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ABSTI~ACT 

l'llc purpose or a 1\:n~ion Plan and/or Provident Fund is to provide income when a person 

retires !'rum t'<linl'ul cmplt ymcnt. A growing number of people arc interested in pensions 

man<I~'Cllll'lll, C!:-p ·cially as economic and political events continue drastically to inrluencc 

!'inanci:ll clcci~ions. Yd many people in Kenya do not have a basic understanding of pensions 

Jll:l!lagL'llH'nt situation in the country or the importance of prudent management or pension 

scheme. umil after retirement. At this stage, many individuals find it dirricult to support 

themselves and end up living miserably. 

Successful pension fund management is about consistent long-term performance. This in 

tum. demands the ability to spot and exploit invc::;tment opportunities at every stage or the 

c...:onomic cycle. This is what we are Jacking ami can only be achieved ir our style depend~; 

l,n sllong locus lcader'\hip, a discipline framework for investment mana!!cr~ to worl within 

au I a top cown, market driven approach to invL:stment vchici<.:s selection. 'I he Govc1nment 

'>houlu a]<,o cn.;ourar.!, promote and facilitate the development or pension scht.:mes that ~~~ e 

piOft· ·o,iontlly mana!'Cd. 

'I h al't · ,, 1 n ion ~chcmc in Kenya is e. timated at Sh.lOO billion hy thL: end f 1994. 

I hi t.o! , I um mainly in f0111l of hank dcpo Its and < th r ~h >It t 1m m n • ' 

J hi an am llllt that c n l h ·tt ·r utili ed by th · o •ct nmcnt in d • lopin' 

ll ltdurn • nd ·tl l b} Cl dihl · h 1 in 

I I B fll I in thi < u nt 1 that ) i 1\ l f1tin ' it dl i lu I 

I I I tl 'II II lllll n ith th I I It h 11 
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I lmvcver, the story coulu be di!Tcr~nt rm private schemes, hut sti ll a lo t need to he done to 

improve t!Jcir pcrrormam:c . Sl)lll ·or till; !'und sponsors dl) not regularly remi t contribut ions 

and also inllucnce the i11v ·stmcnt d ·cis ions that an~ vital ror the pruuent management of 

J>cn-;ion Pumls. 

The p1 incipal thing which investment managers do not clo is reconcile the analysis ·Of tile 

world and \\'hat is actually happening at the grass roots of companies. Once this 

rcCl)I1Ciliation has taken place, then it is possible to identify investJnent themes. Ench 

securi ty selected should reflect this theme. Further, the Trust Deeds should he truly 

cldinitivc. Thac arc many benefits in doing so, both direct and indirect. These include a 

better understanding of how the scheme operates, reduced risk or something going wrong at 

a later date, elimination of time W<lSting forays into the paper jungle to check mlministrativc 

powers and improvements in communications between the compa11y, the trustc:cs and their 

p··ofessional ad vi5crs . 

• 
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CI I APTER ONE 

LO JNJJ~OIHJ( 'TIO~ 

The pmpusc t1l' :t pcnsitm plan ami/or provident fund is to provide income when a person 

either rctirL'S ft\)!11 gainful employment or those who change jobs or dies while in 

employment. Pension funds have their origins in the United Kingdom during the reign or 
Queen ElizaheL11 1 in the 18th century. Poor laws were established during this time which 

extended well into the 20th century and can be regarded as the first beginnings of the wclf;_uc 

state. For instance. in the United Kingdom, on the retirement of an employee, a condition 

of the appointment of a successor \vas that he/she should pay a proportion of his/her salary 
/ 

to the retiring employee for the remainder of his/her lifetime 1 (Ellison I~, 1988). Over the 

years. p~nsion and provident funds have gained popularity to the extent that most of the 

major urgani;.r:1ticn1s the world ovcr operate pension schemes for their employees. In 

addition, there arc private and public schemes \\ hne any qual i ficd member o I wciety, ror 
exam pi<', the 5elf-cmploycd persons may join. 

• 

In th Unite I Stlh.'<,, there were approxinMtely 850,000 pension pl:lns at the end of I 98"/. 

P ·n Ill1 It nd :uc b · f.1r th ·large t mvcstor in common stocks anclli, cd income sc 'tlliti · 

Ill th · l . , 'I h a t o pen ion fund" in rca cd dramatic·tlly over the p ·riod 198S 87 

I tl l mm}·ct an , lditi mal nt11hull n to th pl.m in th liS In 

th • 11 , ~ r th · ) ·.~r n m• ·ptcml 1 30th 1 t I. a I th 

ll I II d fl Ill 7 I Jilt n in 19 . t, 1. 77 > I illi n in 1 7 



(Panstian, C., 25th Jan., 1988). ln Kcny'a, there is a public pension scheme operated by the 

governmental agency, the National S11cial Security Fund (NSSF) and several private plans. 

For the public scheme. it is ttt:mtl:lrory l'or all employers to contribute f'or the employees 

unless cxcmpt under !It ·ir cmpll'll1ent :ts ~;tipu latcd by the National Social Security Fum! 

Act, Cap 2)~ L:n:lctctl in 19 l-. Both the employer and employees contributes equally. The 

part ur the employL'r i: not part of the cmploycc wages or salary. The contributions arc 

made regularly. On the other hand, for the private schemes, it is the decision or the 

cmpluyer, wlw is hence referred as the funds sponsor. Establishment or a private schcn1c 

follow the Trustee Act, Cap 167. This is an Act or Parliament relating to trustees and 

enacted in 1929. 

Fmm their humble beginnings, pension and provident rune! groups have registered CI101111011S 

i 

growth in both the dc\'cloped and developing economics. For instance, in the United 

Kingdom, £?00,000 million is one of the most recent estimates of the value of the a<;sels or 

pension fund<; unckr management. Ancl the capitalised value or the right~ or lllC11lbcrs or 

P1 i\'<1te pcmion ~ch~mes, ancl the right of members of tate amlotht:r unfunded schemes will 

be a multiple of thi 1 (Philip, A., 2bt Sept., 1985). On an inclivic.lual basis, a pcJJsion ri~,ht 

may h th· lane t sinole a set that many people pos<; .s 4 (The 'Scot Pcport', llJ81). While 

th rc Cli c 110 ft •urc for th ... po It ion of the r ltlancc of private pension chcmc. b for. the 

· on! worll \\ar. there i n doubt that the izc o1 private schem JS a new phcnomcm n. 

n t onl in th d I 1 d indu triali1 d ', 1ld, but it i al evident that th' 1tuation i \ in, 

111111 1 ·d inth 01 .< • A lmlj-m pt. 1 J77). '1 11 th ·y me 1 

I hI I. m J 1 11 r m m t1ll· flu d in th · fman i.d 1 ·m. In,, f 



cast.:s, they arc able to mobilize more funds than established l'inancial institutions. The 

impact ur pension 1\Jnds is !<.:It int.'lllir~ rinanci:\1 system : !'rom the commercial hanks where 

th t.:y lluld sizcahk iii\'CS(IJICIIl, to tl!' Sll)d; t:xchangc. For inst;mcc, in the USA in 1987, it 

was csl:thlisl!cd tlt.tl tit· · wcr tlJ • lart,cst invc:.ttlrs in con1mon stocks and fixed income 

securities. Tlll'y cnntributccl to the growth and :tctive trading in the capital markets '' 

(l 'hL~rtmtt, .1., ~th l'ch . . I 98g. P 33). CJi\'cn tht: huge runds at the disposal of the pension 

!'und Jllanagcrs, sizeable im estmcnts in quoted companies means they arc able to exercise 

cllcl'ttvc wnti\)\ ewer these institutions. They arc thus ahk to inrlucnce the investment and 

l"inancing strategies of the companies t!Jey invest in. For instance, the National Social 

Security hlltcl (NSSF), has invested in the III~CK and the National Bank or Kenya and is 

currently one of the major shareholders. Thus, NSSF have a say in the operations or these 

imtitutions 7 (Daily Nation, 15th Dec., 1995). 

J>cfinitions o.f_Jcrmli 

'I h · \\ord 11. ·cqment has m.my meanings, however, the most Cl>l11llll>l1ly or currt.:nt usc, or 

th · \\ )r 1 arc: con um 'r in ·c~tm~nt businc5. or economic i1 ve tmcnt, and fiuancial or 

~tdll itic in c t1.1~nt. (on. umcr im c tmcnt i<.; really n >t a form ot investment at all. J'h~ 

l,1hd i at i.ch I I ·cau c th c n unKr II"\,; the term; 11 IS often used as a defence 01 

J,I.IOll li1: ti n fm wh:J.t the con um ·r ha pun .. h~ ed. The term actually relate · to the 

(f 0 d b) c n um 1 1< n, inlh idual , f( r c. ample, c m idcr lhl; 

Jllr h f , n a Jl( m hi I a an in t: tm Ill 11< W\.:\ cr th ll · of th • ' ltd 

II t I fmiti n, II f I lUI ll Ill I I tl 

fn u I I I '1111 r it th 



J\ business or economic investment rdcrs to a situation in which money is used to purchase 

busim:ss assets to prouuce income that is adequate compensation for the risks invo lved in the 

Vl:nture. Tile busillL'SSlllan is tlwrounhly willing to pmchasc productive assets to earn a prot'it 

aud is ~twarc ul' !It' risk· im•t)l\ cd. 'l he business or economic concept of investments 

assuu1cs tiLt! m:w ptllducti\'c fa ·ilitics will emerge in the process of seeking a profit. 

Financial investment refers lO the purchase or an asset in the form or securities that will 

produce a prol'it for the investor. The investor assumes all the risks involved in such a 

purchase but attempts to keep these risks to a minimum and at the same time to maximi1.e 

profits. The securities investor has no direct control of the real assets but rely upon the 

talents or others to manage the assets 8 (Fishcher D. and Jordan R., 1990). 

A pension can be defined as "a series of regular payments an .1/or a lump sum payt11ent 

provided by government or former employer for a person who has come to the end of normn l 

work ing lil'c 9 (Eili.on, R., 1988) . ln other words, an income after retin.:menl. The modem 

COil cpt of an organilCU pCll"ion cheme implies that thCIC should be all advance paytucnt of 

lututc hcncl it!:. on omc defined ba is, together with some guarantee of' financial !>ccurity to 

en ure tint thi p10mi e can be realised. 

A lunl i um of 11 ncy avail.thlc to beneficiaries of a fiVen pen ion :-.chcmc. And a 

l n I iciat 1 a p 1 n v. h > r civc a hen fit fn m the fund mainl , in form ol 11101 

Ill ·1 lu th. pt 1f Il.tcin' ft n m I h.: I in • · 11 1 nt ' ·hi I ith th. 

Ill ' li j I iti 1 tu1n I hi a tt 11 



economic importance, provides rewards, and can be pursued by rollowing a logical 

progressio n of skps. 

Investment Purt!'oli\l - This is a collcL'tion or investment vehicles to rm:ct one or more 

itlvcslmcnt guals. lhing :1 variety of available tools and techniques, the investor can combine 

invcstmL'llt vehicles in such a way that investment goals can be achieved, and return, risk , 

ami investment values arc optimized. 

Investment advisors are individuals or firms that provide investment advice- typical ly for a 

fee to clients. They provide services ranging from recommendations on investment vehicles 

and strategies to complete money management, which might include financial planning, tax 

rctu m pr cpa ration, etc. 

/ 

bnploycrs ami individuals normally cnntr ibutc to the public scheme and/nr private schemes. 

'1 h-: sum i ca11nad cJ fo1 the provi~ion or penr,ion and other hcnelits a11d should he quite 

srparatc rr >m the gen ral as. et of the business. l:mploycrli pension scheme. normally meet 

tliL c 1\: }llircm ll('i in om: or two Wa) 1), 
10 (l~lli<. 11, R., 1988) 

1 t larr~; <md m Jiuttl itl:d ch..::mc app )int tru't c. who hoi l th tnnds and are 

it 1 f r 1 aymct t lf lh pl 1111 db n lit . 'lh t ru I · will h ) I en 1 ) ' 'I 

r ll inu It I} r lllll d l I b n f II in. numl I It ·n 

II I lu 'II II I 



2. Whcre on ly a few employees are eligible for a scheme, it may not be considered 

necessary to appoint separate trustees. In such a case, the employer effects a sui table 

insuranct.: pPiicy or polici 'S un the lives or employees, with benefits corresponding 

to tlmsc promised umlcr the scheme. 'I he employer acts as trustee or the scheme ancl 

the c:mplnyL'cs 1)1' th 'ir dcpcnuents have an entitlement to the benefits provided by the 

proceed:; rrum the policies. J\s employees, most individual investors do not have 

direct control or their pension funds. Control is exercised by their employer, who 

may be a small privately held business, a publicly traded corporation , or a 

governmental agency. However, they should be aware or the various types or 

pension plans and the specific characteristics of the plans in which they have an 

interest. This information is essential in planning for retirement and i11 fo rmulat ing 

strategies for the entire portfolio. That is, making adequate preparation f'or 

ret ircmcnt. 

!n 'e1!_tment Decisions In Pension and Provident Funds 

'I b o'1jective of the pen ion and provident fund invc. tments is to "maximizl' the WLllar ·" 

lf thL COntribUtOr upon retirement. '1 his Calls !'or the jucliciOHS inVCSlll1CJlt<; of COlltl i\lul ll' 

f mel (Ill ludinP reinvt: uncnt of any surplus) Optimum inv~:stmcnt decisions arc ba t.: I on 

a ill lui c\aluati n of loth ri k an I rdurn . 'I he inve tmcnt ani in' stmcnl. trat gics llf 

n fund ar) a rdin to the typ of plan and the ri k r turn , ttituJ ll th · fun . 

r n m n 1 r 'I h 1d rc, th · ri · 1cturn ch, ra t li ti lor indi\'idual fun I can 

cl tl 



In any funded pension scheme, the contributions an~ paid into the scheme throughout the 

members term or employment. At a l:itcr d:ttl'. the benefits under the rules of the scheme 

arc paid uut. In !~encral, aftt.:r til«.: Clllcction ot'contrihutions and before payment ofhcndits 

there arises a loug pcriPd. an I lcc1sions Ill\ISt he mack on lhl\V to invest the resulting 

substantial !lHHlics II ·ttl int) the ~..heme. In most ca~;cs, the tru stees arc inr!ucncecl by tax 

planning. Also. they arc primarily concerned with choosing investment"> to give the highes t 

return consistent \\'ith the degree or risk they wish to adopt. In deciding on the tkgrcc ol 

1 isk they wish to adl)pt, the trustees should give consic.kration to the form ;md nature or the 

liabilities of the scheme 11 (Bookstabler, R., and Gold, R., Jan Feb., l9K8, p.62,70 80). The 

security investments is an important consideration for pcw,ion funds. 

The trustee would choose both clirect and indirect investments. Direct investment can 

basically be split into two types. On~ is where the proceeds or both income and capital arc 

known. Secondly. the proccccls, either income or c:1pital, or hotb vary. The income may 

be a tunction of the profitability of the commctcial operation ol fering tile mvestnh..nt u1 in 

o:nc way to some ~1overnmcnt imle:. 'I he capital value could be <;ubject to similar 

v·mat;on~ or po~~ihly t< the judgcnwnt or stock m·•rk<..t<> l!lcon!c and capit.tl lluctuatt: with 

cha1,., of intere t rat· and price. of stock<; in the capital marJ...el.. On the other hand , 

imln 'Lt in L tm nt 1 fct to the situ.1tion \\here t:u tee.; 01 lund <.pons 11 buy' a p11lic' and 

tl u ur.m · c ll11p.m,. in c t\ th lund or man.1. c th~.: fuiiLI. In all m 'C tll1'1ll ca C<;, 

111,11 tl fl 1 rotitahilit for 1c cr ri l 

l'lt 'lid l1n Jd nt lull :1 I' ul t d at 1 r,ll d vithin th · 

1l I ull· n 1 Jh i1 luI 

7 



I. Tl1e Trustee Act. Cap 167. This is an Act nr Parliament relating to trustees and 

enacted in 1929. It defines "authorised investments" as investments authorised by the 

in~;tnitllL~nt. il" :1ny. crc:tting the trust ror the investment subject to the trust, or by law. 

Tile instnimrnL in ·lud .ucll thillgs as land or any tenure, mines aucl minerals, 

lluildiit!-1 S, inlltHl\'ablc property. estates, securi ties, and so rorth. 

2. '1 he Pcn·ion ,\ct. Cap 189. This Act was enacted in 1952, and provides for tile grant 

ami regulating or pensions and gratuities. 

3. The Provident Fund Act. Cap 191. This was meant for certain type of employees ami 

enacted in 1951. 

4. The National Social Security Fund Act, Cap 258. This Act establishes the Board or 

trust e" of NSSF who arc given 1 wcrs to purchast;, hole\, manapc and dispose any 

movable and immovable property am! can enter into any cnntracl that may deem 

n 'Ces'\ary or dcsirahle. This Act was enacted in 1965 and rcvic;cd iu 1987 tu mnkc 

NSSI· a tat~.: c )rporation . 

.• he principle obj~::ctivc of the fulld was to providc wori·er. with s )Jl1C.: form or 

fin, n ial upport on retirement. "l he Act ol Parliament c.tabli hed N '. '1· a. a 

l lllf ul chemc t whi h an mpl )Cr pa' a ~tatutor~ ctmttibution fot 

h a mcml ·r. )]a If f the tatutory c llltribution i d Ju t I ft m 

tl rny. 



The NSSF is an autonomous body under the management or the Board or Trustees . 

The Board or Trustees comprises or nH.:mbcrs drawn rrom the Gove rn me nt . 

h.:tkration ut' l' cnya Em piP)' rs (1·. K. E) ;111d the Central Organization or Trade 

tltJiOtls (C'OTlJ) I ht: B ~ud is empowered to manage its allairs as an independent 

sel r sup pun ttH' commercial entity. 

l>rivate schemes: 

The National Social Security Fund rules governing the operations of private schemes 

arc as follows: 

1. ~lembcrship of a private pension. provident or gratuity scheme is not ground 

for exemption from NSSF. 

2. '1 h funds of private schemes ha 'C not been taken over by the NSSF. 

3. 1 he CIJt..um :ancc umlcr which b~;nefih Ill I)' he paid from p1 ivatc schcnJLS all 

unaffL ·ted by the intwduL.tion ol the 1 'S. F. 

/\lthou .1 th ·1c i n) ol~!.!Lii n to am nl pri 'ate heme" the 1 mav l · a111 n led ' ~ .l 

lhJI 'IJJl I ( (, ': nt f c mtribllli n l) the ati( nal S hem . 

) 



Tlll' pcrfonnamT oJ' a pcnsiun run lt':tll h' cvalu,tlcd on the basis of how well it has managed 

it s inv c~: lmcJtls . Opti111al invc ·tntcnt d 'Cision arc rcf'lcctcd by the "funds" ability to meet its 

obi i~·al iuns to p ·n~iunt:r · and niTer them the highest returns. Investment decisions arc 

l'SSL'ntially a balancing act where ri~ks arc weighed on one side and returns on the other . 

The illlportancc of the "funds" investment portfolios and how pensioners VJCW it can be 

illustrated hy the public concern on the investments undertaken by the government agency -

NSSI'. Headlines such as "NSSF must change to fit with the times", 12 (Daily Nation, 19th 

June, 1994) "NSSF answers its critics", 13 (Daily Nation, 15th Dec., 1995) "NSSF acquires 

villapc market for Sh.3 biilion", 1
'
1 (Target, 16-31 Dec., 1995) "/\mazing property deals at 

N'SSF". 15 (Sunday Nation. 25th Jan., 1996) and so on, have become common feature in the 

claily anJ weekly magazines. The investment opportunities available for pension an·l 

Jlluvi 'cnt funds arc \aried. Ilowcvcr. traditionally, pension fund invesuucnts tend to \le nr 

~crtan' type. The imc tmcnt mix (portfolio) varies from rund to lund ami aho t'rom country 

l'Ol'lllry. 'J hi. \\ ould therefore imply that evaluative standards for fun Is cannot be 

uni C'r al. 1 he im c tm ·nt pOI tfolio~ ol Kt.:nyan companies an.: not known. Thus. 110 

l w .:c. !1• or ht~.;J,llUil i~ availahl a~ regards their rctmn and how they arc m:u1.1pcd. The 

1 a ern f lr til· m tmcnt p 1 tfolios an; at o not kilO\\ n 'I hcrcforc, thb ~tudy aim~ at 

d II• in·t th m · tm nt p n fund in 1 cnya. 

l 



U OBJECTIVES OF THE STUDY 

l. To identify invcstnJ~;nt plll'tfolio. M I'L:nya P~nsion Plans ;md Provident funds: 

2. To tktl'l'mine tin.: l"'!l'. o!' rctum on investment portfolios. 

:; . To idcnt ify the invcstm~nt criteria used by the Pension Plans and Proviclcnt Funds. 

4. To assess th~ adequacy of pension schemes and provident funds in terms or the level 

of funding: remitting of contributions and ability to meet obligations. 

1.3 Il\IPQRTANCE OF TliE STUDY 

I. The study will be of value to the fund sponsors in selecting the investment firms that 

p1m·idc maximum returns to the lx:neficim ies. 

2. ')he stt;d) will sho ,. the imcstmcnt portfolios followed in Kenya and the invc tment 

CJ ttc{ia adopted hy the funds. 

'J h stud) will fmm aha i fo1 intcrc t ·d cholar and pi.lCtitiom:rs tore ca1 h on 

thi a1 ·a \\hich i imp nlant to the 1" cnyan wor~ force 

ill h d ll1 li ht in thi un1 Jl nt • 1 in th it i mana • tl. 
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2.J! LITERJ\TlJRE l EVIF' . 

Nutlh.:H1\Js studies ilil\'8 hL: '11 conducted mainly in the USA and United Kingdom on the 

management ul· pen·i,Hl and provident rands. Studies relying on surveys or pension fund 

sponsors and managers reveal some interesting observations about pension fund management 
11

' (Susan, ivl. and Susan, J .. Nov/Dec, 1986). Tax considerations, the liquidity and financia l 

conditil'll of the sponsor. and actuarial recommendations arc identified as important 

determinants of funding policies. Additionally, active investment strategies using common 

stocks arc favoured OYer passive stratq1 ies. Surprisingly, many executives a]<,o view the 

pension fund as an asset separate from the other assets of the sponsor. Technically, this 

viewpoint is correct. since fund assets arc protected from creditors in the event of bankruptcy 

and ~rl' required to provide benefits to employees rather than stockholtkrs. Recent evidence 

Sllr~l Sf , hO\ eYer. tint pension runJS ShOuld be managecJ rmm tht.: ViCWpOillt Ol the 

-;pon r,, 's m·crall portfolio 17 (Zui Bodie, ct al. Sept/Oct., 19R5 PIO J(i). The cvidem·c 

i1 die: • · th,lt p '11 ion polici .... arc linkl'd to overall corp rat<.: profitability ami th · a1>. cssm ·nt 

c•llorp · '· 11 J... b .. potential inve tors. Prior to the 1960s, pension fund. r C'iV' llimtt ·d 

.111 1 ·i· iJ, fm.m·ial 11.:: •• e:uch in the USA. h;\\ regulation ami law govern ·d p ll'iJOn 

Itt ' B mnin • in th tC)60 , h \Vc cr, m rc allcntion was focused on pen ion funds. In 

I r, tl /\~,;, untin Prin ipl B l:nd i ucd pnuon o.8, dealin with dccount for th' 

and h, \ thi inf unati m h ulc.l b di cl ·c.l n fin, n ial tat m nt 

I II l) cl 11 1 Ill • th 

r 1 II l p ) 1id I l (I il 



dea li ng with minimum fund ing by the sponsor ami rinancial reporting. The Jaw also imposes 

inveslnH.:nt conslraints on pensilm fund m:m:lgLr. J.'RISJ\ requires pension plans lo he 

finam:cd and 11\atl:ll..!.Cd in a manu 'I' 1h:1t 11 ll:lr:mtL'cs hcncl'its to employ<.:es. The accounling 

prok-;sion, contillllitll' tu '' ·c I' ' ith pensinn accounting, issued Financial Accounting 

Sl:md:ml Bu:ml :tat ·m 'til Numl crs 5 ( F;\SB No.35 and 36) and 36 in 1980. These 

sl.tl\'lliL'tll.' require unil'mm eli closure of the asset 'I and Jiabililies of pension funds. Because 

or the t'inatKial n~pl)rting and disclo:ure provisions mandated by ERISJ\, tile average pension 

l'uthls tends to be conservatively managed. 

Within the constraints imposed by Social Security 1\.ct of 1973, in the United Kingdom, 1 ~ 

(Eili~on, R .. 1988) pension fund sponsors and managers arc free to pursue a wide variety of 

lll\'e ·~ment strategies. These strategies may be passive, such as buying-and-holding and 

inde ·ing. or they may be active. such as changing the asset mix. 

i\c(eptin~ th view that common tockholder · \\ill ultimately incur the costs and ben:..:! its or 

th' o p nate pen~ion plan, "'.\hat investment tlatcpies arc appr priatc for pen ion fund:'!" 

111 fu1 d ma 1a er ar rcachin' th conclu ion tint pas ive sttat gi' m · appmpriate. On· 

f tl 111 t p i c tlate 1 i arc in cxm . Ind · fund~ are de iPn d to t,Jatch th · 

m r ct indic' c' P 500. lnd pollfoli) att ·11pt t) 

m·m uch a man: 'em ·nt fc ; nd t1.111 a ti n c J l 

t I I I II · th t • t i 111 Cll "PI I I I i It f< I I 

t mi f II 
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efficiency, however, indicates that active strategies ·1re appropriate only if they generate risk 

adjusted excess returns. 

Pension rum! manapns hav · al~n d ·v loped some unique approaches including portfolio 

Insurance. This hctki11g ll:chni jUC is designed to protect the portfolio from a significant 

dcL·lillc in valut.:. Another h dging or risk-reducing strategy usecl by pens10n funds is 

clcdiL':ltcd portfolios. Essentially, this strategy tries to manage both the liabilities and assets 

of the fund by matching or "loading up" a cash inflow stream from investments that equals 

the cash outl1ow stream needed for pension benefits 20 (Bookstablc, R., ancl Gold, R., 

.Tan/Feb, 1988). 

Many state and local government officials favour investing the assets or their public employee 

rctir~ment systems in ways that will stimulate the local economy, rebuild tbc inner core of 

thei1 citic , reduce borrowing co. ts, ancl achieve other local goals. It seems that the twin 

of who shall control pen~ion plan a~5ds and how they arc to be invested will bccomc 

m ... J ,,,jnoly imp 1tant o •er then xt decade or so 21 (MacGill, D., 1984). 

1 



U THE STATE AND OCCUPATIONAL PENSIONS 

Central Govcmmcnt has inrlttctK'cd private pension schemes in three ways, namely: 

a) the :-;tate as an ~::mploycr l!as an indirect inrluc.:ncc, ror example, the civil 

service scheme which is adopted as a yardstick by many employers and also 

used by several privc1tc organizations; 

b) by legislation which can encourage private occupational schemes but at the 

same time control them; 

c) by the extent to which comparable benefits can be obtained from the nation:ll 

schemes. 

ln the event of an employer becoming insolvent and the pcns'on scheme having in 

consequence to be wound up, employees an~ afforded a mca~urc or protect ion in 

resp~ct of a·1 ' contributions collected from them or due l'rnm th\.! employe! s which 

ha\ c not b ·en paid int tht: , ch ·me. 

'I he , m lilt of ta c 1 ell ion ha a buu ino on th ·:tent to \ hirh any ftu th r 

pi en Jlo of h lth 

lllJIO~ c to 1 tIll n y a id · f01 Lhili 1 mpo ' i al l afll t ·I by th 

ttl hi I t 1 y; r q titcd l 1. 
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interes t in private schemes. The general trend to date has therefore been for the 

overall extent or provision tl) incr~asc stL'adily under both the state and private 

schemes. I.q~islation has ahn allnwcd "Ood private schemes to he treated as an 

;tl tcrnat ivc to part or the state ·hcn1e 12 (Bodie,'/,., ct al, Sept/Oct., 1985, PI0-1(>). 

Bow P<,'nsion Fund~j)pcratc 

A pcnston fund is an organization separate from its sponsor. This arrangcm<:nt 

protects the employees and permits the fund to receive funding from the ~;ponsor for 

investment purposes. Contributions (funding) by tiH.; sponsor ami invc~tmcnt income 

arc used to proYidc income to rcti1ed employees or Jump sum benefits to employc:es 

wllo leave the organization. 

Before an empl )ycc become eligible for pension benefits, ccrta!n requirements mu t 

b met 11; toricall), employee be amc ve<-tcc.l or c1 tilkd to benefits after 

compl tinf' tl:IJ )C~ 1 of t.::mplo m nt \\ith the sp lll orino l,l •, J.llation but this n,)\V 

•ari · It 111 ... Lat l n vaal \\ Ith t.illcrcnt ot •ani1 Ilion helot 1 ·fer e can tl'l< l1• hi., 

01 hct h n • j); ally th · p 'II i n fund main~::lin th · a 1 u' I bt·n f II' inc .ct ow 

I IC ICh I 'il 11 Hl a 'C; lh 11 l '11 ·fat , II.. pai I Ill nth\y. 
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i) After vesting, it is considered the property of the employee and can easi ly he 

tra nsJ'errec.l. 

ii) Thi: plan o[t 'll all!\ . employees to m;tteh the contributions of the employer; 

all cmHnhuti n and c:nnm 1 S arc tax free until retirement distributions bc1~in. ~ 
~ 

!\ disadvantat:c L'f a Dl'P i that the level of retirement benefit:; depends to a great 

extent lm the in ·c:tmcnt performance of the plan; the employee docs not know the 

value of his or her share in the plan until retirement. 

B~cause of the legal requirements and a conservative invcstmc11t mallagcm nt 

philo ophy. default ris i small. Ilowcv~r. change of owner,hip of orr:mizations 

mi~ht affc ·t th' pen ion rumls F( I in'\lan ·c. the case or ht<;t African Standaid 

1 \;\ p1pcr (1()95> cfter til OIPanizatil n <.it;"~n~cd ownersllip, tn: il) Natiun .lau., 

21 1 C) Ptn in fu· l p rtfolios inclu 'e l >th un) tcmtl;c a.,c.l )!-.le!r.tir 1i,'. 

l! II t 1 en ion fund p; P 'I 1, 11) l 1 ,, th. t ol .1 111'11 L.! pm lf I io o1 

JU Jhl ... , chan mt1 ·tlu llj 1io 1mda 
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consequences, the recipient of a lump-sum distribution should consider "rolling over" 

the distribution into another retirement fund. 

The derim:d ben ·!'it pl.m. (DBPJ is the oldest type of pcnsioll piau and, as the name 

implies, spccirics the lcnefits that will be received at retirement. The plan sponsm 

( cmp lo_ -cr) makes specified cont1 ibutions to each employee's account; the cmploycc' s 

acc( unt is then used to provide the defined benefit at retirement. The amount or the 

benefit, ho\\'cver, depends on a number of factors, including length of employment 

ami lc\ el of income. Typicall;, DBP benefits arc larger for employees with grcnkr 

longevity ancl bioher :alaries: a typical benefit formula wa ~, a pcrccntapL' of til 

avenl!'C of the last five years' salary. adjusted for lcnt'1h of employment to detenn iPe 

month!) retirement benefits. 1 'enefits do Jll)l dc] ,Clld on the i1 \'C~ tment ]JCr ['ormancl' 

of th( fund 

J) 'lin 'd ( nnt1 ihutim 

II h I 1l1 th d li1 l con 1 ihuti01 pi, n I) P. Ilu 
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i) After vesting, it is considered the property of the employee and can easily be 

transferred. 

ii) This plan nltctl .111m : 'Ill]IO · c ·to match tile contributions or the employer; 

all contrihutilltl· and c unings are ta: free until retirement distributions begin. 

A disad\ anlage of a l CP is that the level of rctir<;mcnt benefi ts depends to a r,rcat 

extent on the investment performance of the plan; the employee docs not know the 

value of his or her share in the plan until retirement. 

2.3 RISK:B.Ji:TUR. 1 ANALYSIS OF PE 'SIQN_FUNDS 

Bccau e of the le?al rcquircm nts and a conservative investment 11anarcnv:nt 

philo phy, default ris1
' is small. Ilowever, chanf e of ownership or ort•anintin t<> 

mi 'ht afkct the pen j, n funcl For in~tancc, the ca c ol h tst Ail i ·an St; 1.darc1 

pap 1 (199 ) afrer the or •<l!Hza•ion ehan~1rd o 'HCishipY (Daily 1\, tirm, Jan., 

') 1 199 Pcn 1 n fun I p Jlfohm. m lud both UI ) tuw tic an I sy.tem tic r;<;k. 

I I th t tfa muk lJ 1 I< li 101 
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Sources of Risl\ 

Systematic risk rdt;rs to til' risk assuciall~d with (I) fluctuating security pnccs !l1 

general, (2) rtuctuatin12. intcre::;t wtcs, and 0) the Joss of purchasing power tllrough 

inrlation. Unsvstcmatic risk rckrs to the risk associatc.:d with the indivich.wl firm 

itsdr, its upcrations. and its methods of financingY (Amling, F., 1987). 

Assets returns teml move together. If security prices rise in general, the price of a 

specific security tends to rise in sympathy with the market. Conversely, if the market 

\Vcre to dccl inc, the value of an individual security would also tend to fal I. Thus, 

there is a systematic relationship between the price of a speci fie asset, such as a 

common stock, and the market as a whole. As long as the investor buys securities, 

that individual cannot avoid bearing the source of systematic risk. 

As~cts valu !:-. arc also affected by change.; in interest rates. Pising intc:rcl',\ rate~ 

dcprcc;. the prices of fixed income scclll itic"i, such as long term bonds and jW~l'crrul 

,tuck. Comer ely. if interest rate~ fall, the valu~ ol thcc;c a~'-'·.:ts ri<;e::,. TIY' iavc<;tll! 

mu t a l<>o en tr' ~ third sm·t ce of S) !-lema! ic risk· Tl.<: Io..,., or purchasi 1 ~· p )\Vl'l' 

thtou• h iulla il n. lt i oh 'iou that ri<;in,' pricLc; of 1•omls m. 1 service<> et Ol..; the 

pUI h:t II I l 1 of l ) It lh~,; invc tor in~.-om~.: and a ct ·. Tl . Ill '1.: t< I a\ () r.•c 
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how the firms finances its assets (that is. whether the finn uses a suhstanti:.ll or 

modest amount or deht financing). 2'' ( ohen, D., 19X9). 

The COlllbiuation or S)'SIC!ll:tli' !llld llll ystematic risk is dcl'ined as the total risk (or 

portfn lio risl) that Ill' inv' tor bears. llowever, unsystematic risk may he 

signiricantly reduced through di\'crsification, whicl1 occurs when the investor 

purchases the securities nf firms in different industries. 

If an inwstor buys an equal shilling amount of each stock, that is, buys a diversified 

portfulio), the following is likely to happen: 

(1) 'J he \'aluc of the portfolio as a whole may rise even though the value of an 

individual security may not. 

(2.) The flurtt.ation in the \ aluc of the portfolio Js I c. 'l than th..: fluctuations Ill 

individu:-tl security J rices 

B) di cr if) in' t.h! p lrtf lio. the invc. tor is able ((\ reduc~ t!Je ri k of ltiSS. or 

(.;)If L, lh in lll :I rl 'C up th PO' ihilit I of a l.trpc.: ra:n. Th. C\llJ(_lLII.t of 

un l 1 .1tic 11 l dimim h . 
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include a board spectrum of assets (for example, stocks, bonds, money market 

instrument, real estate, foreiQn securities, and physical assets) in their portfolios, a 

substantial amount or diversification and rish rcductil)n should he achieved. 

S iucc uns)'stcmat ic risk is si~ni ficantly reduced through diversification, the investor 

dctcnnincs how much systematic risk he or she is willing to bear and constructs an 

option:ll portfolio consistent with the willingness to endure such risk. The invcstur 

thus seeks that best portfolio that achieves the highest expected retum for the given 

level of risk. 

:f~- Ji\H' l CT OF PE1 1SION FUNDS ON CORPORATE SPONSORS 

Studies relying on surveys of pension fund sponsors and managers reveal some 

illtercs~irp observations ahout pcn<;ion fund management. T<L' consiclcrati'lllS, tltc 

liq 1iditv and financial condition of the sponsor, and actual Il'Cl)llllllcnc.lations a~c 

iJcHtifi.:d a 1mportant detennina1 b. of rundillg polil'ic~Y (Su ·•m, 1\1., a11d ~.;u ·at., .r., 

Nm /Dec, 1986. P .56 62). 

u lilt lP' ll . : tJ · in 'CI\tmem o Jt ·~· ;ec, u ,mp CtHlllllOil WH . .:ks a1 Ia\ OUI ·J 0 'll 

'I Suq)li in'ly, Ill' ll.' l XLCUliV ' ah > 'ic\\ the 1 cn Ion tun a. a11 
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2.5 

risk by potential investors. Thus, pension policies have an important impact on 

stockholder wealth.n (Qui Bodie, et :!1, Sept/Oct., 1985, P.l0-16) . 

INVESTMENT PRINl'IPLI~S 

Tllc two fundamental principles of pension fund investment arc: 

l. to meet the liabilities of the pension scheme as they fall due, 

2. to maximise the investment return with an acceptable level of risk. 

Any expression of the principles of pension fund investment should emphasize the: two 

areas of ri sk (meeting the liabilities) and reward (expected returns). It is not en I irdy 

ckar what investment strategy is appropriate to "meet th<; liabilities of a pcn~ion 

schelllc. In other contents, the objective of "meeting liabiliticc;;" is often met by 

choosing a matched investment position. "What, tbcn, might a l'1atchccl invc~tme?nt 

posirion be l'or a pen ion fund''? The answe1 depend<; 011 the type of sch~:m·, Hucl 

\ 'hcth r it i expand in 01 contr.tctiiw. In other\\ oids, the answer clcpt:ml!-. u.)on tile 

' net a! nature ol th · llabiht il: . 

A ll1cll •h • Ill mit•hl inv 1 
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h) for other members (including active members ve ry close to retirement), assets 

which arc expected to: 

Prndm-e pavmctll~ \\'hich increase in va lue in the long term with pr ice 

inflation. if pen ions increase in payments arc in IiTle with price 

inr!ati 11. 

Produce known nominal payments, if pensions arc known in nominal 

terms (for example if they increase at 5% p.a fixed). 

A matched investment position involves holding a portfolio of assets that will behave 

loosdy in the same manner as the liabilities, that is, the portfolio will contain a 

mixture of real and nominal assets. 

Kunnally, liquidity is a low prinrity lor pen" ion fund investment maiJaf'ers, althouph 

k c1Jing fun l liquid also allows investment managers to take advanta~'C ul short term 

opportuniti..:~. 'l he need lor liquid investments depends un the partie 1lar 

circum tance of the chcmc. 

' nerall in t in a 1 anre of ector. , and within 

th 1 h rc ;m: t \) a r ct or 

, ml fc indi idtnl a 
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classes to such an extent that they accept the risk from poor sector diversified 

portfolio. 

!\ with·prurit dcl'crrcd annuit ' can offer very good "surrogate" diversity. The finn 

u!Tcrim~ thL' deferred annuit · will normally be able to invest in a wiJe range of 

invc~t mcnts tu hack up the Lief erred annuity. A deferred annuity is therefore a way 

!'or a ~mall pension fund to achieve (indirect) diversification. For slightly larger 

pension sch~mcs, managed pension funds offer good diversification. The investment 

manager pools the investments of a large number of pension schemes and can thereby 

achieve a \\'ider spread of assets than individual schemes can achieve. 

Self investment (or employer related investment) is best defined by example. The 

main examples arc:-

J I 

I , 

ownership by the pension fund of the equity or debt ('f tht: employer or the· 

schem...: mt>mbcr. . 

0\'v uer hip of land or propel ty used by the employer 

UllJ. i 1 cmplo cr ont1 ibutinn 
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upp H l tJ ir 0 I l J II 'll I : I t i u I II I .nh If 



investment is that one particularly needs the pension scheme assets exactly when self 

investment turns out badly. 

1\ jWnsion fund mnnagcr should he attempting to maximise gross investment return. 

The advantageous tax position of a pension fund means that certain inw.s tments are 

likC'Iy to be relatively attractive to it because of the tax position of other investors who 

may suffer differential tax rates on different parts of an overall investment return. 

Thus, tax consideration are effectively only another aspect of maximising the gross 

return. 

Jnvestmt:nt management co~ts money. Small pension funds in particular may have 

tn compromise t:1eir expected gross investment return to achieve lo\\' cost invcstmL nt 

m<.I a 'Cmt.:nt thereby ma imi ing their net of ex pen. cs investmL'llt n·tur11. 

I ,o v invc tmcnt rcmc · (tor example, ad mini. tration cxpcn)c co::.t~ of actual .md 

al d ·i 1 ar on· of th · 1undamcntal r ·ason why the tru<,tc\,; of • mall p ·n ion 

fm m ·tim ch o c to inv tin in u1a 1cc ompany d ·p l it admini. tJ. ti .1 
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management and other administration fees, they may become the best option for the 

small scheme. 

The abilities or 1 ensitHl funds arc normally long term. Pension funds can normally 

cowr their cash commitme::nts with contribution income plus a low running yield 011 

assets. Shon YOLltility in markd values is not therefore normally seen as a problem 

f<1r pension funds. 

lnYcstmcnt is concern-.d with the application for funcls which arc not immediately 

rcqti;Icd f1.>r expenditure or in the case of a pension scheme for payment of bencJits. 

The modern concept of pensions as deferred pay implies that fund<> shun](! be put 

a ide clu1 ing c.tch employee', working life to meet the cost of his or her pension 

e.ttitkm ·nt, ") that e en if th~ business ~hould fail these funds will still he a 'ailahlc 

to hat.:k th'· pr llli ·d benefits in whole. 

lnp1. tJc.; 1111o 1 
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inves tments· IS the responsibility of trustees, to applying all the contributions 

premiums under insurance policic: which arc arranged to provide exactly the benefits 

p<tyahk to members undcr tht..: :-;d1 m · m usc investment fund managers . 

J nyest nwn1 Sekd ion 

The basic strategy for maximising long term return is to select investments with the 

highest expected long term return. Empirical evidence suggests that a scheme 

aUcmpting to maximise long term expected return should invest in equities rather than 

conventional or index-linked gilts. There are compelling reasons to oppose that 

overseas equities will produce better or worse investment returns than Kenya equities. 

In the longer term, Kenya equities and property should (in theory) be affected by 

much the same type of factors (for example high inflation means high profits growth 

and high rental gro\\'th). Thus, a potential strategy for maximising investment return 

miplJt be to invest wholly in Kenya and overseas equities. 

llH: cC'mmvn ~tuck component or any institutionally managed portfolio ha~ 

lladitionall) be n acti ly managed. Implicit in this approach i: the bcl!d that, at a11y 

• !pit 

m 

tl 

>c..k arl; o ·erpriced and some an.: underpriced in t ·rm. of tht: 

m del. While th~: i uc of omc dominant blue chip com1 anic . 

ldmit l) \ ith little thoupht hcin' 1 ivcn to th i1 1 pia em 1 t 
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a common stock portfolio may tmn over within a one· yea r period. In the process, 

th<.: portfolio may become "unbalanced" in the sense that certain groups of stocks may 

he over wci[!.htcd or tiiHicl'-\\TH\tcd, a. compared to their representation in the 

marLct port l'nl in 'I hi~ 1: an aln11.: t inc\ it able n.:sult or idcnt ify ing under-priced and 

over-priced stoL·ks and ahand ming the concept or pcrJ'ect diversification. 

Until l'L'L'L~Ilt yl':u: in the US. the bond component of an in'>titutional portf'olio was 

!)'pically manag~d in accordance with clili'ercnt concept, characterised as buy and 

hold. llo\\'evcr. by 1970. acti\'c bond management in the US was well on the way 

to supplanting the buy-and-hold philo!'-.ophy. lt was developed more as a response to 

unprcccmkntally volatile interest rates. Sharp and rapid changcs in the kvel and 

structure or iaterest rates create oppo1 !unities as well as challenges for bond 

managers. While active bond manHgcrs rely on a number of strategies and techniques 

to achieve l ctter results than tl10~c of an unmanaged portfolio, success depend<~ 

priP1arily on th.:: ability t fo;ecast future intete!'lt rate movements. 'I here is littk 

cviden c that an: m< nagu can do sv consi tentl). Ncvcrlhcle. s, thct c i~ widcsp1cJd 

l ·It I th: t ; l t: c l ml manaocr arc <1. a r•oup o •cr time O'It pc1lonn the lonp tC'J111 

mi eel in lc c on ,\ cumul.tti c ba i . 

1, nn ,rm<·nt of >ort fnli ) 
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managed by professional money m:magcrs. Ilowcvcr, in response to the mounting 

sums paid to outside firms for im l'"tmcnt servil'~s. and the unimpressive performance 

of tile invcstulcnt COilllllllllitv over til' l:lst tkcade or so, more and nwrc firms arc . . ' 

evaluati11g the situ.uion, ami many h:nc taken some or all or the pension portfolio 

mana!:.l'lllcnt h.lck in llou c. J\111. thcr rcspon~c to the same phcnnmcnon is to place 

Stlllll' or all uf till' plan a~d:t · in an index rune! or funds. J\ significant number or 

large plan sponsllr~ pcrfnnn ca~h management services for their pension plans \Vith 

the stall that pnforms that coq orate function. 32 ("J\~set Allocation for Institutional 

Portfolio•;, 10-11 Feb .. 1986). 

1\ third stratq~y that must be made or affirmed at each meeting ol' pl:nsion investment 

committee or similar body is th~ allocation of assets among ( l) cash or casll 

equi '"lent in tn: nent with oririnal or remaininp m:.turity of Jcs" than one year, (2) 

intermediate aud Jon~ term fix ·d-i11come instiumult~ and (3) equities, predominantly 

c Jllll1l Hl • to..:k ; nd rral c l'ttc hold in~"' In son c rc~;pects. this is the mo t 

l h;,llct lino in· tm·nt I ri icm th.lt the plan !'>pun or mu ,t makl:, and it mu t l>c m.\dc 

>n a continuin tile con •nit: ami tnnncial o lllook ch, 11"1..!5 ll ill\'(ll · a 

it d • ·n 'I I th I I tt i c in t t11 enr of cquitic at d li · I inc me .ecuriti Cl 

tl ll rn u1 Jcr I I ~l. l d Ill! Cl II ). a h nl : h cquival Ill 
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plan sponsor to postpone an allocation decision until it can be made with increased 

ins ighl' and confidence. 

~!>n-Tradit ional I nves1 ment Q!.>jsd ivrs 

l11 recent years, various gwup" ha\'e sought to have pension plan assets invested in 

a manner to promote certain economic, social and political goals, some of which arc 

in conflict with the traditional objective of maximising return within acceptable risk 

levels. These in!erest groups arc diverse in nature - including inter alia labour 

unions, church organizations, state and local governments, and ethnic constituencies -

and their goals are diverse. 

Unions arc on record in the US favouring the investment of "union" pension funds 

i11 ways to create jobs, promote unionism, provide housing, ancl increase the pool or 

runds f'or mortgage lending. By and large, organized labour lakes the position that 

pension a~sef<; arc ''owned" by the plan p<t rt ici pant~ (since th!.!y rc.;prcsent dclerrcd 

WaPcs) and should be invcr,tt:cl in a manner that i. supportiVL' of th!.!ir ~rencral wtl rare. 

and, ns a minimum. not in direct con!lict with their interests. 

1an l'lh.! and Jo al o ct nmcnt official fa\'Ottr invc~tim! the a s-..ts or their publi 
t . 

't lpl l · r •tJr~n nt in \ ay that will timulatc the I al 
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they are to be invested will become important over the next decade or soY (McBill, 

D., 1984). 

Forms of lnvestmtnts --·- --

Despite periodic puhlicit' conccming various "exotic" investment opportunities, the 

great bulk of'pcnsiun plan portfolios remains invested in COtnlll011 stocks, intermediate 

nnd long-term bonds, money market instmmcnts, group annuity, contracts, and other 

conventional investments. In the US, modest percentages may be found in real estate 

equity and mortgages, oil and natural gas properties, collectibles, option, future 

contracts, foreign securities, and other innovative investment opportunities believed 

to offer the prospect of higher-than-average returns. 

The assets or a p..:nsion plan may be managed h) the stall of the sponsoring firm or 

by outside firm~ that spc .. :iali ·c in providin~l investment service· The tkcision i.· Olll.: 

to I" made b) the plan spons01. The spont,oring finn may manage cc1 taiu I) pes of 

as t , such a ca h cqunalcut in whicll it has pccial sh.tlls, lcavin(l the rcnninim• 

a et t cxh;rnalmana, T . A cts m< ll'tgecl in h ~ c must still be held inttusl, hut 

• 11 indi i lu, 1 >r 1 up fin li\ i ual may l de ignat d : th pl. n ll u lc · undct th · 

till t <I IC Ill ·nt 



J~ank or Trust Company 

Trust Companies ami hanks with tnu pm\'ets nwnagc a substantial proportion of all 

pension plans assets. 'l'ltL)' 111:1 'l ·rt'tm11 this f'unetion as a trustee or the pension plan 

tlr as a prorcssional asset nw.nagcr engaged by the trustee to manare a portion or tile 

pension portftllio. Whatever the l()JC, the function falls within the purview or the 

trust division ur the hank. 

As a trustee-investment manager, the hank or trust company performs the traditional 

services of a trustee, all in accordance with the trust indenture entered into between 

the plan sponsor and the trustee. It receives contributions from the plan SjJOnsor, 

invests and re-invests the accumulated assets, and renders periodic accounting of its 

" stewardship to the plan sponsor. As a minimum tl c trustee provides tl1c plan 

aJministrator with all the financial infcm11ation caJiccl for in govcrmm;ntal reports 

'J lie trustee may nnkc benefit pay!llcnts on instructions from tile plan spo11sor. 'I he 

tltl~tec is und 1 legal obli 'ation to imc<>t funds received unckr a pension plan ln th 

nb CllL:C or any I . ifit.: in lrUL:tions in liUSl insttumcnt, lh.! ltust e WlUid have to 

inve t the lund in ace rJan with any applicable tate statute l!OV~rnin' IH.luci,try 

in 'C tn• nt It 1 cu t Hnat . h > • er f r the plan. pon >r to free th~..: trush.: f the 

and to to , n th' tru t • 
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with the trustee being held to a commensurate degree or responsibility for the 

investment results. 

In acting as an asse t lllanaPcr but Ill t :1s pl:ln trustL:e, a bank or trust comp<my wou ld 

perform nll the conYL'lltion;li s~·rviu;s of' a trustee exccpt the disbursement funct ion. 

Benefi ts arc paid by thc trustee or hy the plan sponsor acting as the trus tee's ngen t. 

A trust company or a bank \Vith trust powers may perform other trust services that 

arc supportive of the investment function. The plan trustee, usually a bank or trust 

company, must hold legal title to possession (or "indicia" or ownership) or 

specifically identifiable plan assets. 

With the advent of multiple investment managers of the assets of a single J.>Cnsion plan 

has come the need for a master trustee and custodian, a service offered by many large 

banks in money market centresY (Cottre, S., eta!, 1980, P207-26). Such fiduciary 

may afTer a broad range of services lofiically associated with that function, but the 

plan sponsor ne cl not avail itself of all the services. A<.. a minimum, the ma~tcr 

trustee holds legal title to. ami ciTcctivc JH>~~.cssion of, all the plan as~ets. '1 he nuJ.stcr 

trustcc may perform ca h management scrvi.:cs for the plan. 'I he master trus!L;L' is 

th..! logical party to sec that ca<sll h:tlath.e · :m continually and favorably iuve ted and 

that the ca h ncuJs of th. plan are m t. 

In • 1 cff rt to ma ch th p •pula! ity lf in u1, n . mpany pu u · nt~ ·d m me 

nt 1 ,, t (di Cll ) and tom ·t a 1 a 
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objective of the technique is to climinat~ the interest rate risk associated with re­

invest ing the income (and the procecds or matming investments) from a fixed -- income 

portfolio. More broadly, it is an all ' Ill! t to match tile assets of the portfolio lo the 

liabilit ies of the p 'nsion plan or other financial entity). 

These compete head-on with banks and trust companies for the management of 

pension plan assets. They offer a number of contractual arrangements, under which 

the insurer assumes legal responsibili ty for the payment of all plan benefits that have 

been fully funded with the insurer. Insurance of annuity contracts representing the 

insurer's obligations become assets of the pension plan. The investments ror the 

insurance company arc not assets of the plan, although under certain contractual 

arrangements, they may be deemed to the plan assets for purposes of fi rluc iary 

responsibility. 

'I he insurer, not the plan sp nsor, ha ·all rights to po s~,;ss i on, control and disposit ion 

of the inn: tments acqui11..xl with the spon or' cont ri butions. I ,ife insmcrs ofl'cr 

cc1 tain ntra 'tual arran!1Cm nts that do not contemplate the purcha col annuitic for 

·c t ·d or rctir cl cmpl yc and are de igncd to l c purely invc tmenl 'chicles f r 

purclta of ann 1itic f r vc tcJ r 1 lire I cmpl y · . 



Fully l nsurcd Schemes 

J n its simplest l'orm an insured SL'IlL'Illt,; consists of the employer affecting separate 

assurances Cor caL·h member or the schcnJe. These may be provided unucr individual 

policies or under collective 'p.roup· or 'master' policies. In either case, specified 

hcndits arc guaranteed under the policy for each employee. Once the employer has 

paid the rcqu ired premium, su bscqucnt mortality and investment risks arc carried 

entirely by the insurance company - some of the most common varieties are tll c 

following: 

1. Immediate annuities: 

2. Deferred Annuities: 

An annuity is a guaranteed income payable by 

installments , for example, at monthly, quarterly 

or yearly intervals. Usually it is payable during 

the lifetime of a specified person . 

A dcfcrn.:d annuity 1s an annuity which is to 

commence from an aorced future date, provided 

that the intended annuitant is still ali •e at th.tt 

date. ' l he cont1act may includl! a 'cash opt10n' 

under which part >r all of the annuity may h • 

ch· nl! d at the mill! I ity dat for a lump 1111 

paym·Jt,ta 'll'llant d nv 1 im rat. 



Sci f-Administered Schemes 

Se lf' adminis tered schcnlcs an: alw:t ': operated by tnJstces. The trustees will he 

L'lll ircly J'l'SJlOil!' ibJe J'or tilt: ill\'l;S(l lH!Il t nf' tlJ' COlltributiOJlS paid by the employer and 

Clllplnyccs and l'ur the payment or the bcncl'its as they fall due. They will have 

authority to cllnose between different types of investments, usually including both 

· liXL'd interest' (examples - debentures and government securities) and potential 

growth investments (ordinary shares and property). 

An actuary to the scheme will be appointed who will be responsible for: 

<~) Conducting a periodical valuation (a compariS(lll between the scheme's assets 

and expected liahilitics of benefits) and 

b) ,iving ad\'icc as to the lcvd or contributiom which should be paid into tltc 

scheme. The actuary may also give advise on investment a<;pccls. At h.:a t 

in line with p1icc inflation. (if pensions inc1ca c· in payment with plicc 

iuflation). 



_Rrgistcred Investment Advis<w~ 

There arc hundreds of firms and individu:lls who provide investment advice to 

pension plans, institutional emit wm ·nts linancial institutions, and other individuals. 

( )l'fcn the investment ad\'isor i-; :tl.'1) designated investment manager for part or all or 

till.: plan's assets, with authority to make investment decisions within investment 

policy guiddincs. rvrany of thes~ firms, large and small, offer their services to 

qualiJ"icd pension plans. Some specialise in one sector or the capit;d market. For 

example, one firm may specialise in common stocks, one in conventional bonds, and 

;mother in convertible bonds. 

Some inn~stment adviSl)rs offer a full range or, investment services, including 

execution or trades. Others merely advise the plan sponsor or trustee on investment 

policy, intcrinvestmcnt strategy, and stock or bond selection but leave cxccut ing, 

custodianship and record-keeping to the tmstec. Some advisors also manage stock 

or bond mutual funds or as index fund, which can he used by pcm.ion plan<;. In one 

form of the other, invc tmcnt advisors play an important role today in th 

manarcm nt of pen ion plan a%ct~ . 

. l' of' lultiple f. na Jrr 
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I . To broaden the diversification of risk. Since successful investinrr is ver)' 
"' 

much an art and not a science, antl involves a high degree of subjective 

judgement, risk can hL: rLducetl h ' rl'fkcting tile judgement and skills or more 

than Oill' l'irlll. !\ portl~1lil1 1 ul together hy thre<: investment mana!~ers, for 

cxalllpll', L~ven wh ·n L)pcrating under the sallle guidelines will inevitably be 

different, and more diH~rsit 1cd. than if it had been assembled by one manger. 

'~ To have the benefit or research resources, contacts, and innovative ideas or 

several firms. These things get reflected, of course in the stock and bond 

sdections that make up the portfolio. 

3. To blend the investment styles and strategies or several managers in such a 

way as to reduce risk and take advantage of the special skill s that they may 

ha\c. 

Oth r untri offer pen ·i n plan and provident fund but differ in several ways 

Sum· 1f the.: oth ·r c untric h mt:S a1 • di cu d l I \\. 



DEN!\ lARK 

J)enmark ha~ a three tiL:I'L'd S ' ~!!:Ill of pension provision: /\part from the flat rate 

state pension. almost all emplo) ces :1rc requin.::d to belong to a statutory pension 

scheme run by private l'numlatinn. the Danish Labour Market supplementary Pension 

(1\TP). ln addition. there arc about 5000 voluntary pension schemes which must be 

either rumkd lll" insured. The investment requirements for both the J\TP scheme and 

rundcd schemes arc fairly stringent, and the board of the J\TP is spccirically required 

by the Act (Statutory plan which was enacted in 1964) to invest the assets with a view 

to the greater possible benefit to the supplementary pension scheme. The investment 

of asse ts shall accordingly aim at satisfactory security , maintenance of the purchasing 

value or assets and the highest possible yields. 

Both tl1e ATP and othe r pension schemes are genera lly required to invest in: 

a) bonds issued or guarantcrd by the Danish state or municipal itics; 

h) bon lc; i ucd by Dani'>h crcJit asc;ociattons and second mortgage association 

(th J\'1 p ma) at in · L in third mortpgc a!' o iation approved by th 

Gcnt.:n .. ncnt), and fund d chcmc nay invt.:~t both in financmp institution for 

r 1d nti.tl bmldin approv d by the ini t r of hou in and in bond 1. u tl 

h) tt r I) ni h finan in in tinnion t th t ·nt a1 pt •cd h • th ini t 1 
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c) deposits in Danish bank and, for funded schemes, in accounts in the public 

trustee's office; 

d) securities which hy th ·ir character and security arc comparable to those in (a) 

to (c) above. ami 

c) property owned by the scheme but not in excess or four fifths of its taxable 

value. 

In Denmark. pension schemes may also invest in those loans guaranteed by registered 

mortgages in land and buildings in which trust funds are permitted to invest, or in 

loans against securities which are equally safe, but only, in the former case, up to a 

maximum of two-thirds of their taxal5lc value. 

The amount of a fund which may be invested in other investments is strictly limitccl 

in Denmark. A in the case of the tcquired investments there are differences between 

the det~ilcd prm i ·ions for the J\TP and funded schemes. Brodclly, however , both 

type. of sdt m · may in ·est upto 15% of their assets in property; a~ dcpo!>its in 

inv tm nt tru<.,t or Ill\ cstmcnt corporation approved by tit· rovcrnmcut; or on 

st ck 

ntrc ti m tn nt at tri tl in )) nm uk in h th A'l P an I 
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in the same company and this is subject to a further limit that no scheme may own 

more than 15 rx) of the share capital or any on~ l'lllllpany. 

In J)~nmark, sell' in\'l'sttlll'll t is pn hil it ·d l'nr J)l~nsion schemes without the permission 

or thl: fVlillistry or (\m1!11eiC ', Which may be giv~.:n in Special circumstances and after 

consultation with the itLlll':tncc Board. Loans to participating employees arc 

permitted within ATP. fl)r up to 50% of their contributions. lu this case, however , 

loans may only be made indirectly through banks or saving') banks at their usual rate 

of interest, ami the banks must accept responsibility for repaying the loan. 

The securitic~ in which pension scheme assets arc invested must he registered or 

deposited with the Danish National Bank or other approved custodian. The register 

of stock or custody certificate must be annotated to the effect that the securities 

belong to the scheme and are tied up to meet its pension obligation. 

TIIE liSA 

llcrl!, the in tmcnt f pen ion funds arc controlled by laying down a code of 

con luct of f1dudark \ hich incluJc amnnr oth ·r thinl' , a requirement that all 

, Lh 'II '. • h u)d 

he h ·ld in ttu l 

tl 11 

e tabli hcd b) WJ itt n instnun nt, and that all scheme a~ ·t must 
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"The 1974 Act requires a fiduciary to act solely in the interest of the scheme's 

members and beneficiaries and to perform his duties with the care, prudence and 

diligence under the circlllll';tancL·:-; then pn.:vailing th;lt a prudent man acting in like 

c:lp;Icity a11d ramili.lr with stH.:il mattCL' would usc in the conduct of an enterprise of 

a like ebaractn ami with like aims" As any fiduciary can he macle personally liable 

for losses caused by any br ·ach of his trust, every administrator, officer and 

employee lwlding a scheme's fund · or property must be bonded. 

In the USA there arc no set limits for investment in any one company or property, 

but a fiducian is required to diversify the scheme assets in order to minimise the risk 

of brgc losses unless, in the circumstances, this would dearly not be prudent. 

S_OUTII AFIU(;A 

Rc~ istercd c;, heme must hold at least 40% of thei r assets in the Republic in one or 

more of th.; following areas: 

a) monc) in h<1n I in the Republic, 

b) dt;pr l in if t d hank and building socictic , 

) l til uriti · 
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d) securities, issued or guaranteed by and dcpnsits with a local rating authority, 

c) ~;ecuritics, issued m !'tJar:llHl'L'd h' sp~.:cificd public utilities or sound 

instit utions approwd by til· rl.!gistrar. 

[) deposits with or quoted clcbemurcs issued by the land and agricultura l bank of 

South Africa, and 

g) South African Reserve Bank Stock. 

For this purpose . the scheme's assets may not include the value of insurance policies, 

or any asset which is encumbered. Moreover, in South Africa, there arc permitted 

asset'\ ami, subject to their rules, funds may: 

1. grant loans to members, s ... curetl by first mortgage on llwclling houses, but 

thc'le mu tnot exceed 75% of the property' marl·ct val1c plus the amount the 

mcml cr out! have received he/ he terminated scrvkc voluntarily at the d.1tc 

of the Joan; 

g1:ntun red I >an to membc1 up to on· third of the amount due had they 

I f t • m a)' ~n I 
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ln connection with self-investment. schemes ma) not invest in or make loans to the 

business of a participating employer. Pr any :1!-i!-itWi:ltccl company schemes, established 

or conducted hy a statutory hod ' tll' utillly und 'rtaking may be exempted from this 

prtWJS!Oll . 

\VE.S,T_GER[lANY 

Social security is \\'ell advanced in W<:st German), the Germany State Pension being 

one of the most generous in Western Europe. Dating from 1957, the pension earnings 

is related with past earning revalued. Since 1968, the State Pension Scheme has been 

compulsory for all employed persons, except immigrants, who can still colltract out 

on certain conditions - pensions in course of payment arc adjusted each year 

according to changes in national average earnings. Under tbe insurance Supervision 

;\ct of West Germany there i'> strict Government supervision or the insurance 

comp:mie<; rt:spon. ible for in:ured scheme:-> and pension funds. (J\:nsiun runds an.: 

treated as insurance carrie1 becau e they are, in cff·ct, private insnrancc companie 

Sd up by employ r lJ pl() rjd' the benefit<; they promi<;c). 

''I 11 I•.TIII•.RL DS. 

0 · UJ ti n II n 1 n h 1. • m I mt, 1 in the 1cth I land . Wh ·n an employer 

fl n pi· n h · mu t h c cr COlllJ I vith th · 

pl l I J II I· I(} I ) hi t 1 11 t hli I in . lv n • nJ 



investment standards with a detailed system of financia l supervision, also covers 

preservation, members participation and disclosure or inrormation. 

J\11 employers in tilL' Ncthnl,md" who undertake to provide pensions for their 

employees arc required !~) l'untl or insure the promised benefits. They must do this 

in one or the three ways: 

a) by joining an industrial pension fund if one is available; 

b) by establishing a funded company pension scheme; or 

c) by insuring the benefits vvith an approved insurance company. 

J\11 pension schemes in the Netherland:, lllliSt be approved by the Minister for Social 

Aff'airs, who is advi'>cd by the Tmurancc Ch;uuhcr in cases where a funcl is not 

reinsured. It is a condition of approval tiJ.tt the rules of funded schemes should 

i ncludc provision ~onccrmnr: 

the purpo ami manaPcmcm of the sche1 JC 
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the income or the scheme and the investment or its assets 

the manner in which board nH.:mll rs :11\' appointl'd 

amcmlmcnts to the rul ·s ami rc~ulations . particularly where modification or 

rights and obligation or llll'll1hcrs arc made necessary by the financial situation 

of the scheme 

the circumstances (if any) in which the employer has reserved the right to 

reduce or terminate his contributions; and 

the liquidation of the scheme, the duties of the liqu idator, and the uses to 

which asset~ would be applied on liquidat ion. 

1 n industrial pen ion fu nds the rules and rq 1 ulatiC'ns must also define the industry, ur 

branch of indu try , and the geographical area to which the scheme applies . 

All in\'c tm · t ot funded sch m in the Ncthl.!rl.md mu t l 'n1.1d in arc. pon. iblc 

mam 1 r, an 1 th ., me hc ked h' the In tJr, n ·e 'hamb r to ensure both that 

indi idual in c tn nl arc ouml ,u d th:ll th r · i an adcc,u.ttc di~t1 ibuti n. 'l h rc m c 

hn f r in uncut , a1 a1t fr 11 • 1 q li1 m Ill tl ·tt ui1c ·t c'r in Iii 

lc or in · 111 Ill it th t:mpl , ., ' fn111 11 u l b · limit u t 5 ~· of lh • ·h ·m ' 

11 n ,r 11 



The Act provided that annual financial reports must comprise or audited account s 

which give a complete picture of the financial si tuation or the scheme and show that 

the statutory requiremcnts haw hL'en met. t\ detailed rcpot t is required wi th the 

scheme itemising thcir inv ·stllll'Ilt jOrtt'olto. loans, and other assets and to show 

changes in the value or each item. changes in the value or securities must be shown 

every year and those in the \'alue of property every five years. All the reports must 

he verified by an auditor. 
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CHAPTER THREE 

3.0 RESEARCH DESIGN 

3. 1. POPULATION. 

The population of this study will consist of all registered pension pl ans and provident 

funds in Kenya. These arc registered with the Income Tax Department. Tile 

registration of these funds is not a must but it is done for the purposes or not paying 

tax. There an~ 2000 registered pension schemes . However, it is hcl icved that there 

arc many pension schemes in Kenya which arc not n.:gistcred . The population 

consists of self-administered schemes. insu rance companies, bani's and investment 

fund managers. Currently, there arc 2000 registered pension schemes. 

Sine th i area diver. e and \\ide and little has been (lo ·umcntcd about the 

im e tmcnt pmtfolio. o th se funds in Kcny<, a c m ·uti nee sample will b~ selected 

f ll this u1 ') Thi ntail int 1 vi'\\ in • < 1 in ludin.~ in the sam1l · till r ·adil ' 

, ailablc it ·m >I th popul;ti m or intc1 ic 11 ' tho it., 1 in the populatio 1 founl 
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These funds will be categorised into four groups and rrom each, runds will be 

sckctcd conveniently depending on the case or data collection. The study therefore 

int ends to survey on: 

\ . Scll'-administcn:d schl'mcs, 

2. A puhlir scheme, 

l. Jnvcstmcnt Fund fvlanagcrs 

4. Banks. 

lt is also the intl!ntion of the researcher to survey at least on actuarial firm. This will 

provide more information on pension and provident funds management ami 

operations. 

DATA COLLECTI01 r 
-~-- ---

Both prima1 y and secondary data will be u ell in this study. P1 imary dattl will \lc 

col\cctecl using an open ended qu tionnaite which will be sLlf-ac.lmini<\tci ·cl. 'I his will 

be coupled with face to fa~.:c intcrv;~,; v \,'here the rcscmclter will a<>k que tion· and 

rc p 11 Clo 1ccord d H.:,: tdm' th • i <\U ·s th tt. rc of int 'I • t Th S~,; m tlH I ht. c b ·en 

1 ctt:d o th 11th· n.: mch 1 i able t obtain .1 d tail ·d i1 lm m tim a pra ti abk. 

l·urther r 1 1 , pt ut y, h- tc • n.:h 1 ~ md h; t. n .ny in c tm nt 

ill in 1 IJ 1 l i I• nt f 111 ma1 ,, • n nt , 1 I 

in tm 1 



Secondary data will be obtained through analysis of the financial statements lodged 

with the Commissioner of Income Ta: or actuarial reports and/or management 

accuunt reports of pension funds. ln addition. any other document available will be 

analysed such as Tmstcc I ·cds. 

~-!.:! DATA ANALYSIS 

The qualitatiYc data from the various funds will be analysed and compared to sec 

whether it converges to particular factors of areas or diverges. For the av~lilablc 

quantative data, returns as percentages and proportions will b~.; calculated. The 

percentage returns of various funds will he tabulated and then compared. 



CHAPTER FOUR 

Pension ami Provident Fund Scheme. in Kenya first dc..:veloped in the 1940's and 

1950's as branches ur multi -natit nal companies sought to provide benefits simi l<tr to 

t IJOSC they 0 rkrcd tO thei I' l'll1j)IOyees i 11 the developed COIIJ)trieS. ;\!most 90% 0 j' 

these schenKs were invested in insurance policies. The rest were sell' administered 

arrangements invested by in-house managers. In the mid J 960s, the National Social 

Security Fund (NSSF) was c::.tablishcd by an Act of Parliament, Cap.258, Laws of 

Kenya. The principal objective of the fund was to provide workers who were not 

covered by the Civil Service Pension Scheme or other Pension SciJcmcs approved by 

the ivlinistcr for Labour, with some form of financial support on retirement. The new 

scheme was not only appropriate in providing protection to workers in old a:~,; but it 

also had the potential long tenn saving~ which could in the short tc:rm provide 

investment capital w finance cc nomic and other development projects. 

1 n th · !at hank b an to invcc;.t tht ir own : h mcs within their tt u tee 

dqrulm 'Ill whi h o m l, n ·d t > < ff r invc. tm ·nl . c1 vil-e~ to lh · !'lll ral p tbl i1.... 

ccntlv, in th 19 , In tm nt hmtl anagcr ha•c h·cn c.tabli hell in the 

c umr 111 Ill. 



4.1 Investment Portfolios 

Inves ting is the process or placing !'unds in SL'kt.:tt.:d investment vehicles or investment 

portfolio with the expectation ol' incrcasinu their value and/or earning a positive 

return. This activity lws broad economic importance, provides rewards, and can be 

pursued by folluwing a logical progression of steps. 

The functioning and growth of our economy depend ou the ready availability of fund s 

to finance the increased needs not only of government ami business, but also of 

individuals. Because individuals as a group are net suppliers of such funds whik 

government and business are net demanders, the process of investing thus has a 

profound impact. The rewards, or returns, for placing funds in the investment 

process may be received in either of two basic forms - current income or increased 

value - which is the cornerstone and the major requirements of pension ancl provident 

funds. The magnitude of returns depends on such factors as the t~ pc of security or 

property transaction, the length of time involved, and the 1 isl's embedded in the 

trausactinn. 

11Je Pen ion and Provident Fund 111 Ken),, as at the end o! J 994, wa: c:.t imatL d to 

h w rth h 10 btllim , ' ith ·ssi· ha ing about 40~' l f the total. '1 hi~ aluc wa. 

f r th > p ·n 1011 chcm rcgi t red wit! In me '1 a Dcp 1 tmen . 11 > cv ·r it i 

al timat d ch m :u · l cin• ( pc1 ,,t d in )1( u an I 

1 t h tp m r th n l lh I 'I l r d (I J hi Ill ell\ th; t tl 1 lu J' th I !lh 

t hi h r 



Investment Portfolio(s) are the various combinations or investment vehicles or 

a venues that arc available to investment managers. Port f'ol ios arc necessary in order 

to <..livcrsify the investments so that risk c:111 hl: minimized and at the same time 

increase the rctt1rns. ln thco1y, we us' n:turn and standard deviation to put together 

any combination or individual securities to meet our portfolio that will provide the 

highest return with thc smallest amount of risk from among all the choices or 
port rol ios that could be put together. There arc various investment vehicles allowed 

by the: Pensions Act and it is upon the investment managers to come up with the best 

portfolio of Pension and Provident Funds. 



Table 1: Investment avenues available and percentage of funds invested 

Money rv1ongage [quiti Properlie offshore 

Markets lnst i- es s invest-

tuit11 ns mcnts 

-· 
Pu hl ic Pension 2~) . 9(i 10.34 13 .7<J 45.91 Nil\ 

Scheme 

Self Administered 50.00 Nil\ 5.00 35.00 10.00 

lnsu r<l nee Companies 60.00 NIA 10.00 30.00 Nil\ 

Im·cst mcnt Fund 58.00 NIA 20.00 22.00 NIA 

Managers 

- ·-· -

There arc various investment avenues available to investment managers in Kenya . 

These include: 

Money markets - Bank. dcpo<>its, Trcasmy Bill~. Commercial Papc1 

Trra ury Bond 

'orporatc Debt In 1111111 nts 

l\lo1 t 1arc · l oan and Del cnturc. Lease hire. 

btuiti , u 1tcd and llnquotcd 

In tm 1 t 



In Kenya, there are no set limits for investment in each class. However, from the 

avai lable data ;Jnd information from both public and priv;tte pension anJ provident 

funds, it is necessary to set some limit s. I his is necessary to protect the pensioners 

from funds mismanagement ami inv ·qm Ill!' which arc not benefitting the employees. 

Pension funds investment portfoli11.: diller in the public pcnsiou scheme, that is , the 

NSSF, sclf-administcn.:d schemes. Investment r:und Managers ami the insurance 

compamcs. Each ts discussed separately smcc different factors shape how they 

operate. 

Publi.~ Pension Scheme 

The National Social Security Fund (NSSF) was created by an Act of Parliament in 

1965, Cap.258, Laws of Kenya. The Ad established N.S .S.F. as a compulsory 

saving scheme to which an employer pays a statutory cont1 ihution for every employee 

who is a member. JTalfofthe contribution is deduct~:d lorm the employee's pay. Jn 

1 !J87, the c;ovcrnmcnt initiated an amc;ndmcnt of til· NSSF J\ct and this ilad the el"kl"l 

of tramJo11ning the tun I into a st,ttc c rporation a· it is tod,ty. NSSI·. therefore. is 

an autonomou body un 1 r the management of Board ol 'l1u tees. 'I he Board of 

Tru tt:c c mpri c of meml cr <.ll:n n from the; Go ·crnm~_;nt. l·cd rat1on of Kenya 

hnpl l) r (Jl'L nn I th ntral r nnization of 1 rad Unions (C n ll). 

'I h · I 1t th , at ::\ th un 9 , th • 1 un In I ct tot, I inv tm nt 

l1lli n. 'I h1 1 11~ 1i Hllpl j llllll Ill 



securit ies, Na irob i City Council stocks, properties, depo~its in hanks and non-bank 

institutions and shares and equities. 

Set f.- L\ d min ist_~recl..! l..)c henws 

These arc scheme<> run or operall!d in how . 'J he parent company organizes such a 

scheme and it can h~ contribut\ ry or nun cnntril ut 1ry. ThG twenty sclr-administcrcd 

schcnlcs rcscarcllcd nn indicated that though separate entities rrom tile parc11t 

company, the inlluencc of the latter is considerable. The parent company in certain 

circumstances pays the administration ar d all other related costs. While in others, 

the schemes operate imkpcmkntly. In addition, the Trustees arc appointed from the 

senior members of staff. Presently, majority of the in-house pension schemes 

indicated that their investment portfolios consists of equities, money market 

instruments and property. 

Pension and Provident Fun Is can be managed by prorcssional invc tmcnt managers 

thr mgh inve tment companies. 'lllc ma111 criterion 1"01 el ·cting investment 

com panic ha , overwhchnin ly. l ccn ccurity. I ntcrnationalilation has ho\\ ever. 

11 
w led to the incrca. im1 xt.tncc other criteria; invc ·tment performance. quality 

, invc tmcnt p licic , l, im cui mcnt rc rd, admim ·tration 

her und at · in e ted th1 ugh im c tnu:nt mana •c1 . 

fun In' tm ·nl m llli'CI 



normally perform their duties on behalf or trustees within the Trustee i\ct or the 

provisions of the Trust Deed. i\ Trust Deed is provided in .1ppendix (i) for a pension 

fund whose identity has bl:en disguised. This is ncccss:1ry since a Trust Deed is a 

conl'idcntial documeul. lnvt.:stm ·nt tnan:t" 'I' th t !'ore l'ollows investment portfolios 

being guided by the Trust I ked. Tht.: Fund under profess ional investment managers 

is not substantia l. This is because ntnst or the investmt.:nt companies arc relatively 

new and he1Ke not well known in lrcnya. At present, there arc assc:t alloc:ation 

guidelines as wl:ll as spcciric: guidclinL's within the asset classes. IIowever, the setting 

or the guiddinc:s is ,ll\ ongoin~ process. 

l.IJSur:mcc Comp~mies 

Insurance companies manage a substantial amount of Pension and Provident Funds 

in Kenya. One of the insurance company studied, ALICO, started managing pension 

funds 32 years ago with 2 pension schemes and as at the end of 1995, it was 

manari!1!.!. 200 pension funds. The reason perhaps why in urance companies cnntrol 0 .._, 

a large share is l ccausc of having establi hed life department· and alw generally 

beino subsidiaries of multinational corporations which arc doing imilar busint=sscs 
0 

in other c mntrics especially developed economic . Anoth r instuance company. 

1 l:.A (Insurance ' rnpany of ba t Africa) has by the end of 199-. managing 23R 

with an c timatcd •aluc of 'h.lO billion. 

In in Ulan cmpani • . arc n t act1 ely im ol c I in the tun I· 

m ' tn nt . II 
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arc gove rned by the Insurance Act. This Act sets prescribed investment percentages 

for insurance companies. As at may 1996, the insurance companies stud ied indicted 

various illvestment portfolios. Some wen: on one ·xtrcme, investing only in Treasury 

Bi lls and Govcmmctlt Bonds only. \Vhil' oth TS. had invested in a wide variety or 

in ves tment vehicles. 

4.2 The Investment Criit•ria -- - -

The investment criteria for Pension and Provident Funds is set by the Trustees in the 

Trust Deed. However, for insurance companies, the individual company formulate 

its own investment criteria so long as it falls under the Insur1nce Act. Since the 

Tmst Deeds arc different, then each criteria is discussed separately for each pension 

scheme. 

The NSSF mobilises savings from members contributions and invcsts it in various 

sectors of the economy. Figure 1 below. shows the NSSF registered members from 

1966 to June 1994. Figure 2, shows the NSSF Registered employers for the same 

period and figure 3, ·hows the financial statistics nr NSSF in the same period. 
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Prom the above figures, it is clearly shown that NSSP is owned by the workers and 

employers. i\Jso, the fund it is managing l'tH' the \\orkers is very large in Kenyan 

standards. Therefore, the qu 'stillll \\'L' \\'t.luld ask is, "docs the Gnvemmenl play its 

right role in NSSl: operations?" 

In dctl!rmining the critl!ria fnr im cstin!..!. of surplus funds, the fund is guided by the 

rollowing: 

1. The policy requires th:lt investments must be secure from risks such as 

ini1ation. ddault, interest rate fluctuations, maturity and liquidity: therefore, 

the policy specifics that these risks must be minimised. 

2. The ventures undertaken by the fund arc high-yielding, purposely to generate 

fund~:;. not only to pay interest on mcmbcis benefits hut also to meet the 

r_cm:ral administrative expenses. 

3. It is imperative that b for decision to invc t arc made, in ·cstablc funds must 

be a\ ailablc. 'I his : fcguanls the intcre t ol m ·mbcr') uch that the runt! 

·nm t in • 1 at th e 'I n c o1 bet ltl pa mcnl 

11 f l I I ' i I t a II t th h 1 t l ·nn 1 qu i1 1 1 nt • 

m ·mt r \'ill cl im f r 

II lh lUll hil· lh I I ll II lUll 

Ill In I l I ll I 1 sir m Ill 1 m.t I . 



The criteria stated for investments is good, hm\~\'CT, "what is the practice?" The 

study established that the National Social Security Fund (NSSF) has overspent in 

certain sectors than the amount n:con1111 ·nd ·d hy th~ Board or Trustees. The report 

indicates that the NSSF as at JO .lun ·. I c q_ had an investment portfolio as follows: 

• Propl'rty - Sh. 2 1. 3 bi I! ion nr 45.9 I perct:nt of its tot a 1 i nvestmenl. This was 

against the Board l'f Trustees' recommendation to spend 35% in this sector . 

Property is necessary for hedging purposes against ri sk. However, the rcturl' . 

arc usually low. therefore, the percentage of the total investment should not 

be so high. Furth~r. it is believed that much of the property owucd by the 

fund is over-valued. 

l\tortgagc Institutions- Shs.4.8 bililon or 10.34 per cent out of this figure , 

sh~.1.4 billion or 3.02 per cent has been invested in banks and non-bank 

financial in-;titution<; '•hich are under receive1 ship or under liquidation. 'I he.c 

include Post Bank Credit, I' ural rban Finance, Trade Bani·, Ctmtinental 

Finclll ·c, Middl Africa Finance, Pan Afiican Bani' Pioneer BuildinP Society 

anJ 'I r.tdt; Hnan c lt can l>c ri._1htly argued that the fund has lost these 

inve tmen• and thcr f rc, "how ate the pen ioner omtt to he om1 n ated?' 

an m-lJ. nl In titution 

nt in h 

h . 5 hilli n r 13.7 

t the 'ati n. I lht c 



Others: Government Securities, Nairohi City Council Stocks, Shares and 

Equities, and Cash- Shs.13.9 hillitln or 2l).l)() per cent. 

The research established th:1t ~tllllL' 11! th · Ht arc\ nl 'lrustees members arc worried 

over the NSSI; deals. Some tll' th ·Trustee~ indicated that they feared that in future 

they may be personally held l'l'SJK'Il . ibk for the acquisitions although they did not 

take part in their appnwals. Th~rei'ore, "is the investment criteria at NSSF guided 

by Trustee Act or the Trust Deed?" The Trustee Act allows for the Board ol' 

Trustees or its nominees to be held responsible for mismanagement of the fund 

through wanting and irresponsible investments. It was al'io established that the fund 

is unable to <;ervicc the pensioners smoothly due to cashOow problems. Some or the 

retirees take long before they are paid their dues. In addition, since the fund operates 

money purchase scheme (or the defined contribution), which means that the benefits 

n::ceivecl depends on the performance, this puts retirees on a shaky ground . 

Therefore, what is Iequi1cd is a trict legislation with govcrnlllcnt playing only a role 

or regulation. The fund is 0\\ n d by the \\'Orkcrs, pensioner. and the employers. 

'1 h. e [I roup hould comp ... tl Board of 'I Ill tee~. htrther, they should also 

app )in• pr >fc cmcnt l.tff. I nformatt n as t invc. tmcnt policy, 

fun 1 
1 11 H man c m .1 ur m nt h uld b a ailed to the pu lie. 

h m , 1 din.: tl c nuoll d h tl p. 1 nt IllJ ani or 

Ill Ill f Ill Ill nt I \ • th tlcll\11 

1 1 '' l 11 d (_ r m , tlr lit\ I . 'I h I) 



Trustees is se lected by the fund sponsor and their resolutions arc binding. This 

means that the investment managers can only m,1h.c sugjJ,estions. In certain cases, it 

was round that. and especially on 1'll\Tl'11lllLlll mvned institutions, the senior staff, 

who are not professional fund mana' 'I' . nwk., most or the decisions where tile t'und 

is to make invcstmL'llts. 

Investment fund managers inYolvc tl e fund sponsors in the investment decisions. The 

two parties set ongoing asset alll cation guidelines as well as specific guidelines within 

the asset classes. ln one case. the asset allocation was as follows: 

11 

20 percent is invested in equities as a result of a strategic decision in 1995 to 

underweight the class from the guideline weight of 35 percent. The overall 

weighing for equities was taken on tlle basis or the liability profile or the rune.!. 

58 percent is invc tee! in the money markets enjoyillg the high interest rate'> 

that have prevailed. 

22 pcrccn i Ill\ c ted ii. propc1ty, underweight as a result or the illiquilhty 

inh 1 cnt in th O\\ n r hip of la1 o property unit 

cr. it h ld 1 t d th, t th c pl Jtion ai ch I1°CU dep ·nlin on the 

111 c.;: tm nt , ttra ti c, h cJ,, . 



Investment criteria for insurance companies mainly depend on the prevailing 

circumstances in the country 0 In some cases. th' companies have invested only in 

Treasury Bills and Govenum:nt Bonds. whll· in others the portfolio include property 

ami equities and sharL'So ltJsurann· cump:llli '. invest without involving the Trustees 

and hence the various schcm ·s l'umls arc put into a common pool. ln tl1is case, the 

pension plans arc final salary schemes (de!'incd hendit)o This means that the fund 

performance <Jml its management is important mainly to the managing company 0 The 

pensioners arc guaranteed the agreed bcm::f'its. So the question investment managers 

of insurance comp~mics should ask is, "what level of risk are we able to tmdertakc'?" 

Some indicates that equity investment is very ri<>k and hence mmt be avoided 0 

1 nvcstment performance is an imp01 tant criteria in selecting an investment company 

and al 0 evaluating the invc tment managet 0 Each fund should be able to set a 

critcrict that should mcasur .... the pcrformancc of th fund over a givtn period or time. 

'I 
0 de 1~ 1 minc th' rate of 1 tm 11 on th in ·cstmcnt pc rtfolio or Pen. ion and 

PrO\ id nt 1 und an a umpu m ,.,., made rc ·~mhnr the l:Ontribution 0 '1 h 

c nt1 ibuti ll " 1 
um d to h.1 · I ·en mo~t! at th ·n f the • ·;u and al used 

to 
1 1 h 11 . 1t 111 th · m · p ril d f r tut n on 1 )J'lfolio \ a 
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Rate of Return (%) = Closing Balancc-(opcning Balancc+Cnntrihutions)x 100 
Opening Balance 

ROR( %) = CB__:__(OB t- C} x I 00 
OB 

Where, 

ROR Rate of l{cturn 

CB Closing Bal.mcc 

OB Opening Balance 

C = Contributions. 

For example. in 1992. ror a given client: 

Opening Balance, Shs432,617, 112.00 

Closing Balance, Shs780,283.291.90 

Contributions. Shs 127,382,451.30 

Therefore, 

Net = Shs780 ,283,291.90 - (532,617,112 .00 + 127,3 82 ,451. 30) 

=- Shs 120,284,722.60 

I knee, 

Rate of Return - 1}0.284 722.69_: 100 -· 22.58% 
532,617' 112.00 

The pt:rfOI mane~.: crit ·rlrl may be arain t Naiwbi Stork Exchange (NSI~) index, 

on~ulll r Pricing Ind ( PI) :u d/or on an aprccd b~.:n~..:hnu 1 h.. l·or in tancc, a fr •c 

y ·,tr 'I r · ur, I ml mp n 'J: blc I b I l , h m !> client returns from 1992 l 199 . 

'I h at · n t di I cd. and fr 1me , ho v 

th • n in r. 1 ht t f rn 
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Table 2 Client Returns from 1992 to 1994 in percentages 

Cli~nt 1992 1993 I qq I Valu~ as al 31.12.94 

1 20.58 3J.IO < .90 72o.5m 

2 29.40 40.30 34.30 2438.4111 

3 23.58 59.70 60.60 547 .Om 

4 16.10 20.50 34.65 1778.0m 

5 29.10 55.60 53.00 122.7m 

6 18.00 41.40 33.45 1568.6!11 

7 37.75 153.20 61.80 21.3m 

8 37.70 110.95 116.60 26.7m 

-- -=-=---=- - -

Table 3: Returns from 1992 to 1994 (An averagc)in percentage 

1993 1994 

Public Schcmt.: 12.45 

Self dmini l r d chc11 · .75 

mpC\111 

--
ln 
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The reasons why they differ considerably is because the fund sponsors take an active 

role in determining the investment vehicles and also the di!'krent investment mana ue rs 
,•' 

attitude toward risk. The rigun; alsn si\\)\\'S that the value of the fund docs not 

inrluence the retum. Some or the l'umls r · onkd very high rates of returns in the 

years 1993 and l 99,L This can be e:pl:lined by the investors choosing the hi gh 

yielding Treasury Hills lWer the same period . For the insurance companies studied, 

the growth was averaging bet\\'ecn 30-40 percent for some and others 20 percent. 

For the self-administered schemes, the rate of return al so varied with some with an 

average of' 10 percent and others sightly lower. The major determinant or the rates 

of return is the portfolio chosen However, for the period 1992 to 1994 , the situation 

in Kenya required investing in short term Treasury Bills which had high yields. 

Portfolio management includes the ratioml planning, selection ami supervision or 

securities to meet an investor's objectives. 'I he most important in~redicnt in portfolio 

management is pl ann inr. 'l his requires thought and pH.:paration in estahli hinp a list 

of invest ment \Chicle to meet investor needs. All invc~tots differ in th~;ir objccti\'cS, 

:mel they can select from a wide array of M.: urities olkrinr diffc1cnt dcpree~ of nsk 

and reward, ln s lc tin£' .ecuritic. fm a portfolio, in c~o,tors ~houlu seck sen11ity of 

prin ipal, tah1lity of in omc, gn \ •th of capital. a certain d PI~e of marketability 

liquidity and di 1 ifi ati n t p10tcct their a ct . Al!-.o the invc tor should cc the 

m 1 :Htl ti cl up 

B ju J n Jl l tl llltli \ ith r : 1 in t 
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is important that securities arc combined in an efficient portfolio, where more return 

cannot be accepted without additional risk. Selections should be made on the basis 

of expectations, and this fact thcn:rorL' autt n1ati ·all 'assulllcs that there will be error 

in judgements. 

Adequacy or funds in terms or the current liquidity positions and remitting of 

contributions cannot be over-emphasized. The position or these determines whether 

the scheme can meet its obligations. 

T:1ble 4: Adequacy of funds in terms of remittances and ability to meet 

obligations (percentage) 

Fund Remittance Ability to meet 

Obligation~ 

1-------~-
--- ---1------~ 

. 0% Public Pen i n Scheme 

S ·II Adn ini tcrcd 50o/c 

C' 
In uran c< 1111 amc 
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The table shows that remitanees is highest foro the insrance companies and fund investment 

managers. This is because the fund sponsors pay. a fcc for the services rendered and also 

failure to remit in time could result in th~.: scrvircs withdrawn and/or obligations not 

honoured. In some or the parastatal th' ability to meet obligations was found to be 

ext remcly difficult ami hence lo\\'Crin~ the percentage. The public scheme IJas similar 

prnhlcms. For insurance companies and fund investment managers, meeting obligations is 

a llu nd red percent. 

The study found that some fund managers usually face difficulties in settling their 

obligations :1s th~.:y fall due. This may have resulted from poor investment decisions 

in the past and in other cases the fund sponsors do not remit the contributions 

regularly as required in the Trust Deed. Due to these factors, some or the funds arc 

under-funded and therefore are unable to meet their obligations as they fall due. In 

addition. the \vorkcrs and pensioners do not get the optimum benefits which is the 

major objective or setting a pension scheme. 'l his therefore, calls for legislations and 

a rePulatory body that will en. urc that pensions manag~;mcut is prud ent. The 

h!gislation an l formation of a regulatory body \Viii ensure that ~xamination or 

investment holding will be don regularly to mal·c certain that the investment 

v hicle arc performing a e p ted. Performance , hould be mea. urcd when it is 

time to rl! •i , thl.! p rtfoli . •hilc maintainin!' con<;tant urvcillancc ani upcrvision. 

1 crform 1n c !!h ull b m utcd h computing th quartctly tctutn c htain d rr m th' 

p It~ li . 
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4.5 Critique of Pensions Management in Kenya 

A progressi vc pension scheme wi II ha vc a constant I y incrcasi ng mcmbersh ip ami 

tllcrcf"orc, the pension fund will ht'COlllc lar11 cr and larger. It will grow not only 

because its income will l'Xcccd its cxpcnditmc, hut also because wise trustees will 

ensure that they receive interest and di\•idends from investment from the fund as well 

as contributions in respect of members who have not yet retired. Wise investment 

includes at least three features. lnvestments must be safe; they must be profitable; 

and they must also be capable of being realised when cash is required to pay benefits. 

rviost t rustecs arc given wider investment powers than the Trustees Act allows through 

the Trust Deeds. Indeed, the rules of many schemes allow trustees to invest in any 

way which would be available to them if the fund s were their own propert y. 

However, these inercas-.- greatly the risk that the trustees may lose money if thci r 

either gamble or operate bcy'ond the limits of their knowledge . Because of this, 

tru stees may need advice on how to invest. 

Pen ion management in Kenya ha. not been recorded and very litt le information i~ 

av.tilahlc to the publi rcga rdin' tbc, amc. l:l m\cvcr, th manaocment of NSSI·. has 

rm 

Ill 

to th public and thcrcfmc it i CXJ ·ctcd that within the next 

ill ha ' kn n much m 1 •• S 1· vcr th •car ha 1 • h ·en 

r tl 

tl 

that it c. n p1 ide 1 r t cti n oft r r til m nt. 

it lJ1 I h. l ' ( Ill . 

tl l n ·f1 iari Jltl il Utl I 'I h 
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Government has condoned the malpractices and mismanagement of the fund through 

investments which arc not beneficial to the fund. The government should not be 

involved in the management or NSSF. The fund should he given to the right owners. 

The government should set up a n.: 'Ulatm · I ody with strong powers. The regulator 

should be fully funded hy the ~tm:rmnent ami should have the abi lity to conduct spot 

checks on schemes. 

The other schemes like self-administered schemes arc facing difficulties resulting from 

how they are operated. Some of the funds arc under-funded since the sponsors do not 

remit contributions regularly and also investment decisions arc made by people who 

Jack the knowledge in investments and pensions management. These factors have 

ensured that these schemes cannot adequately cover a pensioner or the beneficiaries 

properly. At the same time, some organizations especially those owned by the 

government take a long period of time before they can pay the benefits. As a trustee, 

the scheme should be managed professional, invest safely and hold asst..:ts that \von 't 

put the member ' benefits in jeopardy. The tmstccs must behave prudently. 

7 



CHAPTER FIVE 

CONCLUSIONS AND RECOl\ll\lENDATIONS 
--· --

Pensious funds have been used II\ bnth developed and developing economics to 

facilitate economic de\'l'lopnH.:nt. They not only provide protection artcr retirement 

but the massive funds in these schemes can be used by both the government and the 

private sector to finance programmes and business. For instance, the Central 

Provident Fund (CPF) or Singapore which was set up in 1955 has hacl a huge impact 

011 the country's development. As a result of the CPF programme, Singapore today 

has one of the highest savings rate in the world. This high savings rate has allowed 

for a correlating high level of direct investment. 

PciJsions Funds in Kenya have an estimated value of Shs.l 00 billion as at December, 

1 ~9-1. A Jarfe percentage of this figure is in form of ca~h deposits and short term 

muncy instruments. Th~::se arc massive funds which _the government ami the 

husinc ·e can horrov. t improve the status of the people. What is required i for 

tht; Government to d up a rc ulatory 1 ocly that can facilit ate the s nooth running of 

tl sch ·me . At th · . a me time it would be ncccs ary to create awareness and 

cdu 11tc he JUhli nth· n ·d f< r j inino 1 ·n i n. ch n · hi in a ay \' uld 1> 

a~ rm f in and al c ntnl utin 1 indirectly t th ec nomic de •cl pmcnt o the 

unll nt c, n he t1u t d by the contl ibut r , it n u t 

II r d r '1 hi an 

l tl It th 11 lu tay h 1'1 ihl: I ml 
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encourage the growth of investment fund managers so that pensions management can 

mainly be in the hands of the private sector. This wil l illlrout tcc competition, 

therefore, ofl'cring a wider choice to tile contributors to seck the best investments 

companies. The provision for rctin.:tllellt plans i a major component in retirement 

planning am! should be nlandatmy It :111 ·mploymcnt contract. I ·:mployccs should be 

an equa l partner in pension plans an I hould contribute to the plan as wel l as 

providing some tn1stccs. H is sug•'cstcd th:ll a k 1 islation gcan.:d towards 50--70% 

rep Jaccmcnl or income at ret i rcmcnt i: necessary. This should IJa vc an i nhu i ld 

inflation factor. Therefore, to prepare for retirement, Kenyans must ensure that they 

arc mcmllcrs or an occupational pension scheme or an individual retirement plan. 

Trustees and sponsoring employers have always had to bear their bcnel it promises in 

mind when considering investment. The trustees must behave prudently to ensure that 

appropriate rate or return is achie\'ed. It is also necessary that fund sponsors remit 

contributions regularly and appoint professional staff to be investment managers. The 

Board of Trustees should also be compo cd of people who can provide the right 

direction and he able to discu s objecti ·ely with the nominees or investment 

mana 1crs. It should therefore be acknowledged that, when one is respon ·ibk ror 

people's future , one ne d informati n that can he trusted. It is vitally important !'or 

the public to b informed about the role of 1 ortfoli mana 'Cr . the fiduciary duty th.1t 

they m t.:arry ut and \\h)' it i important for the be l interc ts { r the fum! 

memh ., J· >I' c. mpl , , a c ntn ut r of on· i left W< ndcrin, \\ h th ·r 

un , chicvin ny 1m al 

fth lll r Ill th ·r ltC!Il:ltl r .1 n. "'\\ h ' .u l: nt rihut 1 mt 
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standing up for their rights and complaining about the misuse of their runds?" Ir the 

fund could be properly managed, it could have enormous positive grow th implications 

for this country rather than growth implication.· t'l>r c ·rt ai n individuals. In other 

cases, contributions have been deduct ·d rn 111 'lllJil>)'L:cs and yet the employer has not 

been remittinP tile same. Til~; situatio11 IIIli l h' 11.x:tiricd since the burden or carinu ~' b 

ror the old lies with the productive I t. !'his 111 ·ans that nothing can be !crt for direct 

inves tment. [.'inally, the principa l thino which investment managers in this country 

do not do is to rccum.: ik tilt.: analys is or the world and what is actuall y happening at 

the grass r<.llll'i or companies. Once this reconciliatio n has taken place, then it is 

puss iblc to idcnt ify investment themes. Each security or investment vehicle sdectcd 

should relkct this theme. 

RECOl\li\IENDATIONS 

The Government intends to table a Bill in Parliament to make the NSSF autonomous. 

IIowcYcr. it is recommended that a Pen ions Bill should actually he f'onnulated ami 

tabled in Parliament that will cover pen ions management in Ir cnya. The Pension Bil l 

shou ld be tonnulatcd in a \\ ay that recogni?.es the link between trustees, employees 

and cmpl ycrs. 'I ru tees ht uld be made ultimately rcspon ible !'or the proper 

in •c tmcrt of th ir fund. Other specific JccommcndatitHL arc: 

'he ·o nun nt h uld ct up a rc ulatory l ody that i fully fun kd . Thi 

uld h ' th · .1\ ilny to c nduct p t check n ch ·me . 
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There should be a minimum solvency requirement. 

G The Board of Trustees should include at ka~t nne pensioner. There shoulcl 

be a mandatory number or tncnlh ·r elc~tc l tmstu::s who sits in the Hoards ami 

should l'orlll the tnajority . l'tu·t '·:-;have the r ·sponsibility to ensure that their 

pension plans assets are suitahl• inv ted. The trustees shou ld therefore be 

requ ired to prepar' amlnmintnin a ·tatemcnt showing the principa ls to follow 

as concct ning invcstlnl'tlts I hts is important since the investment rctum 

achieved by a pension plan i critical to its financial state. An inappropriate 

investment policy ror a deli ned plan increases the likelihood or greater cost to 

the sponsoring company or could put benefits at risk. Members of defined 

cnnt ribut ion plans will face lower or very unccrtai n levels or pens ion, unless 

suitable investment options ar~.; made available. The statement must cover the 

trustcG's poliL:y on the following: 

1. For dcl'ined benefit plan·, compliance witllminimum solvency requirement; 

2. Appropriate divcrsificati n of investments; 

3. Types of inve tment to be held, the suitability of in •cstmcnt and the balance 

1 ctwc n .uch invc uncnt : 

· ·p ted 1cturn; 
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5. Rea lisa tion of investments. 

A n index necessary for appraising the value nr pension sc hemes . The index 

should compare scheme's hendits to h ·st indu ·try pr;1ctice. 

Minimum iufonnation dbclll urc Ill the members of the scheme by the trustee 

should be set. Failun.: to communicate the benefits o! the pcmion scheme 

lllessage to members is a cardinal sin. Thercrore, effective communication 

wi ll help get the pension scheme message across to a wider audience . 

o The government should facilitate the establishing, growth and development of 

Investment Fund Managers . This will ensure tllat enough skills will be 

available as the industry sets to grow. Purther, with establishment of more 

investment companies, and therefore, competition, there firms will carry out 

more research in pensions management offering choice to the rund sponsors 

and contributors. 

Prohlcmsl~.!H;Q!!lltcrcd in th~ Study 

1. Data availability - 11 I f th people prnctisin' or in the indu try - Pension-; 

lanagemcnt- c ul not get m J tor the required data. Rcc n.ls have not bt:<.:n 

JH 1 ctly I pt nnd nly cnnt inf rmntion ''•' '"til 1hl • nl ut th 

Ill Ill. 
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2. The National Social Security Fund (NSSF) - Tile managcme11t was 

apprcllcnsivc and feared providing the inrormation claiming that the issue 1s 

too sensitive. 

3. The Pensions ManagclllCIIt also sc~.::m~.::d to be in the hands of people who arc 

not professionals . 

• J.. Some or the inrormation pro\'idcd could not he verified and hence its 

authenticity may be Ill question. ·1 hercfore some 1ssucs might be 

controversial. 

5. In certain instances. it took too long for management of organizations to 

authorize for the research to be undertaken there. 

Areas for Further Research 

Further research is needed in this area ami should cover the following aspects: 

1. The role of Fun I . pon or in the Funds I nvcstmcnts. 

2. Th · r lc th vcrnm nt hould play in Pl;n ion lanag mcnt. 

• lll ' 
m ·nt t c tabh h rc 'lll.lt ry l ly in th f d IC 1 lllati 11 • 



4. Trustee Dilemmas: The Trustees views and !'und ~>ponsors views on hmd 

Investments. 

s. What aspects should fund sponsms look for in dccidinp whether to have a self­

administered schem~. use lll\•t; tmcnt Fund rvJanagcrs or an Insurance 

Company? 

6. The Board or Trustees: Should Pensioners and Employees be the majority? 

'I 
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Establishment 
of Fund 
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' 
TRUST DEED 

I 
i 

II 

1 • The Parent Company namely 
' h1"'rC'hy 

'I 

!I 

l\ 
:I 
\i 
! 

establishes and constilutes lhP. fund 
under i!·r·evor. ble trust to 
on and op rat:> fr' rn llH~ f i r ~; l 1 h y o f 

two .ncl inttic:.ll.y th~ Tru~Jt:r>•'c; qf the 
tllll\l rll J Of! 

Obligations of 2. Tl\1! P r nt Cornpdny hr~r~by covr~ni1ntc; i1nd 
the Fund 

Fund Assets 

o b l i q t' s i t s c 1 f w i t h the T r us t P. 0. '~ to 
observe and perform the provisions of 
the Trust ['eed anrl the Rules of the 
Fund as C'Jnta~nerl in the annex'~'\ 
Schedule. 

3. The assets of the Fund shall (·ompri sP. 
(a) contributions made by the 
Contributing Companies and any by 
employees of the Con t ri but ill'J (~rmp i1ll i. ~~ s , 
and, •.Jith the consent of the C(1m:r.1ssir:n"r 
of Income Tax, (b) any annuity or 
assurance contracts or policies undP.r ., any retirement benefits schem0.s on the 
lives of members, deferred pPnsionPrs. 
pensioners or ot:hn.r bnnr;f~ ··'-

such . 

Trust 
d' . 

trans: 
benefits schem~ or supProl"lll•\L 1 

Fund 'lolhich r pre!lent SPcurP.<.l bPrH·f.i.t9 
in I'C"'P Ct Of any ffi<"mbers , dE•f~tTNI 
P"nsionerc, pencion rs or othnr 
ben fici ries of such r titPm"nt 

•i 

ben fit., sch m or • p ri\nnu ., i. on I'd. 
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<Jbject::~ of 

t he Fund 

Declaration 
of Trust 

Powers of 

Investments 

4. Tho main object ol the Fund i~ to provid 

pensions to Members on retirement from 

the service of the Contributing 
Companies. 

5. The Trustf"!er; sh 11 hold the <:>sets of 
the Funt1 upon tru ,t to apply the same 
1 n or tnwL\rds provid ng the pen:; ions 

and other bcnrdi ts payable under the 
Fund. 

I. 
I' 

6. (a) The whole or part of any assets 

belonging to the Fund which the 

Trustees are not required to be 
expended immediately in making any 
payment or payments pursuant to the 
provisions of the Fund may either I 

I 
I be placed on current or deposit 

account with a bank or invested 
in or upon the security of such 

stocks, funds shares, securities 

~ I 
I 

or other investments or property J 
of whatsoever nature and wheresoeve 
situate and whether involving 

liability or not and whether 

producing income or not as the 

Trustees shall in their absolute 

discretion think fit to the intent 
that the Trustees shall have the 

same full and unrestricted powers 
ot investing and transposing 

investments in all respects as if 

they were absolutely entitled therel 

to b ncfic'ally and so that, withou 
pr judice to the generality of the 

for going, ssets belonging to the 
Fun may-

{i) b inv st 
curi i 

wh c 1 is r 

in or upon any 
h holding o 
trict d to 

icul r cl of r on 
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(ii) be used for entering into 

underwriting or sub­

under~riting contracts of 

all kinds and ~hether 

resulting in the actual 

inves ·m nt of assets 

b longing to the Fund or no , 

(I U) b · nvcsted by effecting 
I 

with one or more insurance 11 

I 
I 
I 

companies policies or 

contracts for the purpose 

of proJicting pensions or 

benefits whether immediate 

or future and whether 

continuent or otherwise for 

the purposes of the Fund 

and the Trustees shall have 

full power to deal with and 
r: 

dispose of any policy or :; 

contract effected by them !i 
'N'hether by sale surrender J; 

or otherwise in such manneH 

in all respects as the 

Trustees shall in their 

absolute discretion think 

fit . 

(b) Any company or partnership to which 

the Trustees shall have delegated 

their powers of investment pursuant 

to Clause 9. (b) of the Trust Deed 

shall have power to raise any money 

required for the purposes of the 

ny 

in C 

Fund by the sale, conversion, calling 

in mortgage or charge of all or any 

part of the assets of the Fund for 

the time being in its possession in 

th same mann r and to the same 

xt 

p rpos 

'w'as th absolut n 

own r h r of and g n r 11 

po 

of h 
r to borro 

F nd. 

Fun 
0 

for th 

provid d 
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Powers of 

Trustees 

Additional 

'I Powers of 

I Trustees 
·I 
q 

!I 
' 

i' 
.J 

'I 

!I 

in the name of the Trustees or any two 

or mar~ of them or, with the consent of 

4. 

a majority of Trustees in writing, in tho 

name of Bank nominees, or in the name 

of any company limited either by shares 
or by gunrantec with or without a share 

capital formed for the purposu of holdin 

!>uch inve!jtmnnt;. 

13, The Trust.e sh 11 have the whole rights, 

powerc; nd privileges and indemnities 

conferred by the Law of Kenya on 

gratuituous trustees at common law or by 

statute and shall not be liable for error ~ 

omissions, mistakes in judgement or I 
otherwise than for personal or wilful I 
default. 

------·- -~- - . -------

9. The Trustees shall have; following powers/ ul1e 
in addition to powers v~sted in them by -~i 

I 

the Trust Deed and by statute or otherwisJ~ 
viz:-

(a) power to delegate to any committee 

consisting of two or more persons 

(any of whom may be a trustee) 

appointed by them such of the powers, 

duties, authorities and discretions 

conferred on the Trustees by the 

Trust Deed or the Rules as they may 

deem necessary or desirable for the 

convenient administration of their 
duties hereunder. 

(b) Powers to delegate their powers of 

investment to any company or 

partnership, 

(c) pow r to institute and defend all 

1 g 1 proce dings t the instance 

o or ainst th Fund, 

( ) pov r g n r lly to x cut nd do ll 

n thin s th Trust 
con id r or 
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1' 11em!Jers 1 

I froHl or 

funds 

) . 

me:rrtt.Jers and others therein . 

of 10.(i\) If any l~f~r.lber has an intorest in any 

Intarest oth~1~ :rutiremt~nt benefit!! ncheme, 

t o o ther fund or other arrang mant (h""\r~innfte 

:refnrrlld to a!l "th t1·an. f•.rring 

schemo") thll Tl'Ust G may, with tho 

connent. of the H• mb•l , tho Parent 

r.ornp~ny , t\\1 th r.oramir.:~iont.!r of 

Income TM< 11n h ving r gard to tho 

provir,ions of he transfer1•ing 

:-;~.h -.11\t: .tccept fror.1 the trustees of 

the tl'rl:l!i f..:rring schef.le or ol!"ll!r 

vcrscn or pcrsonn having the 

n~cussary i)O'.<'(;l'S thereunder. 

(i) a cash sum equivalent loa part 

or the "'hole of the H~::mbur'o 

interest in tho transferring 

scheme, or 

(ij) an assignution of any annuity 

or assurJnce contract or 

policy co~pri~ed in the unrlcrl~ 

asRets of the transferring 

scheme and repr~senting a part 

cr the whole of the M~mber's 

interest in thP transferring 

schein~, or 

(iii) t:he i:JlillC of a new annuity or 

ll!;SUr<lncc contract or policy 

or nn atlflndna~nt of an exi~ting 

annuity or assurance contract 

or policy of which the 1':-Hntee~ 

are thu gur~ntecs which may 

secure b nofits in recpect of 

he H mber similar to ~nd in 

substitution for those secured 

for him und r the trnnsferring 

che , or 

( i v) nv m nt9 r pr senting part 

or the lrt'holc of uch int r 
n uch ace p nc 

tho H•mb r uch ri h 

n b n fit un •r h Fun 

• 
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and in ~uch form as Actuary 
shall certify to be appropriat 

(b) If any Mombor become~ a member of a 
retirf"rnont bfSnefit scherne (other 

than the Fund) then 'With the 
approv 1 of tho r.omminsioner of 

Incom Tax, the Trustoes, the 
H rnbor conc;crne<1 and tho Parent 
Company tho Tru toc5 may in 

sub9titution or benefits which 
would othorwiso arise under the 

Fund in connequencc of his member­

ship thereof:-

(i) pay to the truateeg of the 
receiving sche~o or other 
person or persons administerin 
such scheme a cauh sum of such 

a~ount as the Actuary shall 
certify to be the /alue of 

the He1uber' s interest in the 
Fund, or 

(ii) If the assets of the fund shal 

comprise in whole or in part 

annuity or assurance contracts 

or policies with any insurance 
company. enter into an agree­
ment with such insurance 
company whereby it shall be 

released from all liability 

to pay any benefits Gecured on 
thu lifo of the Member under 
the wholo or any part or partn 

of any 5Uch contract or policy 
in consideration of such 
inaurance company agreeing to 
issue a new anmity or asGurnn e 

contract or policy to the 

tru~tc s of Guch rotir m nt 
b n fit schcm or oth r person 
or p rron Dini~t ring he 
r c ivin ch rna or to nd 

n xi ting nnuity or 

ur nc con r ct or po icy 
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, Expenses 

Appointment 

of .\ctuary 
anci Auditors 
and Fund 
secretary 

.\ccoun ts 

Actuarial 
' 1uat1ons 

issued by such insurance company in 
favour of the trustees or such othAr 
person or persons administerina the 
receiving scheme in order to secure 
in respect of the receiving scheme 
benefits simil r to and in substituti. l 

for tho!>'~ bP.ne fits in rc:ifH!Ct of whic 
the Trustc. .!; • h 11 h< vo l't~leased such 
.lnsurancu cornp ny from li<lb)lity as 
dfOl'CS i•l 1 Ol' 

(iii) transfer to the trustees or such othe 
person or persons administering the 
receiving scheme investments represen 
ting the Member's interest in the fun 
or investments representing such partl 
of the Member's interest in the fund 
as is not dealt with by a payment or 
the agreement under paragraphs (i) or 
(ii) of this sub-clause, 
and upon such payment, agreement and/ 
or transfer being made the member sh 
have no further interest in the Fund. 

11. The Parent Company shall pay all management 
expenses and keep the Fund free thereof. 

12. The Trustees shall from time to time appoin 
on such terms as they think fit an Actuary 
or Actuaries and an Auditor or Auditors and 
a Fund Secretary and such other officers 
as they consider necessary for the proper 
management of the Fund and the Trustees 
shall also have powerto revoke or vary any 
such appointment. 

13. ~he accounts of the Fund shall be kept in 
regular form and audited and a statement 
shall be prepared annually showing the 
income an expenditure of the Fund. 

14. The Trustees sh 11 as soon as may be after 
e ch valuation d te selecte by them, the 
irst such d te to b not later than the 
irst y of janu ry Hine en Hundred and 

Ei hty Two nd ch subs qu nt valu tion 

o b no 1 r h n hr y rs 
r h ng v lu t , 

c u 1 con ition o h Fun 

uch v on d 0 inv 
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Appointment 16. 

and Removal 

! Prohibition 

llof Assignment 

---------- - - - -- - -·--- --·--
8. 

by the Actuary and the Actuary shall report 
ln writing to the Trustees and to the Paren 
C:ompil.ny lheroon. 

The number of Trustees shall not be less 

than three or mor~ than five. 

(a) The Parent Company may call upon any of 

the Trust•cs to resign from the office 
of truste hereunder by serving upon 

such Trustee seven days' notice to that 

effect which shall be delivered to him 

or sent by registered post to his last 
known place of abode and at the 

expiration of any such notice the 

Trustee therein named shall be deemed 
to have resigned from the office of 
Trustee hereunder and shall execute 

such documents and ~o such things (if 

any) as may be necessary to give proper 
effect to such resignation. 

(b) Without prejudice to the power containe 

in sub-clause (a) of this clause the 

Parent Company may be deed appoint any 
person to be one of the Trustees in 

place of one of the Trustees who has 

died or resigned or been removed from 
office or become incapable of acting 
for any reason, 

17. llo benefit or contribution accruing or 
payable shall be capable of assignment. 

1 18. Any c~ pany which desires to become a 

party to the Fund at any time after the 

at h r of and is associated with the 

Parent Company to such a degree that its 

p rt"cipation th r in waul not pr judie 

t pprov 1 of th Fund for r gis 
nd r h L 'wl of ny n th 
ion of 'wlhich h r n is pprov 

Comp ny, th Tru nd 
11 



-, 
II 
il 

II 

I 
I 

I 
! 

;I 

Alterations 19. 

and Acldtttons 

I 
:,n'inding-up 20. 

1
of fund 

I 

:I 
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9. I 

enter into an agreement with the Parent 
Company and the Trustees supplemental 
hereto binding and obliging itself to 

observe and perform the provisions of 
the Trust Deed and of the Rules and 
shall thereby become a party to the Fund 
as from a date to be specified in such 
aurcemcnt. 'l'll'r; r•cment shall be note 
l\H a D cct of Adherence and shall be 
t.:xecuted only vith the authority of the 
l;omli\ :1. z !.i i oncr of Incomo Tax. 

The provisions of the Trust Deed and the 
Rules shall only be altered or added to 
as provided in Rule 2 and ~ith the 
consent of the Conunissioner of Income 
Tax. 

(a) The Contributing Companies or any 
uf them may, at any time, give to 
the Secretary of the Fund six 

lo'riting 

I 

I 
d 
'i 
ij 

calendar months' notice in 
of their or its intention, 
the e:<piry of such notice, 
to contribute to the Fund. 

after II 
to cease 

(b) The Fund may be wound up at any 

time, if after discussions with the 
Trustees, the Directors of the 

(c) 

PJrent Company confirm this decisiot . 

( i) In the e'!ent of all the 
Contributing Companies having 
givt;!n to the Secretary of the 
Fund such notice as is refcrre 
to in sub-clause (a) of this 
cl use the Trustees shall •sk ~-
the Actuary to propos a sch Ill! • 

The scheme sh 11 mak . . I 
prOVlSlOf 

for such amen d b n fits and 
contrlbutions s m y b 

•ces ry. A copy of th 
wC Am wh 1 h 

to 1 

r~, p n ion r n 
n f c r Th ch 
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s hall be submitted to the 

Pa!'cnt r:o:npany and the Trustee 

~hich shall then decided as t o 
adopting the scheme or that 

the Fund shall b> ~ound up . 

Should th" sc:h·~mc be adopted 

the~ Tru"' ecs shall resir;n fro m 

the office of trustees of the 

Fun j "nd b succeeded by 

trustees to be appointed at 
such ~Hijourned meeting, and 

th~re3fter at each annual 

Jnt2cting. The Contributing 

Companies and the Trust~es 

shall th2reupon be relieved of 
any furchcr liability in 
respect of the Fund . 

In the event of one or mvre , 
but not all, of the Contribut · 
Companies having given to the 
Secretary of the Fund such 
notice a s is referred to in 
sub-clause (a ) of this clause, 

the part of the Fund applicabl 

to the de f erred pensioners, 

pensioners, members and 

beneficiaries who have been or 

are employees or are dependant 

of employees of such company 

or companies shall be ascer­

tained actuarially and shall 

be vound up in the same Iilanner 

mutatis muntandis as provided 

in paragraph (iii) of this 
sub-clause . 

(iii) Shaul it be d cided to wind 

up ·he Fund under the 
provisions of this claus I the 
Trust s sh ll apply h ass 
of h Fund v il bl o rn • t 

11 bili 1 5 0 . h Fund , 
·r vmn 0 
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F'II\:ST in muking provi:.;iun in 

full by the purchase from the 

office of an Insurance Company 

with its registered office i n 

Kenya of individual non­

<:ommut ble nd non--as!1ignable 

annuity bunds in f,1Vour of eac 

ctcfcrr~d p~nsioncr, p~nsioner, 

11c·mht>r or b~ne f i c iary \Jho is 

entitled to retire on pension 

dt the date of \Jinding up, 

s,;curing benefits of the same 

amount as those to which he 

has become entitled, and in 

favour of each other Member 

securing benefits in accordanc 

\Jith entitlement under the 

Rules, but if the pension to 

be conferred on any t1ember woulc 

be less than Kshs.l,OOO p.a. 

then the Member shall in lieu 

of all other benefits receive 

(subject to any deduction of 

Income Tax) a lump sum of such 

illnount as shall be certified 

by the Actuary to be appropriat 

SECOND in repaying, subject to 

the provisions hereof and 

subject to any claims for Inccm 

Tax thereon, any remaining 

surplus to the Contributing 

Companies. 

In the event of tht: rund being wound up 

and the dssets being insufficient to 

r.1e •ting ·h~.;: liabiliti s of thH rund, th 

Tru~te s sh 11 give priority ov~r othGr 

liablliti s under the Fund to the 

olloving purpos s vhich sh 11 r nk 

n in priori y to ny o lcr 

s o th fund:-

1 . E:x .., in p n .. ion • n p ym n , 1.1t th 

p y bl to p n on 

p ns1on r , chil r 
pou Ot 
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ur o Ll1d' b.:!rwr'iciaries. 

•I r '-. 

Pcn:3i'1!1S Jue to be paid to Hr::mbers 

clt nor::tal retirement aae or earlier 

in tile a:>propriate circumstances. 

Pensiuns due to be paid to deferred! 
pensioners. 

Schedule referred to in the 1. ,, 
foregoing Deed . 

I 



Appendix 2 

QUESTIONNAIRE 

General 

A su rvey on investment stralegics or Pensions Plans and Provith.:nt Funds in Kenya. Please 
comment as detailed as practicable. 

1. Brierly describe tile hislorical lkvelopincnl 1>l Pension Plans and Provident h111ds 
investment in Kenya. 

---- -- -----

-- -- - ------

2. What arc the types or l\:nsion Plans available in Kenya? 

----------
- ------------------------------------------
-- --

3. What is the criteria of selecting Pension and Provident Funds investment 
companies? 

----~ - ---------------------- ----------

--- -
4. Arc Pension Fund Sponsors actively involved in the funds investments? 

- ------ -----~--- - --------
----

5. What arc the regulati ms or standard. ~ovcrning Pension and Provident Funds 
invcstm nt ~ in Kenya'? 

6. 11 v i th B ·trd Tnt t 
1 , 1lly bin lin' '? Wh tt r 1 d 

clin • 



7. What arc the tax implications of Pension Plans and Provident runcls to both 
investors anc.J investment companies? 

8. What arc the available av<.:mtes wllen: inv ·stmcnt companies or investment managers 
can inves t the Funds? Do tl u;y have any limitations? 

--------- -- -- - - -------~--------
- --~--

9. Shmtlc.l investment companies be regulated on the minimum information they should 
disclose to the rumls sponsors. employees and the public? 

10. Should companies be concerned about employees' welfare? That is, should they 
offer Pension Plans to their employees? What should be the role of employees in 
Pension Plans? 

~--- ---------------------------

11. What should Kenyans do to prepare for retirement? 

-----
----- ---------
-----------------

12 . Please add ( thcr comments and opinion· about Pension Plans and Provident Funds 
in Kenya. 



Investment Managers/ Auditors/ Actuaries 

1. What arc the provisions regarding the appointment of an Investment Manager? 

2 . On what grounds can the Investment r-.Ian'\)!cr he Cllangecl? 

-------
3. Ilow and who appoints Auditors and Actuaries? 

-- ---- -------------------------

4. \Vho arc the fund's Auditors? 

s. IIow often is the Auditors appointment reviewed? 

-----
------

6. Is the lnvcstmcm Manager Involved in the appointment or Auditors and Actuaries? 

--------------- ---------------------------
7. Wh arc the ctuaric of the hm I? 

---



8. lias any actuarial review been carried out in the last two years? 

9. Docs the Tru st Deed allow tht.: Trustct.:s to ddc 1illt.: thcir powt.:rs? 

-------
10. Can the Trustees borrow using fund assets tor collateral? 

-- -·-------

11. What docs the Trust Deed state regarding the appointment of nominees? 

12. Others Specify. 

Investment Performance Review 

1. What investment guidelines have l ecn givt.:n to the Investment Managt.:r? Ilow orten 
arc these guidelines revicwt.:d'! 

---------- ----------

2. \ 'hy i c:' invc t ·d in Lquiti 

'hy i 



Why is % inves ted in Property? 

3 . How much discretion have been given to thL: Investment l\.1:111aner'? 

4. IIow olkn do the Investment 1\.lanarcrs r ·port to the Trustees? 

-------------· --·-

5. How is the performancL: of the Investment Manager measured? 

6. What was the Fund's performance in the last five years? 

7. Is there a separate performance trading for each investment vehicle? 

-----------

8. 1\.re any comparisons made to any other Investment l\.lanagcrs' returns? II' so, how 
often arc ·uch comparisons made? What about compari ons between the 
investments'. I low frequently arc such comparisons made? 

---- ---- ---- ------------------------
--

th rc an In tn nl th l·und? 

- -------~----



Terms : Fees, Withdrawals, etc 

1. What fees arc charged for investment or the Fund? 

2. Are these fees charged up front or at tile end or a period? ITow frequentl y arc the 
fees payable? 

3. What are the withdrawal terms for the Fund? II ow much notice is required? 

4. Can investments be transferred or are they required to be liquidated? What are the 
charges, if any, on withdrawal? 

Fund Participation 

1. Is member hip of the Fund Compulsory? 

2. What is the proportion of the contribution is from employer and the employee? 

-------------------------------------------------- -----------
3. 1 re the cantril uti n in nddition t the S F contribution . 

--
1c u ntly arc th ntril ut" n rcmill t th ln • tm nt mn' 1'! 



5. What are the terms for withdrawal by participants? 

6. Arc payments made in the Founlh.:r'~, the Trustee ' or the participant's name? 

Records 

1. What records are available for review by the members (Employees)? 

2. Does the Investment Manager prepare individual records for each member? If so, 
how often are these prepared? 

3. What is the procedure for any complaints a member may wish to lodge? 

4. 'an members he allowed to join other Pension Plans? If so, will the employer 
con cnt and outinuc with the contribution ? 

5. PI a c , d t any th r c mmcnt 



Appendix 3 

NSSF Registered members from 1966 to June 1994 

Year Total Cumulative tota l 

1966 252107 252107 
1967 12747h 379582 
1968 93988 473570 
1969 51689 53 '1259 
1970 5947 '1 590730 
'19/1 55157 645887 
'1972 59613 705300 
1973 33250 738750 
'1974 26605 765335 
1975 93429 858784 
'1976 69290 928074 
1977 80344 1008418 
1978 59717 1068135 
1979 71496 1139631 
1980 78257 1217888 
1981 74933 1292821 
1982 56674 1349495 
1983 49219 1398714 
1984 67982 1466696 
1985 65426 1532122 
1986 42087 1574209 
1987 61573 1635782 
1988 733022 1708804 
1989 86301 1795105 
1990 92957 1888062 
•1991 99101 1987163 
1992 78983 2066146 
1993 83967 2150113 
1994 79526 2229639 



Appendix 4 

NSSF Registered employers from 1966 to June 199 

Year Total 

1966 3713 
1967 14653 
1968 20'1 0 
1969 1624 
'1970 66'1 
'197"1 ( 19 
'1972 '1 013 
1973 859 
1974 1031 
'1975 1368 
1976 1385 
1977 1227 
1978 1045 
1979 1090 
1980 1923 
1981 1250 
1982 1405 
1983 1225 
1984 1275 
1985 1308 
1986 1357 
1987 1266 
1988 1278 
1989 1307 
1990 1170 

Cumulative tota l 

3564 
17918 
19376 
20732 
21158 

21565 
22036 
22608 
23388 
23053 
24994 
25638 
26283 
27028 
28754 
29739 
30750 
31602 
32536 
33610 
34769 
35920 
36948 
38107 
39072 

1991 1367 40220 
1992 1222 41297 
1993 673 41923 
1994 1009 43627 



Appendix 5 

NSS F Financial Stati stics from 1966 to June 1994 

Year No of No of members Contributions No. of claims Amou nts pa id 
Employers Reg istered Received (£) (£) (£) 

1966 3713 252107 1150300 31 39 
1967 14653 122475 4052650 732 16835 
1968 201 0 93988 5336750 2976 134855 
1969 1624 57689 5816500 4749 220461 
1970 661 59471 6896950 7138 559411 
1971 7'19 55157 6637150 8393 655636 
1972 1013 59613 7112450 6666 644362 
1973 859 33250 7758550 7792 924180 
'1974 '1 031 26605 9836150 8095 1101260 
1975 1368 93429 1421424 8222 1097598 
1976 1385 69290 12058008 7408 1988459 
1977 1227 80344 18344232 10013 1400778 
1978 1045 59717 22659250 8181 1337472 
1979 1090 71495 25626095 5505 1094767 
'1980 1923 78257 30107869 6172 1850884 
1981 1250 74933 34974364 13389 2604618 
1982 1405 56674 36808900 15952 4069342 
1983 1225 49549 36944123 21034 6522760 
'1984 1275 67892 39247845 19126 7467142 
1985 1308 65426 42045981 21172 11411121 
1986 1357 42087 53136168 18206 10934975 
1987 1266 61573 55156353 20401 11841719 
1988 1278 73022 56163168 27160 11735742 
1989 1307 86301 61609562 25395 17165370 
1990 1170 92957 57617233 31382 22595000 
1991 1367 99101 63543103 30393 25704415 
1992 1222 78983 70784750 34768 32726460 
1993 2296 83967 67985631 36514 33591335 
1994 1009 79526 61355586 31706 41854370 



Appendix 6 

How the rates of return on investment portfolios was determined. 
The Pension Scheme illustrated has its identity distinguished , 
refcred to as client A900 

Year1990 

Opening Balance 
Closing Balance 
Contributions 
Net 

Year1991 

Opening Balance 
Closing Balance 
Contributions 
Net 

Ycar1992 

Opening Balance 
Closing Balance 
Contributions 
Net 

Ycar1993 

Opening Balance 
Closing Balance 
Contributions 
Net 

Year1994 

Opening Balance 
Closing Balar cc 
Contributions 
Net 

239,215,382.95 
304,679,999.95 

GO, 17 4,324.55 
5,290,292.45 

304,679,999.95 
407,194,584.20 

75,390,656.60 
7,123,928.15 

407,194,584.20 
532,617,112.00 
94,476,450.60 
21,946,077.20 

532,617,112.00 
780,283,291.90 
127,382,451.30 
120,284,722.60 

780,283,291.90 
1,086 953,349.60 

189 639 244.55 
117 043 813.15 

Rate of Return (%) 

2.47% 

2.34% 

5.39% 

22.58% 

15.00% 
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