules of the trade--by this they mean not whether it should be open outcry or call over, but the
method of the trade.

Education of various critical actors/players in the market: from the brokers (who in a new market may
lack the expertise and knowledge, and lack immediate access to both), to individual investors in the
markets (whose interest is critical for any initiative to broaden share-ownership), to education of sentor
policy makers and regulators.

Surveillance. What should be the method of surveillance? Which body should be responsible? Should
it be seif-regulating? Should it be independent? How should the smaller markets be treated, where often
a single entity is the broker, the exchange, the regulatory body? How to overcome investor perception
problems? There may be some requirements that can be imposed, such as legislation to insure there is
a hard copy of the trading record kept, as well as other policies adopted to facilitate survetllance and
monitoring,

Pricing, The group decided that it would be impossible, and undesirable, to seek to standardize pricing,
In fact, it would have a negative effect on competition, to the detriment of investors interested in the
region.

Automation. How feasible and desirable would it be to automate the smaller exchanges? What would
be gained? The group helieved that while desirable, the limitation is financing for such an investment,
and whether the investment can be justified in light of the market's limited size.

A participant raised the point that there is at the present a fairly significant debate regarding the need for
an exchange in the smatler markets. Why not OTC only?
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After discussing the above issues, the group made recommendations to the plenary. In each case the group
identified key action items, the prionity that should be accorded to actions, the mechanisms for acting upon these
recormmendations and the type of group/organization that could follow through on these actions. The group made
clear to the plenary that by recommended standards they meant “minimum standards.” Moreover, the group
recognized that il was extremely important (0 coordinate carefully with ASEA and the ASEA executive.

Recommendations.
Trading
1. Develop Best Practices Guidelines for the following areas:

Transparency

Best execntion - Price/Time

Efficient price discovery

Trading capacity

Established facilities for an audit trai!

Prevention of insider rading

Standardize terminology (Very often what is used in one area doesn't zctually mean the
same in another area. ln a regional context, that's quite important as well. The group
placed a high priority to try and develop guidelines to suit those issues.)

e o oo

ines? One possibility is this

worhng group ora Speclal commmee formad under ASEA

: guidelings be develgped? It is important to develop these guidelines in close consultation with
all the exchnngcs in the continent. After such consultation, the Working Group can make recommendations,
circulate the draft guidelines and secure acceptance through a forum such as ASEA,

When? These actions need to be given very high priority.

2. Promore automated trading. This will require developing a trading model {a very basic model--no fancy “bells
and whistles™). A trading mode! should be developed that is flexible enough to handle different situations and
different size exchanges, It would be nice to have a donor agency defray costs for small exchanges, in particular.
The trading model can then be adapted for different exchanges.

Who? & How?. Again, & Working Group, perhaps advised by consulting specialists in this arca, needs to be
created. Perhaps a donor can help with the development costs.
When? Compared to other areas, this has relatively low priority,

3. Improve communications among exchanges and between exchanges and investors within and outside the
region. The Working Group should take the lead in developing a paper which encourages the improvement of
communijcations within each country in order to reach a point of interexchange communications that are workable
at a good technical level
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Wha? This Warking Group could again take the lead.
How? The Working Group would draft recommendations and distribute to all exchanges for comment.
When? This is considered a high priority area.

Membership

1. Develop entrance exam standards for traders and brokers, There should be minimum age requirements (with
a minimum recommended age of 21 years). This Working Group should work towards developing a standard
entrance exam This could be done either by high school, or it can be done regionally, but it should be of a general
nature, so that anyone who does become a member at least has some tdea of how a stock exchange works.

For the various job categories, there should be further exams to specialize depending on whether one wants to
be a dealer (he shoukd know the rules, exchange controls, etc.) or researcher or bank officer. There is one broad,
general enfrance exam.

2. Institute minimum capital requirements (recognizing international norms / standards). As far as membership
is concerned, there should be minimum capital requirements. These must be investigated by a working group. No
one should tell any particular stock exchanpe that they should have that, but there gshould be some form of a
capital requirement and a working towards an infernational norm or standard. Draft requirements shottd go back
to the individual stock exchanges for comments. There's a fair amount of urgency in that.

3. Promote equal access/treatment. Standards need to be developed to promote equal access and treatment
throughout the region. Such standards would need Lo address:

- Terms/conditions with specific categories

- Financial/Integrity and Business Ethics (code of conduct)

- Be Function related

- Qualifications: university entrance level of education

- Minimwm practical experience (possible std to work towards})

Equal access, treatment terms, or conditions should be developed for specific categories such as full members,
Jjumior members, jobbing members, etc., and these should include issues such as the financial integrity of a broker,
business ethics, code of conduct. There should be 2 minimum age limit for individuals of 21 years,

In terms of 2 qualification recommendation, there should be a minimum qualification of a university entrance,
based on an A-leve! exam which is the standard in Swaziland. We think there should also be some specification
for minimum practical experience so you don't just get someone off the street onto the exchange which can have
major, embarassing financial ramifications,

Who? Working Group
How? Draft Report and Comment
(ensuring the regulations are satisfactory to potential trading partners)
When? High Priority
4. Eliminate the Practice of Trial by Peers. This is an issve which the press seems to love, the trial of our peers

which many of us suffer from This group should develop some standards to separate the responsibilities. There
was a problem with small exchanges where there might be one broker who really regulates himself in a big

Stock Market Repionalization in Southern Africa Price Walerhouse LLP



exchange. There should be some standard that people should aim towards, recopnizing the fact that there might
be some problems, though, with a very small broker. But that is something that we would like to aim towards,
which will eliminate this issue of trial of our peers. In many instances, it's quite comforting to know that you can
inveshpate yourself. You always know what the answer is going Lo be.

Who? The Working Group would take the lead.
How? The Working Group would draft recommendations and distribute to all exchanges for comment.
When? Medium Priority.

Improve Surveillance, Anocther priority area is the development of standards to measure and control risks.
Included in this area are standards for record keeping and for enforcement and disciplinary compliance
procedures, including sanctions, These issues are not very important in a brand new market. It is not that wrgent
because it seems to be working alright, but if there is a calamity somewhere, obviously, a working group might
be able to place a great priority on that. Nevertheless it is important to develop standards for the enforcement of
disciplinary procedures for compliance, and this could go as far as just to recommend a warning. It might even
go as far as a procedural suspension at this stage.

Who? Working Group

How? The Working Group would draft recommmendations and distribute to all exchanges for comment
When? Meditm Pricrity, except for the development of minimum standards on record-keeping, which needs to
be given a much higher priority.

Develop Education Programs. It is critical to develop basic education programs for:
- Members/Dealers
- Surveillance
- Stock exchange staff
- Investor proiection and to promote wider share ownership through privatization
- Regulators
- Foreign Investors (i.e. education with respect to specific market)
- Issues related to Listed Companies/ to be listed (ie; new & existing)

Who? This is an area in which the Working Group could again take the lead.
How? The Working Group would draft recommendations and distribute to all exchanges for comment.
When? High Prionity.

General

1. The Working Group believes it importent to ensure that the recommendations made by this and other groups
regarding harmonization of standards get conveyed 1o ASEA. The natural vehicle for doing this is through the
Price Waterhouse stock market report. This report will be available and disseminated well before the October
ASEA conferemce.

2 The Working Group has noted several arcas in which donor or other specialized assistance is required It is
hoped that ASEA will belp facilitate access to some of these resources,
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3. The Working Group discussed Pricing of Services. It decided that no recommendations should be made
regarding standardization in this area, as this 1§ considered highly impractical. Rather, such issues should be
sorted out through competition,

Working Group 3—Clearing and Settlement, Central Depository and Custodial Services

Issues discussed:

1.

Clearing and settlement. The group agreed that it is desirable to have stock markets in the region move
towards G-30 standards. The issue becomes a question of prioritizing, Since there is Lo be a presentation
tomorrow regarding how adoption of the varions G-30 recommendations could be prioritized, the group
tabled further discussion in this area until tomorrow.

In addition, the group agrees that it may be unreasonable to expect that all standards will be met
overnight. Therefore, what is important is to agree on a time¢table for meeting critical milestones by
ceriain dates (e.g. T+3 may not be possible right away everywhere, but there could be an agreement to
move to TH4, etc.). The group believes it is important to also review the extent to which what and how
G-30 recommendations are relevant to small markets.

Central depository (CD). The only CD system is in Zambia. The group's view is that establishment of
a CD would be a big boost to the market. But there are many barriers. Movement to a CD would
necessitate "scrip-less” trading. There are major psychological barmiers to this (people like to hold the
cerhficates). The group believes this is perticularly true among the smaller investors, and in the less well
established exchanges. There will need to be an investor education component. investors need to be
informed as to how the system works, and its advantages in terms of security (no chance of lost share
certificates). Back up systems in case the central electronic entry gets somehow corrupted also need to
be developed.

Transfer secretaries may also be reluctant, as their role disappears. Moreover, it is important to consider
if the country’s basic legistation is compatible with a CD system.

A problem or possible fear is who controls the depository, If one company runs it, how is the monopoly
controlled? The Zambia example was discussed, where the CD is jointly controlled and run by Barclays.

A major stumbling block is the system for clearing checks. The present system does not allow for fast
clearing of payment. This lack of timely payment discourages investment.

Recommendations:

After discussing the above issues, Group 3 made recommendations to the plenary. The group recognized that it
was extremely important to coordinate carefully with ASEA and the ASEA executive. The areas in which Group
3 made recommendations, in order of priority, are:

1. Encourage trade comparisonon T + 1,
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2. Encourage the creation of a Central Depository,

3. Encourage adoption of Delivery versus Payment (same day funds).

4. Encourage a trades companison system for indirect market participants,

3. Encourege a irade netiing system

6. Encourage securities lending and borrowing in order to expedite settlement.

7. Encourage a move to T + 3 rolling settlement.

8. Encourage eventually moving towards adoption of ISO Standards.

9. A Warking Group should be established to monitor movement towards these standards,
10. Achievements must be made known both logally and intemationally,

11, Implementation of a privatization program to stimulate mterest and growth an the stock exchange
is imperative.
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Working Group 4—-Broad Policy Issues Affecting Harmonization Efforts in the Region
Issues discussed:

The group agreed that the whole area of capital markets has failed to receive sufficient atlention from
governments in the region. Four broad policy environment issues that need to be addressed in the context of this
symposium were ilentified and discussed:

L Political stability/commitment. It is not clear whether the majority of governments in the region have the
political will necessary to adopt the policies required to create an appropriate environment for
investment. Is there commitment to creating a stable macroeconomic environment? Is there the will to
establish and maintain the fiscal discipline necessary? The openness and transparency necessary to
eacourage fareign investment? Is there commitment to a privatization process that will be critical to
creating the supply of equities needed to get these markets going?

2. Enabling environment Among the types of enabling environment issues identified and discussed by the
group were: developing and adopting internationally consistent accounting standards, legislation to
encourage disclosure and transparency, investor protection Jegislation.

3. Tax policy. It is imperative to educate senior policy makers regarding how tax policy, by creating
incentives or disincentives to own shares, affects profoundly capital markets in the region. The group
decided that it would be impossible to attempt to reach agreement on harmonizing taxation policy.
Therefore, efforts should be undertaken to encourage movement towards clearer and more transparent
taxation systerns that are evenly applied to all investors {i.e. eliminate bias against foreign investors that
often exists).

4. Foreign exchange control. The group would like to encourage governments to agree to eliminate all
exchange controls. They realize this is a long term process, however. The intermediate goal should be
to remove restrictions on foreign purcbases of equities. Also, ideally restrictions placed on foreign
ownerships of equities would be relaxed and harmonized in some way throughout the region.

Recommendations:
The group made the following recommendations to the plenary, after debating the issues outlined above.

1. Enlist politieal support for key policy changes. It is important to convince the bureaucrats that they are there
to help the market, not restrict it. This requires lobbying and exposing the high level ministers to new ideas,
educating them on the needs, and lobbying and investing in educating the civil servants, the bureaucrats, and the
technocrats at lower levels. There is also an important lobbying role for the private sector to play. We should not
forget that stock exchanges are there for the private sector 5o we need to enlist the support of private companies,
The lobbyist needs to realize that this is a long-term education process. For example, it tock one year to convince
Swaziland of the concept of unit trusts.

These should be sensitive to the fact that politicians are not familiar with what stock exchanges "do". The first
step is to educate the politicians and bureaucrats at all levels. Most finance ministers don't see the benefits of

stock exchanges. They would rather provide money for building a dam because they see it as creating jobs. They
don't understand the benefits of stock exchanges as well as more tangible things like dams and factories
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2. SADC is a natural body for regional efforts of harmonization. The group recommends beginning with
regional harmonization at the country level and then barmonizing all of Africa.
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Closing Remarks

Dr. Arie Beenhakker
(Adapted from the transcript of the taped presentation)

It's a difficult task to summarize some of our findings and come up with some suggestions for the future.
In doing so, I want (o first acknowledge that Price Waterhouse and I have learned a lot from all of you
about the operations of a stock exchange system.

Ta begin with, I want to highlight the benefits of regionalization. One of the goals of regionalization is
cross listing. Cross listing is very good because it increases trades. However, cross listing also means more
fees to be paid by the companies. I would like to see some kind of arrangement in the future, whereby
companies that do multiple listings in different stock exchanges are offered lower fees. Otherwise, it might
become too expensive for the companies o cross-list.

Also, consider certain incentives for listing a company. Perhaps if a company is listed, it should get
certain incentives such as no dividend withholding tax or a lower corporate income tax. That makes it
very attractive for companies to do this. Also, capital gains taxes need to be revisited if trading is to be
encouraged.

Why Harmonize?

On a more generzl level, let us step back and consider why harmonize? This moming one of the
gentlemen here brought up the question of what are the benefits of regionalization, and why has it not
been done yet? 1 had my assistants at the University search for empirical evidence that regionalization will
increase the value of the shares being traded at the various exchanges. We could find no such evidence,
Therefore, we are making assumptions, but I think the assumptions are based upon a number of valid
factors which I've summarized below:

(1) Regionalization can help diversify ownership of companies brought to public. All too often,
perticularly in the smaller countries, shares are bought by just a few parties: the big institutional investors,
a few wealthier individuals. Regionalization can help broaden the base of ownership.

(2) Regionalization can help deepen the capital market. It will enlarge the pool of capital available for
trade, and increase the types of financial instruments available. Let us take options as an example, or
derivatives. There is a sophisticated trade in derivatives in South Africa, but it would be too expensive,
I believe, to also include derivatives in the small exchanges. In that sense, we can increase the types of
instruments to be traded.

{3) Regionalization can provide access to credible equity capital from foreign sonrces. By foreign
sources, | meant not just sources from outside Africa, but also sources from our own region. I think the
South African market can play a very important role in this regard. It can also reduce the cost of educating
brokers, traders, and the general public by pooling resources. This is very important.

(4) Another rationale for regionalization is that the smaller stock exchanges in Southem Africa suffer
from a lack of secondary trades. The regional integration of the stock exchanges can increase the supply
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of securities on each of the markets and [acilitate secondary trade. Also, once you start to think about
privatization, there's simply not enough capital available in the smaller countries to have a successful
privatization process. The supply of equities is expected to far exceed the availability of investible funds
in the smaller nations. Hence, the regional integration of the stock exchange will increase the ability of
investible funds; for example, lots of money is available in Botswana and even in Scuth Africa. By our
estimates, there's excess liguidity among these investors which could be invested in some of the companies
we have privatized in the countries where not that much capital is available, such as Swaziland.

If regionalization brings all these benefits, however, let us remember that it is not a remedy for ail
illnesses of small stock exchanges. You will not be able to get, in a short period of time, a dramatic
increase in secondary trade just because you regionalize. By regionalize I mean, incidentally, increase
cooperation as well as competition. Regionalization is a combination of competition and cooperation. To
increase secondary trade we need merchant banking and discount houses. There are not very many in
Africa. A discount house will be able then to increase secondary trade. The Central Bank of a country
could also have a sort of equity interest in the discount house.

If you ook around you in the world, only a very few stock exchanges have the size and the equity to be
global markets, truly global markets. You can count those on the fingers of one hand. Most other stock
exchanges serve a relatively restricted base of investors and issues drawn from the surrounding region.
In Mexico, Mexican shares are traded more and more on the New York Stock Exchange. In Europe, shares
are concentrated in London or in Paris. We will see that same trend, eventually, in Africa. That does not
mean that the small exchanges will disappear; these exchanges have a very important role to play in
raising capital in the smaller countries. But eventually, I think, we will get a balance between what should
be done by the smaller stock exchanges, and what ought to be done by the bigger ones.

Unit Trusts

The establishment of unit trusts is a very important fector in the growth of exchanges in smaller countries.
We do not have sufficient unit trusts in each and every country where we have the emerging stock
exchanges. In Ghana, for example, there's not a single unit trust yet.

There is not one discount house. There is no discount house in Swaziland yet. Yet we have to recognize
the fact that discount houses can play a very important role in accelerating the secondary trades as such.

Merchant Bankers

Although it hasn't been brought out sufficiently here yet, I believe we should not underestimate the very
important role of merchant bankers, what we call in the United States investment bankers. Once we get
cross listings of various exchanges, the merchant bank is going to play a very important role.
Unfortunately, we do not have merchant bankers in each and every country on the African continent. But,
again, we don't have to fail back upon the merchant bankers in our own country. We could use merchan

bankers from other countries. In South Africa, we have outstanding merchant bankers.

Foreign Exchange Regulations

Foreign exchange regulations constrain the growth of pension funds and the harmonization of exchanges.
The countries of the common monetary area (CMA), which include Swaziland, Namibia, Lesotho, and
South Africa, all have the same foreign exchange regulations. They, and other small countries, should also
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allow the pension funds to invest a certain percentage in hard currencies or in securities. How can that be
done? It can be done, for example, by establishing a unit trust in a country like Sweziland or Namibia,
and letting that unit trust invest up to 50 percent, which is now allowed in South Africa, in hard currency
securities. In doing so, you minimize the risk and maximize the returns.

Investors

Another point I want to make is that to make stock exchanges successful you also need investors. We
cannot just privatize all the time by listing issued shares and using the stock exchange. We need the
strategic investor as well. Governments and citizens are in a position to make money if they are wise
about how they use a strategic investor. For example, you allow a strategic investor to buy shares in a
company and have the government insist on issuing some out-of-the-money call options. Those options
should be available for the public in the country at very low price. Then you can exercise your option after
two years when the privatized company is making lots of money, at a predetermined price. If the
privatization process is successful, the predetermined price is bound to be far below the market price, and,
hence, the people in the country would really benefit from it. I think that is one way of counteracting the
very common situation in which the assets of a company are scooped up by foreign groups or by small
groups within the country.

We need to consider how to attract foreign investors. One way is through swaps. The way credits swaps
are being done these days is through negotiating the swap rate of interest that you have to pay and the
swap rate of exchange. As I've said, the rate of exchange which is applied when the monies are coming
in, and then when they go out is the same and is negotiated as such. And, of course, the better you are
in the negotiations, the better deal you can get. That's one way of counteracting the fear of depreciation
which, unfortunately, we are suffering from again in this part of the world.

Communication with Stakeholders

1 want to also emphasize, in brief, what has been mentioned already by the last group here:
communications between our stock exchanges in the region is so important. Each and every time I talk
with people from a different stock exchange I learn something. I think you can learn from each other a
great deal. Also, be in contact with the companies in your country. This includes companies which are
not listed yet because, hopefully they will be in the near future. Do this through the chamber of commerce,
for example, or do it through other avenues.

Also be in contact with the monitoring authorities. By the monitoring authorities, of course, I mean the
management of the Central Bank, and the management of the Ministry of Finance, because the monitoring
authorities must also truly understand that the development of the country is very much dependent upon
the development of the stock exchange. They need to understand that the days are over that we can expect
a lot of foreign aid. Capital is becoming more and more scarce around the world. Also, the days are
hopefully over that we have negative real interest rates for loans by commercial hanks because the rate
of inflation is higher than the interest rate. As long as we have that situation, of course, nobody is
interested in equity financing because you can get a loan at a negative interest rate, That situation has
basically disappeared in most countries. You must convince your govemments of the importance of the
further development of the stock exchange.
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Computers

I want to highlight a few points on issues where there is a lot of controversy, such as using computers.
I would like to just suggest the following. There are basically three categories for computer use. One is
simply for the records of trade, for customer cards and associate processing in the very first stage. The
second one is for the securities and portfolio analysis. That is very important. Third, we can also give
some professional advice on the side of the stockbrokers to the investors. It is only much later that the
smailer stock exchanges should think about security-trading systems, simply because they cannot afford
it at this point, in my view.

Role of Bankers

Much can be done very effectively by a bank. We don't need to do everything through the stock exchange.
They can, indeed, have the custody of the customer and the security assets. They can transfer the
securities, and could collect the difference or the interest in vaults. That processing, which is, of course,
very important, shouid be contracted out to a bank or to more than one bank. The contract could be for
three to four years. That will also more effectively leverage what is often a small staff. Small stock
exchanges should concentrate on the trade itself rather than the processing of the transactions after the
trades. Investment bankers, ideally, can do that, or if there is no investment banker, a commercial bank
can do it as well, or any financial institution can do it because they already maintain customer accounts,
so they can do it as well for the customers of the stock exchange.

Having said all this, I'd like to get feedback on what regionalization can mean from here on, and what,
perhaps, could be done usefully by our participants.

Education

I think we all agree there is a need for education. There's no question about it. Some kind of regional
publication on benchmarked performance would be very useful so that the small stock exchanges do not
just do it for their own country, but also see what surrounding countries, and, eventually, all the member
countries of the African Stock Exchange Association, are doing.

Information

What is very regrettable in this part of the world, and not only here, but also in the NIS countries, South
America, and some Asian countries, is that there is not good data to evaluate a company. In order to
evaluate a company, you should, ideally, compare with some of the averages of industries. If I want to
sec how company A's textile line is doing, I'd like to get the averages or the profitability ratios or solvency
ratios, et cetera, from the industry, and we do not have that yet.

South Afvica, as the largest country with a very modem financial sector, may assume the major role in
trying to get some kind of a database off the ground. Perhaps the trade associations have such an effort
already. The trade associations which are larger in South Africa than in some of your countries will play
a major role in getting that effort off the ground.
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Legislation

I have heard here and there that is very important for the further development of the stock exchange to
have completed, up-to-date company acts, and to have wonderful securities act legislation, et cetera.
Again, please do not get me wrong, I think it is very important for a country to have that legislation in
place, but we cannot wait for that. How do we go ahead without the "right legislation"? By simply
concentrating on the rules and reguiations of the stock exchanges.

Another thing that should be considered is the concept of African depository receipts, which are negotiable
certificates backed by the securities of a foreign issuer. This has been successfully used in other parts of
the world including my own country, the United States. I fully realize that you may still have some
foreign exchange regulations which make it impossible, but, on the other hand, we have the CMA.
Hopefully foreign exchange regulations will eventually be abolished throughout the region. 1 think it is
very difficult to abolish them soon, but I see nothing wrong in trying to convince our government leaders
to at least start abolishing some of the foreign exchange regulations between and among the countries of
Southern Africa and later on the whole African continent.

What to Harmonize?

I suggest that you may want to accept 10 categories in which guidelines for harmonizing rules and
regulations, which will be acceptable to our stock exchanges, need to be formulated. I suggest that in this
whole process we start, for example, with three or four stock exchanges, get them together and formulate
some broad categories, and then get more and more on the bandwagon. Eventually, of course, it would
be ideal to have all the broad categories of rules and regulations of stock exchanges approved by all the
member countries of the African Stock Exchange Association.

What are these categories?

For example, one category would be the organization of corporate governance. The second category would
be the listing of securities and the other ideas brought up already by Group One. You had many more
examples than the one I just listed over here, the schedule of fees. Many of these are very useful to look
into.

On trading, for example, we may address something about the price ranges and the use and number of
shares.

Another category for the stock exchange rules and regulations where we can find broad agreement is the
set amount of contracts that could, for example, address the establishment of a settlement agency. We
could, as I mentioned before, use a bank for that. The bank could be the settlement agency.

A fifth category, one which is very important, is the qualification of the members, a corporation versus
individuals. The sixth is the ethical conduct and the seventh is supervision and control, which includes,
for example, the regular amount of credit extended hy a member,

The eighth category is financial and operational responsibility. For example, itemized ledger requires the

scope of the audits. This is probably the category which requires most of the work, because bere we get
into some of the necessary operational aspects of the stock exchange,
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Number nine is discipline. This includes the necessary broad guidelines for suspension of a member, when
it happens, and how it happens.

Finally, in case of disagreement, arbitration. For example, you could decide on the selection of arbitrators.

These are the 10 categories that can be usefully addressed by our participants in trying to get a better
understanding what regionalization is all about. Regionalization, again, is a rather difficult concept because
on the one hand, we do not want to eliminate competition, but on the other hand, we want more
cooperation between and among the stock exchanges. Under no circumstances do we want to efiminate
certain stock exchanges. Each and every stock exchange plays an important role. But certain stock
exchanges in the smaller countries cannot afford the luxury of automated systems in the present time, and,
in my opinion, should not get involved in the present time in the trade of derivatives. It is not necessary,
either, because there's a very good market place for that in South Africa.
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SOUTHERN AFRICA REGIONAL STOCK MARKETS

SYMPOSIUM

SUMMARY AND CLOSING REMARKS

""Regionalization of Southern African Stock Exchanges"

Dr. Arie Beenhakker

(Adapted from the slides shown at the presentation)



Regionalization of the Southern African stock exchanges will not eliminate all problems

of small, emerging stock exchanges. Other efforts must be considered, e.g.:

1) The involvement of a merchant bank

2) The establishment of a unit trust

3) The implementation of a discount house

4) Use of special instruments, such as the out-of-the-money call option

5) Measures to widen equity ownership via discounting and set asides on shares
6) Education of the public regarding investments

7) Introduction of credit swaps to attract hard currency investors



Rationalization for Regionalization

1) Regionalization tends to:

-Disseminate equity ownership among the broad public

-Deepen the capital market, i.c. enlarge pool of capital and increase types of financial
instruments

~Enhance access to credit and equity capital from foreign sources

-Reduce cost of training and education



Rationalization for Regionalization

2) Only a few stock exchanges in the world have the size and liquidity to be global
markets; most other stock exchanges serve a customer base of investors and issuers

drawn principally from the surrounding region.



Rationalization for Regionalization

3) The smaller stock exchanges in Southern Africa suffer from a lack of secondary trade;
that is, buyers of securities tend to hold on to their assets rather than selling them.
Regional integration of the stock exchanges can increase the supply of securities on each

of the markets, thereby facilitating enhanced secondary trade.



Rationalization for Regionalization

4) Looking into the foreseeable future, the privatization process in Southern Africa will
significantly increase the supply of equity in the stock exchanges; the supply of equity is
expected to exceed the availability of investable funds in the smaller nations. Regional
integration of the stock exchanges will increase the availability of investable funds

thereby favourably affecting the price development of new issues.



Rationalization for Regionalization

5) The concept of regional integration is not new to Southern Africa: Namibia, South
Africa, and Swaziland (as well as Lesotho, which does not have a stock exchange) are
member countries of the Common Monetary Agreement, which is a monetary union with

parity conditions between and among their currencies, as well as similar foreign exchange

control stipulations.



Financing of an Exchange
-Listing Fees
-Fees for Brokers: a percentage for stock exchange
-Membership: a basic annual fee
-Possibility of Stock Transfer Tax

-Selling Information

Multiple Listing
-Increased benefits and higher costs

-Role of merchant bank



Minimum Capital Requirements for Brokerage Industry
Should have variations based on:
-Servicing of customer account only
-Also custody of customer property
-Also executes and clears trades

-Size of custody and clearance of balances



Post Trade Processing of Transactions
-Maintain customer accounts
-Keeping of records
-Custody of customer funds and security
-Transfer of securities
-Collection of dividends or interest
For a small stock exchange consider contract with a bank (merchant bank or commercial

bank)



Computer Use
Three categories:
-Records of trade, customer accounts and associated processing
-Securities and portfolio analysis
-Securities trading systems

Smaller exchanges should only consider the first two categories



Regionalization
-Trading and education
-Regional publication on market performance
-Commence a directory of companies similar to Standard & Poors
-Stock exchange rules acceptable to all participating exchanges
-African Depository Receipts: negotiable certificates backed by the securities of a

foreign issuer



Stock Exchange Rules

Categortes of Rules:
1) Organization and Governance (e.g. powers of the board)
2) Listing of Securities (¢.g. schedule of fees)
3) Trading (e.g. price range and units of number of shares -- for example, E10 -
E50 stock traded in units of 100 shares)
4) Settlement of Contracts (¢.g. the establishment of a settlement agency)
5) Qualification of Members (e.g. corporation and/or individuals as members)
6) Ethical Conduct (e.g. unfairly influencing the price of a share)
7) Supervision and Control {(e.g. the amount of credit extended by a member)
8) Financial and Operational Responsibility (e.g. itemised ledger accounts,
scope of audit)
9) Discipline (e.g. suspension of a member)

10) Arbitration (e.g. selection of arbitrators)



NOTE:
1) Communicate with:
-Stock exchanges in region
-Companies in your country
-Monetary authorities
2) Stop "eternal” bank financing
3) Equity financing important for economic development
4) Tax incentives for listing of a company:
-No dividend withholding tax
-Lower corporate income tax

-No capital gains tax
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