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Executive Summary 

1. The Asian Development Bank is providing technical assistance to the Finance 
Department of the Government of Sindh as part of the project Support to Governance 
Reforms in Pakistan Subproject – Strengthening Fiscal and Public Financial 
Management in Sindh ADB TA – 4922 (PAK). The Finance Department has 
developed a strategy to finance the growing contingent liabilities of the accrued 
pension and GPF expenditures through a pre-funding investment strategy.  

2. This Report highlights increasing pension expenditures using data from the Actuary’s 
report, discusses the pre-funding investment strategy proposed by the Finance 
Department to improve the management of the Investment Funds of the Government 
of Sindh through the creation and implementation of the Sindh Fund Management 
House.  

3. The Finance Department has responded to increases in expenditures with a four step 
plan in conjunction with technical assistance from the Asian Development Bank. It is 
this fourth step below that is the subject of this Report:  

Figure 1 – ADB Assistance to Government of Sindh Finance Department 
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4. The Consultant reviewed with the Finance Department and other related 
departments how investments are managed and summarizes key findings. Such 
findings formed the basis for the development of a new strategy to manage 
investments through the Sindh Fund Management House. This Report contains 
recommendations:  
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5. To ensure proper governance structure through an Investment Oversight Board. 
More information on governance is provided in an attached presentation from the 
recently completed ADB Provincial Fund Management Workshop in Karachi 30-31 
January 2009.  

6. To build an Investment Structure that allows for the efficient management of 
investments whether conducted internally or externally or that uses a combination of 
both internal and external investment management. The emphasis is to develop the 
right-sized structure for the amount of money being invested. The Government of 
Sindh has indicated that it does not seek a structure that is too costly for the targeted 
amount of funds.  

7. To develop an Investment Policy structure and process to ensure that the risk 
exposure level established is consistent with the level of risk appropriate to the 
Government of Sindh and advice on creation of a benchmark comparisons to be able 
to have meaningful evaluation of the investment performance of the Sindh Fund 
Management House.  

Structure of Report  

8. This Report is divided into two sections.  

a. The first part identifies current process and proposes structural changes to 
implement a pre-funding strategy 

i) Key Findings of Current Investment Functions 

ii) Rationale for Changing Current Investment Process  

iii) Financing Options 

iv) Creation of the Sindh Fund Management House 

v) Rationale for Pre-Funding Investment Strategy 

vi) Oversight and Governance of the Sindh Fund Management House  

vii) Sindh Fund Management House Investment Oversight Board 

b. The second part focuses more fully on investments and proposes an 
implementation plan  

i) Investment Structure Options 

ii) Investment Policy and Investment Unit  
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Increasing Pension Expenditures is Driving Change 

9. The need for developing a financing strategy is driven largely by the increasing cost 
of the accrued pension liabilities of the Government of Sindh. The report of the 
Actuary, also a Consultant under this same Asian Development Bank project, 
estimates increasing annual pension1 costs. According to the Actuary, “The projected 
annual cost of benefit payments which have been growing in recent years are 
expected to continue that growth. In fact the rate of growth is expected to increase 
rapidly during the period between 10 to 20 years from now.”  

10. In FY 2008-09 the Actuary has projected the pension expenditure at Rs 7.45 billion. 
By FY 2018-19 that number will have more than doubled to Rs 18.57 billion. And in 
more 10 years that number is expected to have quintupled. By FY 2028-29 the 
pension expenditure is projected to be Rs 107.82 billion.  

Figure 2 – Annual Pension Benefit Disbursement Costs 
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Source: Actuarial Valuation of the Government of Sindh Pension Scheme as at 30.06.2008. Prepared by Nasir 
Whaind, Associate, Society of Actuaries (USA) Consulting Actuary.  
Note: To determine total projected annual expenditures add the Lump Sum and Pensions.  

                                                 
1 The Actuary’s report is on the accrued pension liability. The cost of the accumulated and projected values of employees’ 
GPF account balances have not been reported yet.  
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Part One - Key Findings of Current GoS Investment Process 

11. The management of the investment functions of various funds that comprise the 
liabilities of the Government of Sindh is presently carried out in various locations 
throughout the Government of Sindh, without benefit in all cases of formalized 
investment policies or oversight by governance structures that meet international 
best practices.  

12. The Government of Sindh currently manages Rs 36.9 billion of assets in multiple 
Investment Funds. The management of the investments takes place through the 
Finance Department and other departments. A partial list of the Investment Funds 
follows. The Finance Department is creating a process by which the other 
departments will register their investments with the Finance Department:  

Table 1 – Government of Sindh Investment Funds 

Government of Sindh Investment Fund Inception Date Value as at FY 2007-08 
Sindh Pension Investment Fund 2002-03 Rs 17.952 Billion 

Sindh General Provident Investment Fund 2007-08 Rs 4.000 Billion 
Sindh Social Relief Investment Fund 2005-06 Rs 12.028 Billion 
Sindh Viability Gap Investment Fund 2008-09 Rs 1.000 Billion 

Peoples’ Housing Cell Investment Fund 2008-09 Rs. 2.013 Billion 
Total   Rs 36.993 Billion 

Source: Government of Sindh Finance Department. October 2008 and February 2009.  

Rational for Changing Current Investment Functions  

Improved Awareness of the Government of Sindh Liabilities 

13. The Government of Sindh is liable for the gains and losses of the Investment Funds 
from which contingent liabilities are financed using a pre-funding approach. Losses, if 
any, increase future financial burden of the Government, whether they result from an 
appropriately selected investment that incurred a loss due to changing market 
conditions; an inappropriately selected investment that incurred a loss due to any 
reason; or financial control-related errors such as: omissions, fraud, deception, theft 
or embezzlement. The creation of the Sindh Fund Management House is being 
designed to include the development and implementation of a sound Investment 
Policy that accurately reflects the government’s acceptable levels of risk to secure 
targeted investment returns, the design and implementation of a set of financial 
controls to mitigate the inherent risks in managing investment transactions and a 
requirement that all of the Investment Funds have an annual audit conducted by an 
independent auditor. 
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Improved Cashflow of Government of Sindh Liabilities 

14. Further, the current arrangement fails to ensure that the investment selection and 
transaction process properly measures, anticipates and plans for the cashflow and 
liquidity needs of the Investment Funds. In FY 2006-07 the Benevolent Fund was 
unable to meet its short-term cashflow needs to pay claims despite having a more 
than adequate balance in the Fund. A transfer from the general budget was required 
to ensure the continued and timely payment of Benevolent Fund claims. The problem 
was caused by a mismatch of the Benevolent Fund’s certificates of deposit maturities 
and its cashflow needs. Some Investment Funds are financed through budget 
transfers (e.g., Sindh Pension Investment Fund and Sindh Social Relief Investment 
Fund) while other Funds are financed by the actual amount of contributions from 
employee payroll subscriptions / allotments (e.g., Sindh Benevolent Investment Fund 
and Sindh General Provident Investment Fund). In establishing the Sindh Fund 
Management House another requirement will be the analysis of each of the 
Investment Fund’s liabilities, cashflow needs and current investment maturities to 
create a financial plan for each Investment Fund. As part of this analysis, some 
Investment Funds will require actuarial analyses in order to accurately project the 
trend of future benefit outgoes.  

Proper Reporting within Public Accounts  

15. The value of the assets of the assorted funds at present are not compiled for easy 
reporting as part of the public accounts. Another benefit to bringing together these 
various funds within in a single Investment Unit would be to ensure correct reporting 
as holdings of the Government of Sindh.  

Creation of Investment Performance and Risk Management 

16. The management of the provincial government’s investments is currently a 
fragmented process spread across multiple departments resulting in no single 
department becoming expert in the investment functions of growing provincial assets. 
Another proposed objective of unifying the management of the Investment Funds is 
to bring critical mass to the process which should permit a more focused attention on 
the investment functions and allow the honing of the skills of the management and 
staff of the unit transacting on behalf of the Investment Funds. Economies of scale 
may also be achieved in the process of pooling of several Investment Funds with 
similar investment objectives together. 

17. Another outcome of the dispersed nature of different departments managing 
investment functions has been a lack of consistency in reporting investment returns. 
There is presently no single source that discloses each Investment Fund’s asset 
value and specific holdings (e.g., certificates of deposit, current interest rate and 
current bank rating by PACRA2; corporate bonds, current PACRA rating and interest 
rate, etc.). There is no standard measure of calculating investment performance and 
accounting for the expenses of managing the Investment Funds. Senior officials can 
best perform when they are provided monthly management information – as opposed 
to data – from a single credible source to be able to understand the government’s 
assets, risk assumption and rates of return. Standardization of the financial reporting 
and disclosure process will be another key function of the Sindh Fund Management 
House.  

                                                 
2 PACRA. The Pakistan Credit Rating Agency, Ltd., is a professional rating agency, licensed and regulated by the 
SECP, which conducts independent ratings of corporate bonds, banks, mutual funds and other financial 
institutions and financial products.  
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Improvement to Oversight Capacity and Function 

18. In the current structure decision making is pushed up the line to the highest level – 
the board or managing committee itself. In many cases such boards are comprised 
solely of ex-officio members, key government officials who bring to their office a 
broad understanding of government finance needs but lack specific experience 
managing investments or creating investment policies. Indeed the current structure 
puts the responsibility for decision making to a group that is not well qualified to act. 
Decisions are passed up to the board for approval as though the higher the approval 
the more competent and experienced in investments. In fact, in this scenario, most 
senior officials do not have specific investment background, familiarity of investments 
in Pakistan or fully understand the issues affecting the financial markets. The 
decisions that they are asked to approve, ranging from small decisions such as the 
specific bank selection to make a certificate of deposit to large decisions such as the 
Investment Policy and determination of acceptable risk, are being approved at a high 
level but are not being approved by qualified board members. Through the creation 
of the Sindh Fund Management House, an oversight and governance structured 
would be proposed to ensure that decisions are made by qualified experts3.  

                                                 
3 Report to Government Accounting Office: Governance Structure Needs Improvements to Ensure Policy 
Direction and Oversight. June 2007. US government.  
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Financing Options 

19. Financing is the mechanism by which money is made available to meet required 
payments. Most commonly financing can be from  

a. Government budget transfers generated by tax revenues or from donor agency 
funds;   

b. The government-as-employer and / or employees making contributions;  

c. Investment income (losses); or 

d. A combination of the above.  

20. The Sindh Finance Department has expressed a preference to using a combination 
of the above methods. Initially, the Government will continue to finance accrued 
pension and GPF expenditures from current budget and to direct additional budget 
transfers into separately accumulating Pension and GPF Investment Funds4, see 
Figure 1 below.  

21. An illustration of this financing flow, also from the Actuary’s report, reflects the current 
process and the proposed change. According to the Actuary’s report: “No matter the 
[financing] strategy adopted for use of the Sindh Pension Investment Fund, it is 
appropriate to define the relationship of the Fund to the payment of Pension Scheme 
benefits.” The current situation can be illustrated as follows: 

Figure 3 – Current Financing Arrangement 

 
Source: Actuarial Valuation of the Government of Sindh Pension Scheme as at 30.06.2008.  
Prepared by Nasir Whaind, Associate, Society of Actuaries (USA) Consulting Actuary.  

 

                                                 
4 The Government of Sindh created the Sindh Pension Investment Fund in 2000, currently value at Rs 17.8 billion, and the Sindh General 
Provident Investment Fund in 2007, which has been seeded with Rs 4 billion 
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22. At present there is no connection of the Sindh Pension Investment Fund to the 
payment of benefits. The Actuary has proposed, and the Consultant reinforces, that 
this process should be altered to allow the Investment Unit of the Sindh Pension 
Investment Fund not only to manage long term investments, but equally as important, 
short-term liquidity.  

Figure 4 – Proposed Financing Arrangement 

 
Source: Actuarial Valuation of the Government of Sindh Pension Scheme as at 30.06.2008.  
Prepared by Nasir Whaind, Associate, Society of Actuaries (USA) Consulting Actuary.  
 
 

23. The illustration in Figure 4 reflects a financing flow that would include a formal 
investment strategy, which typically would be strengthened by having the following:  

a. Estimation of future accrued pension and GPF expenditures;  

b. Preparation of a financing strategy; 

c. Development of an investment structure suitable to support the amount of assets 
being managed consistent with the risk level defined by the Government of 
Sindh;  

d. Assurance of proper governance that the investment decision making process is 
protected from political interference;  

e. Implementation of proper financial operational practices to avoid errors, mistakes, 
omissions, fraud, theft and embezzlement and the adoption of insurance 
coverage for such occurrences as is required by the financial regulators for the 
similar functions carried out by the Asset Management Companies licensed by 
the Securities and Exchange Commission of Pakistan (SECP).;  

f. Constant vigilance from an Investment Oversight Board and an independent 
auditor and through the use of public disclosures and reporting; and  

g. Financial market conditions adequate to ensure projected investment returns.  
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24. A pre-funding investment strategy is a multi-step process that develops and is 
managed over the long-term. The funding of some Investment Funds would be 
generated through provincial budget transfers and others through direct 
contributions. For example, the Government of Sindh has already begun funding the 
Sindh Pension Investment Fund and Sindh Social Relief Fund with budget transfers 
and has discussed using the GPF contributions to be directly credited5 to the Sindh 
GPF Investment Fund. The Sindh Benevolent Fund is presently funded with direct 
contributions through employee payroll subscriptions / allotments.  

                                                 
5 A plan to direct contributions into the GPF investment fund has been discussed but has not been put in place. 
By contrast, the government of Balochistan has enacted legislation to do this but has not started the process.  
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Creation of the Sindh Fund Management House 

25. The Finance Department has proposed the creation of the Sindh Fund Management 
House, a single entity to manage the investment functions of various Investments 
Funds. The goal is to unify the investment functions to improve the overall investment 
process including:  

a. Strengthen the governance and oversight of the investment process;  

b. Identify / define the level of investment risk6 for which the government of Sindh is 
comfortable assuming as relates to its investments;  

c. Uniformly apply best investment practices and standardize an appropriate 
investment decision making process to produce an investment return that does 
not exceed the Government’s defined level of risk;  

d. Adopt financial controls and ensure separation of duties and responsibilities in 
managing investments consistent with the rules that are applied by the financial 
regulators to licensed investment advisors and licensed pension fund managers;  

e. Achieve economies of scale in executing investment transactions, and  

f. Ensure reliable and accurate performance calculations (investment returns), 
expense measurement and standardization of financial disclosures of each of the 
Investment Funds.   

26. The collective Investment Funds would be managed by the Sindh Fund Management 
House that would be comprised of an Investment Unit whose sole function would the 
investment of various funds that comprise contingent liabilities of the Government of 
Sindh: pension, GPF, social relief, benevolent fund, viability gap fund, and more. 
Although the Sindh Fund Management House would manage these collective 
investments, each fund’s investments would be maintained separately for accounting 
and auditing purposes. Co-mingling of the Investment Funds or the investment 
performance returns of individual funds is not proposed and would not be permitted.  

27. The Investment Unit would prepare a plan that projects targeted levels of each 
Investment Fund to finance expenditures identified by the concerned group such as 
the department that manages the Sindh Benevolent Fund or, in the case of the 
pension expenditures the Finance Department with assistance from the Actuary.  

28. There are many aspects of the Sindh Fund Management House that will be 
developed and reside separately from the Government of Sindh Finance Department 
such as the investment management functions, reporting and disclosing investment 
holdings and the calculation of the investment performance returns. There are also, 
however, several functions that would cross over to other departments such as the 
funding in the case of the Sindh Benevolent Fund (generated through mandated 
employee contributions) and the rules related to the calculation and payment of 
pension and GPF benefits (defined by the Ministry of Finance and notified by the 
Government of Sindh) and the interest rate determined to be paid on GPF account 
balances (again the same process). For this reason, the need was identified to 
develop a comprehensive strategic plan that explains how the Sindh Fund 
Management House would be developed, organized and managed.  

                                                 
6 Investment risk is often various types of risk combined – market, credit, inflation, etc. In this document 
investment risk refers to gain or loss uncertainty with the government’s money.  
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29. An illustration of the Sindh Management House and its structure follows: 

Figure 5 – Sindh Fund Management House  
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Oversight and Governance Structure of the SFMH 

30. The purpose of the Investment Oversight Board is to ensure that a defined and 
approved Investment Policy would guide the Investment Unit as to which investments 
it may make to achieve maximum returns is consistent with the level of risk 
determined by the Government. The Board should focus principally on guidance and 
strategic issues. Its design should ensure that the investment selection process takes 
place free from outside or political interference. International best practices 
encourage that the full membership of the Investment Oversight Board be comprised 
of investment professionals who have met a fit and proper test7 and who commit to 
adhere to specific conflicts-of-interest rules that could compromise the integrity of the 
Board. The Sindh Finance Department, however, has indicated that it would be 
seeking a compromise balance that would include the Sindh Chief Secretary and the 
Sindh Finance Secretary as ex-officio members instead of being comprised solely of 
investment professionals.  

31. The Investment Oversight Board represents governance, which is a set of rules and 
practices designed to guide the oversight of the Investment Funds. A well-functioning 
governance structure should ensure proper oversight of all financial operations and 
accountability of fiduciaries. The relationship between governance, investment 
strategy, and investment performance is dynamic. Making a single change to one 
area will directly affect the others. The governance polices have a direct effect on 
investment strategies8; such as investment decisions regarding whether to take a 
long-term versus a short-term investment outlook, whether or not to manage assets 
internally and issues regarding portfolio mix. In turn, each of these has an important 
bearing on investment financial performance and level of risk that is being assumed 
by the Government.  

32. In order for an Investment Oversight Board to be effective the Consultant 
recommends that it adhere to three fundamentals: independence from outside 
interference, accountability and integrity. The Finance Department has emphasized 
that to date investment functions have been free of outside interference and wishes 
that this continue. The following recommendations are designed to ensure that these 
three fundamentals can be sustained.  

a. Independence from outside interference can be created by establishing a 
mandate that the majority of the Board membership be comprised of experienced 
investment professionals who do not “owe” their Board membership to anyone. 
The composition of the Board membership would not be in the majority made up 
of ex-officio members. The Board members could not be replaced or removed by 
political leaders or government officials.  

b. Accountability can be assured through specific reference to whom each Board 
member is accountable, clear rules referencing under which circumstances a 
board member can be removed and cannot be removed, staggered board terms 
to ensure continuity and establishment of unambiguous conflict-of-interest rules.   

                                                 
7 A fit and proper test is often conducted by the financial regulators of persons to be licensed (in this case as 
fiduciaries for the investment of assets). The person’s integrity is assessed and a determination is made whether 
he has been convicted of criminal offense, been the subject of adverse findings in civil proceedings or subject of 
disciplinary proceedings, has violated standards of the regulatory system, has had a license or registration 
revoked.  
8 Holders of the Purse Strings: Governance and Performance of Public Retirement Systems, Useem and Mitchell, 
Pension Research Council, Wharton School, University of Pennsylvania. March 2000.  
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c. Integrity can result by insisting that each Board member fully and publicly 
disclose their current holdings and changes to investment holdings while they are 
Investment Oversight Board members and maintain constant vigilance on the 
conflict-of-interest rules.  

Structure of the SFMH Investment Oversight Board and Investment Unit  

33. The Consultant proposes that the SFMH Investment Oversight Board supported by 
the Investment Unit will approve an Investment Policy. A proposed Investment Policy 
is in Part Two of this Report. The Investment Oversight Board will also develop 
strategic asset allocation, define investment benchmarks, monitor investment 
performance and appoint or dismiss licensed investment managers (if they are 
approved for use).  

34. The Investment Oversight Board would consist of five members plus Chairman and 
would replace9 the current boards of the Investment Funds as regards managing 
investments. The Investment Oversight Board would not replace the portion of 
boards of current Investment Funds, however, that have a mandate over the 
approval of claims related to the underlying funds. For example, the Sindh 
Benevolent Fund, which actually consists of three separate Funds for the Secretariat, 
gazetted and non-gazetted employees, would continue their claims paying role.  

a. The Consultant and the Finance Department did not reach a consensus on the 
participation of ex-officio members in the Investment Oversight Board. The 
Consultant recognizes that past decisions by the Sindh Government included the 
use ex-officio officers being named to oversight roles. Recent evidence10 
suggests, however, that boards comprised of non investment professionals 
perform poorly when the oversight function is for investment funds. As such the 
Consultant strongly recommends that the board structure be changed. The 
Consultant recommends, however, that if the Government of Sindh is convinced 
of a superior advantage to be gained by appointing ex-officio members that it be 
done balanced with the majority use of independent investment professionals and 
that recommended conflict-of-interest and financial disclosure rules be applied 
equally to all Board members including ex-officio.  

b. The Chairman would be responsible for running the meetings but if he is not 
otherwise able to attend a Board meeting, the rules would permit that another 
Board member may be appointed the Acting Chairman for the tenure of a single 
meeting with no limit as to how many times an Acting Chairman can be 
appointed. The Chairman, regardless of whether or not Acting, would be called 
upon to vote on matters put before the Investment Oversight Board only in the 
following circumstances:  

i) when a quorum has not been reached and having the addition of the 
Chairman’s participation in a vote would ensure that the quorum is 
reached; or  

                                                 
9 The question of whether legislative action is required to replace the current Boards with the proposed 
Investment Oversight Board would be researched by an ADB financed legal advisor and an opinion issued.  
10 Managing Public Pension Reserves Part I and Part II, Augusto Iglesias and Robert Palacios, January 2000 
and July 2002. World Bank Social Protection Discussion Series Numbers 003 and 0219. Washington DC, USA. 
On the Governance of Public Pension Fund Management, Gregorio Impavido, IMF, World Bank. World Bank 
Policy Research Working Paper Number 2878. August 2002.  
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ii) when there is a quorum but there is a tie vote among the other voting 
members of the Board and the Chairman’s vote is required to break a tie 
vote.  

c. At least four Board members would be qualified investment professionals11 
required to each have at least 10 years of previous and current investment 
experience. At least one Board Member would be a member of the Institute of 
Internal Auditors of Pakistan12. The terms of membership to the Investment 
Oversight Board would be four years with allowance for reappointment. All Board 
members would be compensated to ensure that qualified individuals can be 
attracted to hold Board membership and costs incurred in traveling to Board 
meetings would be reimbursed.  

d. The Consultant made a separate governance presentation during the ADB 
Provincial Fund Management Workshop, Karachi, 30-31 January 2009. A copy of 
the presentation is included at Appendix 1.  

                                                 
11 Examples of qualified professionals includes Directors or the SECP Mutual Fund Wing or Pension Wing or 
Director of the State Bank of Pakistan; finance officers or treasurers of private Pakistan companies who are 
otherwise overseeing their own organizations’ pension investments such as ICI, GSK Pharmaceutical, Bayer 
International, Unilever Corporation, ENGRO Chemical Company; or officers of commercial banks or Islamic 
commercial banks.  
12 The Institute of Internal Auditors of Pakistan (IIAP) is an association which provides professional guidance in 
Pakistan of standards of audit and is a member of the International Institute of Internal Auditors. www.iiap.org.pk  
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35. The purpose of the Sindh Fund Management House Investment Unit would be to 
manage the day-to-day activities and transactions of investing the assets of the 
Investment Funds of the Sindh Government. The Investment Unit would report 
directly to the Investment Oversight Board.  

Figure 6 – Relationship of the SFMH to the Investment Unit 
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37. The Investment Oversight Board would be authorized to enter into agreements, sign 
contracts, make payments, transact on behalf of and open accounts in the names of 
the Investment Funds. In order to ensure the authority of the Investment Oversight 
Board, the Consultant recommends that the Rules or Acts of the original boards of 
the Investment Funds that would be transferred to the Sindh Fund Management 
House be modified to assure the full weight and obligation of law on which the Board 
membership must act.  

38. Other recommendations designed to ensure the proper operation of the Investment 
Oversight Board are more structural and follow below.  

a. The Investment Oversight Board intentionally should be small – five board 
members and a chairman would be adequate. The rationale for a smaller and not 
a larger sized board is that it takes longer for a larger board to take a decision 
and to find time to convene board meetings. The larger the number of board 
members that need to be called to ensure a quorum, the less likely that the 
Investment Oversight Board can be effective and respond quickly.  

b. Each member of the Investment Oversight Board would serve a specific function 
by working on permanent committees; each committee would be comprised of 
three board members; with each member serving on more than one committee. 
Other committees will need to be formed from time to time to address additional 
needs as they arise. The three permanent committees proposed are:  

i) Investment Committee. The Investment Committee would be comprised 
solely of investment professionals who would have an understanding of 
the financial markets of Pakistan and of international markets. The 
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Investment Committee would develop an Investment Policy, which 
adoption would require the vote of a majority of the full Investment Board, 
and ensure that adequate financial controls are in place to conform to the 
Investment Policy.   

ii) Audit and Governance Committee. The Audit and Governance Committee 
would be responsible for awarding a contract to an independent auditor 
and for reviewing the annual audit of the Investment Funds and of the 
Investment Unit. It would also establish and review governance rules, 
conflict-of-interest rules and disclosures to be made under such rules by 
Board members and other fiduciaries13.   

iii) Membership Committee. The Membership Committee would be 
responsible for establishing the membership rules, defining to whom the 
members report, proposing a nominating, interviewing and selection 
process to secure new members when a Board membership opening is 
created.  

39. Although the Investment Oversight Board is expected to assign certain 
responsibilities to the Committees and Investment Unit, the full Board would retain 
responsibility and accountability for monitoring of these delegated functions. It is not 
possible to delegate the Board members’ accountability. 

Board Rules 

40. The Consultant further recommends that the following membership rules be adopted 
by the Investment Oversight Board:   

a. Board membership terms should be staggered to ensure continuity of the Board. 
The terms of the initial membership should vary so as to result in ongoing 
staggered terms. Thus, the first memberships would be for two, three and four 
year terms. All future terms would be for four years.  

b. Board members should be accountable for their actions and for each of their 
votes. All Board and Committee matters voted upon, along with the specific 
voting record of each member on each issue, should be documented and publicly 
disclosed. The Consultant specifically recommends against Board issues being 
agreed to on a consensus basis. Although this is a popular method used on 
boards affiliated with government officials, it fails to meet an international 
standard of accountability and good governance.  

c. Board members should be compensated meaningful amounts and their expenses 
reimbursed so as ensure that qualified members can be attracted to and retained 
by the Board.  

d. Board members should rely on and be supported by the Investment Unit’s 
technically competent staff.  

e. The membership Committee should create a formal membership policy. It should 
clearly state the mandate of membership, define who nominates members and 
the qualifications required for membership.  

                                                 
13 A fiduciary is any person who has undertaken to act for and on behalf of another in a particular matter in 
circumstances. Thus, all Board members and the Chairman, whether or not experienced investment 
professionals, would be regarded as a fiduciary. They have accepted to act on behalf of the tax payers of Sindh 
as it relates to managing the government’s assets. The Consultant has been asked to prepare a list of suitable 
candidates for the initial membership of the Investment Oversight Board.  
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f. A statement that Board members can only be removed for cause should be 
adopted by the board, clearly outlining what is cause, such as failure to pass a fit 
and proper test or to meet the disclosure requirements of the conflict-of-interest 
rules. The statement should also clearly reflect that Board members cannot be 
removed – except for cause – to ensure no outside or political interference in the 
investment process.  

Investment Committee 

41. The Investment Committee must operate independent of interference from provincial 
departments and federal ministries, and politicians of any level, unions and other 
special interest groups. In order for investment returns to meet expectations of the 
Government of Sindh, the focus can only be on managing investment risk and 
investment returns. The Investment Committee should hire the head of the 
Investment Unit, approve its operating budget and ensure that a current investment 
strategy has been articulated and is implemented. Changes to the investment 
strategy, including the investment horizon, should not require the full approval of the 
Investment Oversight Board approval (unlike changes to the Investment Policy, 
which should require a majority Investment Oversight Board vote), but should be 
articulated and routinely refined to reflect current market conditions and the 
continually changing cashflow and income needs of the Investment Funds.  

Investment Unit  

42. The investment functions should be implemented through an Investment Unit that 
would report directly to the Investment Committee and be guided by the Investment 
Policy. The management of the Investment Unit should make investment decisions 
consistent with the Investment Policy and the current investment strategy. One 
critical role of the Investment Oversight Board must be the protection of the 
Investment Unit from any outside or political interference.  

Union Representation  

43. The Government of Sindh has asked for an opinion on whether it is appropriate to 
consider representation of the union to the Investment Oversight Board. The 
Consultant believes that when the matters before an oversight board directly relates 
to changing the amount of benefits paid to employees at retirement or changes the 
formula of how and when benefits are paid that union representation may be 
valuable. In the case of the Investment Oversight Board neither investment gains nor 
losses will affect the amount of benefits paid to employees. For this reason, the 
Consultant does not recommend the addition of union representation. Investment 
gains or losses will only impact the amount of budget transfers made into the Sindh 
Pension Investment Fund. In the case of the Sindh General Provident Investment 
Fund investment gains or losses again will have no impact on the GPF account value 
at an employee’s retirement. Only two factors affect the account value at retirement 
the mandated rate of GPF subscriptions / allotments and the government declared 
interest rate. Both of these amounts are determined at the federal Ministry of Finance 
level. The changes to the pension policy or the GPF policy would impact the amounts 
paid to employees at retirement. Thus, the Government of Sindh – and the federal 
level government as well as other provincial governments – should consider whether 
it is appropriate to include union representation when policy reforms are being 
considered and debated.  
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Part Two - Investment Structure and Investment Policy 

44. The Consultant proposes for consideration more than one option for the Investment 
Structure of the Sindh Fund Management House. The Investment Structure is the 
operational implementation of the investment functions. There are three basic 
structures: internally managed investment functions; externally managed investment 
functions; and a hybrid approach that internally manages some functions and 
outsources others. A discussion of three options follows. It is extremely common that 
Investment Structure decisions will evolve and change and such alterations 
constantly will be implemented. It is not common that one single choice is made, 
retained and not changed over time. This continuous evolution is driven in part by 
growth in the amount of money being invested, continuously changing financial 
markets; volatility of the financial markets; and the introduction of new products, 
services, trends and processes. With endless computerization and automation of 
financial services and perpetual updating of reporting and disclosure requirements by 
financial regulators, this evolutionary nature is not expected to discontinue.  

45. Investment structure decisions are commonly influenced by four factors:  

a. Cost. To create an internal department to manage investment functions can be 
costly. Most decisions to outsource, at least initially, are driven by cost savings 
more than any other factor. See later in this section a list of costs. When 
considering the cost factor the question should be answered of whether 
developing an in-house staff of investment professionals for internal management 
of the Investment Funds is cost-effective as opposed to hiring an experienced 
and independent Asset Management Company licensed and regulated by the 
SECP. The cost of developing the Sindh Fund Management House and its 
investment functions is approximately the same to manage the current level of 
assets (Rs 37 billion) as would be needed to manage assets totaling about three 
times the current level. The decision to build internal functionality is related to 
achieving a critical mass – large enough amount of assets to be managed to be 
cost effective. Until the right level of critical mass is reached, using external 
resources should be evaluated from a cost perspective. The Consultant 
recommends that a cost benefit analysis be prepared that illustrates the cost 
associated with using a combination of internal and external (for example, 
outsource some investment functions to licensed Asset Management 
Companies).  

b. Lack of internal experience. Outsourcing many of the investment functions, for 
example, by hiring a licensed Asset Management Company to manage the 
investments or by investing directly in a financial product such as a mutual fund, 
is a common decision when there is little internal experience and understanding 
of how to establish an investment management department, how to calculate the 
performance (investment return) and expenses (costs) and how to report the 
investment holdings. Even when qualified internal expertise exists, difficultly 
retaining and compensating staff often drives decision makers to outsource some 
or all investment functions.  

c. Supply of investment expertise in the marketplace. In addition to factoring 
difficulty of attracting and retaining qualified personnel an assessment should be 
made of whether the flip side applies. Is there an adequate supply of qualified 
licensed experienced investment firms in the market so as to permit a proper 
search, evaluation and selection for external management? Another advantage to 
using external expertise is that they often have deep pockets and can provide 
higher level of financial controls than internally managed option.  
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d. Time. Even when cost is not an issue and lack of internal experience can be 
overcome, the time factor strongly influences decisions. It is often easier to select 
a mutual fund manager whose investment style is consistent with the Investment 
Policy because a decision to do so can be done relatively quickly – although 
preparatory research and analysis should not be comprised. Then, with the 
immediate decisions taken, a more manageably paced analysis of the cost and 
benefits can be conducted for determining the best option for the long term.  

Three Investment Structures 

46. Three Investment Structures are described below:  

a. Internally Managed Investment Structure. In this scenario all decisions are taken 
internally – including specific investment transactions.  

b. Externally Managed Investment Structure. In this scenario not all decisions are 
taken internally: specific investment transactions are decided by independent 
Investment Managers. But the Investment Policy decisions are still controlled by 
the Investment Board. It is the execution of the Investment Policy that is sourced 
to an independent Investment Manager. 

c. Hybrid Investment Structure. In this scenario some of the assets are managed 
internally (perhaps decisions on purchasing government bonds, bank term 
deposits and other short term instruments) while other decisions are outsourced 
to more experienced investment professionals (perhaps decisions on purchasing 
equities and TFCs). The hybrid model is increasingly more common. The industry 
standard of investment functions for pensions and general provident funds 
globally is to outsource or to implement a hybrid structure. Only the very largest 
Investment Funds manage investments internally and incur the cost to develop 
and hire staff, bring in the information technology requirements and develop the 
accounting and settlement systems required. 

47. Factors affecting decisions on internal versus external management of all or some of 
the Investment Funds.  

a. Regardless of whether the decision is taken to have internal, external or hybrid 
management, the development and approval of the Investment Policy decisions 
will be retained with the Investment Oversight Board. The Investment Committee, 
with input from the Investment Unit, will recommend investment strategies based 
on current market conditions and cashflow and income needs of the investment 
Funds.  

b. Once an Investment Policy has been approved, two main decisions will need to 
be taken: determining the Investment Structure and implementing the Investment 
Functions. 

48. Cost issues of the Investment Structure are universal and must be factored into the 
decision making process. At present, the cost of managing the investment returns of 
the Investment Funds is not being accounted for separately. The Consultant 
recommends that in the future the costs of managing investments of the Sindh Fund 
Management House should be accounted for separately and reviewed monthly by 
the Investment Oversight Board.  
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49. The investment industry generally regards the following as driving the cost issues:  

Table 2 – Investment Management Costs 

Investment Management Costs Internally Managed Externally Managed 

Wages and benefits for    

 Investment management professionals 
higher wages required than for other senior professionals 

Yes Yes,  
but lower 

 Research analysts Yes No 

 Traders (executing transactions) Yes No 

 Compliance / legal specialists Yes No 

 Back-office settlement / reconciliation Yes  No 

Asset based management fee. Fees are a function of total 
amount being managed.   

No Yes, but can be 
expensive, e.g., 3 – 4 % 

of assets managed 

Travel expenses Yes  Yes 

Capacity building for Board members and management and 
staff of Investment Unit (training) 

Yes No 

Information Technology Yes No 

 Databases Yes No 

 Trading systems Yes No 

 Accounting systems (general ledger) Yes No 

 Investment performance reporting  Yes No 

Trustee Services Yes No, usually part of the 
asset fees 

Independent Auditors Yes  Yes  

Independent Accountants Yes  Yes  
 
50. If the decision is taken to develop in-house investment functions, other cost 

considerations will need to be included related to service providers: Trustee and 
Auditors.  

a. Trustee. The most important decision to be taken for internal management is 
related to the use of the Trustee. The following functions (range of potential 
services) can often be provided by a Trustee relationship.  

i) Holds securities (underlying investments), which is a requirement in 
Pakistan except for bank certificate of deposit, in safekeeping and 
segregated from other assets of the Government of Sindh. Securities are 
held in the name of each Investment Fund.  

ii) Accounts for settlement of trades (buy, sell transactions) and transfer of 
money to purchase or redeem trades 

iii) Acts in compliance role comparing actual investments to approved 
Investment Policy and investment strategy 

iv) Ensures dividends or interests from underlying securities are correctly 
paid and credited to appropriate Investment Fund 
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v) Determines daily position (value) of cash, portfolio holdings, risk 
assessment, changes from previous day’s positions 

vi) Independently calculates investment return / performance measurement 
(calculates alpha) 

vii) Independently analyzes and monitors risk levels of underlying investments 
(calculates beta) 

viii) Performs governance functions and as such, strengthens integrity and 
transparency 

• Acts as independent compliance review in relation to what is invested 
versus the approved Investment Policy 

• Obligated to warn Investment Board and Investment Committee when 
inappropriate activity is suspected 

• Independent from political interference 

• Regulatory oversight: licensed and supervised by State Bank of 
Pakistan 

• Trustee is mandated to maintain private sector insurance on its 
employees against errors, omissions, fraud, mistakes 

• Is an expert in its functions and is required to maintain offsite backup 
of records and current fully tested disaster recovery plan 

• Remains in good standing with regulators in its country of origin (if 
country of origin is outside Pakistan) 

• Files reports, disclosures and other information to banking regulators 

b. Auditors. The use of the independent auditor is important as it plays a reporting 
role to the Investment Board. The independent auditor would be responsible to  

i) Review financial records of each Investment Fund 

ii) Audit specific financial transactions for adherence to the Investment Policy 

iii) Audit transaction processes, procedures, rules for adequacy 

iv) Obligated to warn the Investment Board and Investment Committee when 
inappropriate activity is suspected 

v) Independent from political interference  
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Investment Fund Benchmark and Investment Peer Group Comparison 

51. The Consultant recommends that an investment benchmark be designed for each 
Investment Fund against which the performance of the Sindh Fund Management 
House would be measured. Government of Sindh officials must have strong 
standards for determining how well the Investment Unit is managing the assets 
entrusted to them. The normal practice is to compare Investment Fund results to 
benchmarks – weighted indices that measure returns available in the investment 
markets during the measurement period from the universe of acceptable 
investments. The following types of benchmarks are used by the financial industry:  

a. Well recognized price or total return index using the actual returns on market 
assets, 

b. Tailored composite of assets or indices, or 

c. Index calculated using the average returns of a peer group of similar funds. 

52. A benchmark14 allows the Investment Oversight Board to review like-to-like 
comparisons to be able to answer the question of how well the Investment Unit is 
performing. The comparison should be made with the same frequency as the 
valuation of the investment returns, e.g., monthly. The following sample portfolio mix 
and weightings illustrate how a corresponding benchmark might be defined.  

Table 3 - Benchmark Example 

Sample Fund Holding Sample Benchmark 

25% domestic equities 25% KSE index 

10% international equities 10% MSCI15 

30% 2 year PIB 30% medium term government of Pakistan debt 

35% bank term deposits rated AA or higher 35% PACRA average for AA bank ratings or higher 
 
Reliable and Objective Evaluation of Each Investment Fund 

53. The key factor in the calculation of investment performance is the reliable and 
objective evaluation of portfolios adjusting for all changes in the balances of the 
Investment Fund including expenses. The evaluations should be done every day new 
assets are accepted into or paid from the Investment Funds and on days used for 
performance measurement purposes, e.g., last working day of the month. The 
changes in these evaluations with the inclusion of all investment gains and losses 
and expenses constitute the total investment return of each Investment Fund. The 
periodic changes are expressed as percentages and are directly linked to calculate 
and measure investment returns over time.  

                                                 
14 A benchmark, however, is not an investment objective. A suitable investment objective may be to earn above 
the rate of the inflation, but that is not a benchmark. 
15 MSCI, an international index of emerging market capital markets, is maintained by MSCI Inc, formerly 
maintained by Morgan Stanley Capital International. www.msci.com  
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Establishing Risk Patterns 

54. A benchmark is an important tool for establishing the risk patterns of each Investment 
Fund only if each benchmark accurately reflects the investment goals of each 
Investment Fund. A carefully constructed benchmark should be regarded as an aid in 
communicating the goals and objectives of the Investment Funds to the Government 
of Sindh and concerned departments. In most countries, investment managers tailor 
a portfolio mix to represent the benchmark’s asset distribution. Whether the 
benchmark is very aggressive or risk averse, the investment manager must manage 
the fund accordingly. The selection of the composition of the benchmark is critically 
important as it impacts the performance of an Investment Fund. No rational chief 
investment officer would allocate a significant portion of assets that varies from the 
benchmark assigned to it. The Consultant acknowledges that the process of 
selecting appropriate benchmarks can be difficult in Pakistan where there are only a 
few indices from which to choose but promotes the use of the benchmark 
nonetheless as to fail to use such a tool, no matter how imperfect, would not 
otherwise provide a basis of evaluating investment performance.  

Peer Group Comparisons 

55. In the case of the Investment Funds being managed by the Sindh Fund Management 
House it is expected that the asset class mix of all Investment Funds will not be able 
to be captured by commercially published indices. For such Investment Funds a 
popular solution employed in other countries is the use of a peer group universe of 
managed assets. The advantage of employing peer group benchmarks is that they 
reflect actual returns earned by other managers operating in the specified market 
taking full account of transactions and other operating costs and reflect decisions 
taken across the funds on available investment alternatives. Peer group 
benchmarking is also considered helpful where the investment goal is to outperform 
competition rather than an abstract calculated index. The disadvantages of using 
peer group comparisons are that they are not available on a real time basis; there is 
usually a time lag for comparison. Also, peer group comparisons cannot readily be 
replicated preventing the manager from taking a neutral position. Often there is no 
oversight process for determining peer group universe participants and thus the 
question may be raised as to how accurately a universe represents the entire asset 
class. Without careful attention “survivor bias” can develop over time, which is the 
result that occurs when poor managers are deleted from the universe of a peer group 
comparison compromising the actual historical performance of the peer group. 
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Implementation of the SFMH 

56. The following steps should be taken to implement the Sindh Fund Management 
House strategy.  

57. Development of the Sindh Fund Management House Act. This should be a formal Act 
passed by the Sindh Assembly. The Act should include the following:  

a. Description of the Sindh Fund Management House 

b. Creation of the Sindh Fund Management House Investment Board comprised of 
the Chairman position ex-officio Chief Secretary, and five others including the ex-
officio Finance Secretary and investment professionals, at least one of whom is 
an active member of the Institute of Independent Auditors of Pakistan.  

c. Authority for the Sindh Fund Management House Investment Board to develop 
and approve the Sindh Fund Management House Investment Policy and control 
to be given to change the investment strategy and Investment Policy as economic 
conditions change; as new products, services and fees are introduced into the 
Pakistan financial markets; and global products are developed and considered 
suitable.  

d. Authority for the Sindh Fund Management House to create an Investment Unit 
that would have its own annual budget, to identify key officers such as a chief 
investment officer and others needed to provide technical investment services, 
guidance and advise to the Sindh Fund Management House Investment Board 
and to implement the budget by hiring such officers and staff.  

e. Authority to the Sindh Fund Management House to ensure that the Investment 
Policy is followed.  

SFMH Investment Oversight Board and Committees 

58. Creation of the Sindh Fund Management House Investment Unit. 

a. The chief investment officer would propose to the Sindh Fund Management 
House Investment Board an organogram of the functions and departments of the 
Investment Unit including job descriptions for the key officer positions.  

b. The chief investment officer and the Sindh Fund Management House Investment 
Board would develop an Investment Policy that would be designed to meet the 
current and future needs of the Sindh Fund Management House Investment 
Funds. In developing such an Investment Policy, decisions will also have to be 
made on the current holdings of the Investment Funds. If such holdings fail to 
meet the newly developed Investment Policy then transition rules will have to be 
developed that address whether to retain the holdings that fall outside of the 
Investment Policy while not permitting new similar investments or to divest of the 
current holdings. In the event a decision is taken to divest of specific holdings, 
then a divestment plan should be developed and approved by the Sindh Fund 
Management House Investment Board.  
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c. The chief investment officer would develop a plan detailing required contracts 
necessary to be in place prior to the hand over of the Investment Funds. Such 
agreements would be within the sole authority of the Sindh Fund Management 
House Investment Board to negotiate and put into place. For example: trustee 
agreement, broker agreements, independent auditor, banking relationships and 
others.  

d. The chief investment officer would develop a hand-over agreement and timeline 
that would also be approved by the Sindh Fund Management House Investment 
Board for transfer of the investment functions only of the Investment Funds. Such 
an agreement would contain for each Investment Fund a listing of the current 
portfolio holding, explicit details of bank information and account numbers and full 
transfer of control information provided. Each Investment Fund would be required 
by a stated date to detail its annual and monthly cashflow needs to the 
Investment Unit. The Investment Unit would prepare an initial investment strategy 
outlining how each Investment Fund would be managed and address cashflow 
issues.  
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SFMH Investment Policy 

Operational Framework 

59. The Sindh Fund Management House Investment Oversight Board shall complete the 
following actions prior to the commencement of management of investments or 
deposits of any of the Investment Funds placed under its domain as per the Sindh 
Fund Management House Act of [insert date].  

60. The Sindh Fund Management House Investment Oversight Board would be required 
immediately following its formation to create three Committees: Audit and 
Governance, Membership and Investment Committees, duly authorized to:  

Audit and Governance Committee 

61. Appoint an Audit and Governance Committee only from current membership of the 
Sindh Fund Management House Investment Oversight Board. Such Committee 
membership must be comprised of three members of the Sindh Fund Management 
House Investment Oversight Board and include at least one active member of the 
Institute of Internal Auditors of Pakistan.  

62. Develop a terms of reference to tender for an independent auditor and prepare a 
contract to secure the services of the same. Once the auditor has been selected and 
retained, the Audit and Governance Committee would also develop rules related to 
conflicts-of-interest and Board membership financial disclosure rules, which would 
require full Board participation including any ex-officio members.  

Membership Committee 

63. Appoint an Investment Committee only from current membership of the Sindh Fund 
Management House Investment Oversight Board. Such Committee membership 
must be comprised of three members of the Sindh Fund Management House 
Investment Oversight Board.  

64. Prepare terms of reference for qualifications for board membership, including fit and 
proper test, rules for membership terms, nomination of future members and removal 
of members who fail to meet public financial disclosure rules or fail to complete or to 
pass conflict-of-interest rules.   

Investment Committee 

65. Appoint an Investment Committee only from current membership of the Sindh Fund 
Management House Investment Oversight Board. Such Committee membership 
must be comprised of three members of the Sindh Fund Management House 
Investment Oversight Board who are also investment professionals with 10 or more 
years experience in financial markets in Pakistan and / or other countries.  

a. Appoint a chief investment officer and other officers as needed and with the hiring 
of the chief investment officer, create the Sindh Fund Management House 
Investment Unit.  

b. Design the Sindh Fund Management House Investment Policy, with assistance 
and guidance from the chief investment officer and using the proposed 
Investment Policy is this Report, and from time to time amend the Investment 
Policy by adding, deleting or modifying the Investment Policy. Only the approval 
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of the Sindh Fund Management House Investment Oversight Board majority vote 
should be required for the creation of the Investment Policy and amendments.  

c. Propose arrangements, contracts and relationships for executing transactions 
with the following parties (additional descriptions are located in Part One of this 
Report):  

i) Independent Trustee  

ii) Independent Brokers 

iii) Independent Auditor 

iv) Other entities as recommended and approved by the Investment 
Committee of the Sindh Fund Management House Investment Oversight 
Board 

d. Shall approve investment or deposit decisions on behalf of the Investment Funds 
of the Sindh Fund Management House. Following each transaction or execution 
of trade, the Investment Unit shall notify the Investment Committee in writing with 
a summary of current investment holdings including the most recent transaction. 
The execution of transactions, trades or deposit decisions should not require the 
Investment Oversight Board approval. The Investment Committee should ensure 
that processes and procedures are in place and delegate the day-to-day 
investment management to the Investment Unit.  

66. The Investment Committee of the Sindh Fund Management House Investment 
Oversight Board is duly authorized to:  

a. Select and hire a chief investment officer and implement the Sindh Fund 
Management House Investment Unit.  

b. Require information as needed from the chief investment officer or any other 
officer, to ensure that the Sindh Fund Management House Investment Policy is 
being followed at all times. 

c. Receive from the Sindh Fund Management House Investment Unit monthly 
reports (or more frequently, at the sole discretion of the SFM Investment 
Committee) that contain at least the following information and any more 
information as requested by the Investment Committee:  

i) By Investment Fund, by month and annual tally:  

• Investment returns – gains or losses as calculated in accordance with 
the SECP AMC investment return calculation rules;  

• Investment returns – compared to benchmarks; the Consultant 
recommends that a benchmark be created for each Investment Fund 
that replicates the composite make up of the Fund;  

• Investment expenses – total cost for operating each Investment Fund 
calculated in accordance with the SECP AMC investment expense 
formula and list of allowable expenses;  

• Investment holdings – beginning of reporting period, ending of 
reporting and description of changes during the reporting period; the 
Consultant does not recommend that investments be valued at their 
purchase price but at current market valuations;  
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• Activity highlights of reporting period, unusual changes in market 
conditions or other information that would be expected to have a 
material impact on the management of the investment risk or return of 
the Investment Funds; and  

• Summary of cashflow needs and investment positions for purposes of 
meeting Investment Fund obligations.  

ii) Proposals for new investments, changes to investment strategy based on 
market condition or market outlook factors.  

67. The Investment Unit of the Sindh Fund Management House is duly authorized to:  

a. Prepare the above-referenced reports and proposals to the Sindh Fund 
Management House Investment Committee;  

b. Manage the investments and deposits of the Investments Funds of the Sindh 
Fund Management House with advance authorization by either the Investment 
Oversight Board or the Investment Committee prior to executing investment 
decisions providing the Investment Committee has duly authorized it do so;  

c. Prepare the annual operating budget of the Sindh Fund Management House 
Investment Unit, secure its approval and manage within the financial boundaries 
of said operating budget; and  

d. Interact with, support and provide technical guidance to the Investment 
Committee and the Sindh Fund Management House Investment Oversight Board 
as required.  
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Managing Investment Risk and Returns 

68. The sole purpose of the design of the structure of the Sindh Fund Management 
House Investment Oversight Board, Investment Committee and Investment Unit is to 
mitigate investment risk and avoid political interference while securing investment 
returns. By advancing this structure, however, the Consultant points out that the 
parties still should acknowledge the existence of other risks that must be managed.  

69. Investment professionals typically separate investment risk from market volatility, 
which is not in itself a significant risk when considering long term investment 
horizons. (Long term for purposes of investment outlooks refer to 10 years or longer.) 
As investment outlooks for the Sindh Fund Management House Investment Funds 
have not been analyzed and proposed, however, market volatility are expected to be 
a factor for shorter term investment horizons given the current economic crisis facing 
Pakistan and virtually all other countries today.  

70. Investment risk is considered the degree of uncertainty that the Government of Sindh 
can accept in regard to a negative change in the value of the Government’s assets. 
An investment is a commitment of money for a period of time in order to derive a 
future payment that compensates for the time value of money, the expected rate of 
inflation and the risk that is involved. The relevant risk measure for an individual 
asset is its co-movement with the market portfolio. Systematic risk relates the 
variance of the investment to the variance of the market. Beta measures this 
systematic risk of an asset.  

71. The Government of Sindh must evaluate factors contributing to the volatility of the 
investment returns. Examples include, but are not limited, to:  

a. Business Risk. Anything that can harm a company’s profitability, from poor 
management to obsolete products and changes in the business sector / industry 
of a company is considered a business risk. 

b. Credit Risk. If a bond issuer fails to make promised interest payments or does not 
repay principal at maturity, investors are experiencing credit risk and risk of credit 
quality reclassification.  

c. Liquidity Risk. The risk that a holder of security (shares or debt instruments) 
cannot find a ready buyer when interested in selling. As recent global current 
market conditions have shown, liquidity risk will drag down the price of a security 
if there are no ready buyers. More illiquid investments are often real estate, 
ownership in infrastructure development projects and other investments which 
are not easily valued.  

d. Inflation Risk. The risk that the return on an investment may maintain pace with, 
out pace or under perform compared to the rate of inflation 

e. Interest Rate Risk. Rising interest rates are bad news for fixed income 
investments because bond prices often – but not always – move in the opposite 
direction of interest rates. As the prices of bonds adjust to a rise in interest rates, 
the price may decline. 

f. Currency Risk. The performance of international investments can be impacted by 
the strength or weakness of the Pakistan rupee against currencies of other 
countries. As the rupee gains strength, international investments may suffer when 
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foreign investments are repatriated to Pakistan rupees. Conversely, international 
investments may perform well when the rupee weakens. 

g. Country Risk. Political instability, financial crises, civil unrest and other problems 
that weaken Pakistan’s economy influence foreign direct investment and all 
domestic investment, which also will affect domestic investments.  

h. Risk of changes in government regulations. The risk that changes imposed by 
new or changing government regulation will be impact investors’ views of 
securities that the Investment Funds may sell at a later date.  

72. Understanding and defining the Government’s acceptable risk and targeting 
investment returns are important but difficult tasks that will be required of the 
Investment Board with input from the Investment Unit. The development of the 
Investment Policy is the articulation of this task.  

a. In conversations with officials the opinion was expressed that the Government is 
unable to assume any investment loss, regardless of whether a loss is actually 
incurred or the loss is a paper loss based on the date valued. If that is the case 
then the Investment Policy should restrict the Investment Funds from investing in 
any security which could be subject to market value fluctuations, such as equities 
or corporate bonds. In reality, losses or gains are realized only when the security 
is sold. For example, if an Investment Fund holds 1000 shares of company X 
purchased at Rs 100/share and after six months the share price has declined to 
Rs 90/share, no actual loss has been incurred if the security has not been 
redeemed. Similarly, if using the same example, after seven months the share 
price has increased to Rs 110/share, no actual gain has been realized. Again, 
until the security is redeemed, neither loss nor gain has taken place.  

b. Nonetheless, the objective of setting forth an Investment Policy is to define 
exactly what the monies of an Investment Fund may or may not be invested in. If 
the government of Sindh is unable to assume market fluctuation risk, then 
restrictions should be placed in the Investment Policy.  

73. In consideration of the various risks looming over the investment analysis, 
transaction and reporting process, there are practices that the Sindh Fund 
Management House should introduce to attempt to manage the investment risk to 
return ratio. These are described more fully in the previous section on Investment 
Policy Framework.  

74. The following section addresses one type of investment, infrastructure development 
through a Public-Private-Partnership, which is being managed by the Sindh Finance 
Department. The next section is a table reflecting the recommended Investment 
Policy for the Sindh Fund Management House Investment Funds.  
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Interaction with the PPP Infrastructure Projects of the Government of Sindh 

75. The Sindh Government has expressed interest in considering as suitable investment 
options the proposed Public-Private-Partnership (PPP) Infrastructure Projects. A 
Public-Private Partnership is a contractual agreement between a public agency 
(federal, provincial or local) and a private sector entity. Through this agreement, the 
skills and assets of the public and private sectors are shared in delivering a service 
or facility for the use of the general public. The Consultant questions whether the 
Government of Sindh would find the PPP as the most suitable route to investing 
Government money into an infrastructure project as the Government can already do 
so today without having to complete the cumbersome process of using Investment 
Fund assets and following the lengthy process to become a PPP investor.  

76. As explained earlier, the Investment Funds presently are divided into two categories:  

a. Investment Funds that are funded solely from provincial government budget 
transfers such as the Sindh Pension Investment Fund, Viability Gap Investment 
Fund; and  

b. Investment Funds that are funded through mandatory employee subscriptions / 
allotments such as the General Provident Investment Fund.  

77. The issue of whether the Government of Sindh should permit either an equity or debt 
investment in PPP projects is controversial and appears inconsistent with numerous 
discussions related to the level of risk that the Government of Sindh has clearly 
expressed to the Asian Development Bank that it can assume in managing its 
investments. Permitting government investment funds to direct assets into debt or 
equity instruments of PPP projects has proven unsuccessful as relates to separation 
from political interference in other countries. The Consultant describes in this section 
important issues to evaluate before approving the use of PPP investments as part of 
the Sindh Fund Management House Investment Policy. Given the current weak 
enabling environment in Sindh, the Consultant advises that if such a decision is taken 
in the affirmative that it be done only when such PPP investments are rated and only 
then directing investments into A or higher rated PPP investments. The Consultant 
further clarifies that such a rating should be considered valid only if issued by a credit 
rating agency licensed and regulated by the SECP.  
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78. The Finance Department has proposed that directing funds to the PPP Infrastructure 
Projects would be limited only to Investments Funds for which sole funding is derived 
from provincial budget transfers such as the Sindh Pension Investment Fund. An 
illustration of how such a transaction would work is below.  

Figure 7 – Illustration of the SPIF Investing in a Sindh PPP Infrastructure Project 
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79. The ideal instrument when considering investing pension assets in infrastructure 

development projects would have:  

a. Ample project cashflow liquidity, which may be supplemented if needed by the 
proposed Sindh Government Viability Gap Fund. But when an Investment Fund 
takes an equity position in the PPP project, the Investment Fund’s equity shares 
would not be liquid. There are virtually no instances of a PPP equity position 
being bought or sold. Further, only when PPPs are listed on a stock exchange 
(either directly or indirectly) are they liquid and there are no plans by the 
Government of Sindh to make such listings with its PPP infrastructure projects.   

b. Low risk, which may be achieved through credit enhancements provided by ADB 
grants or other multi-lateral donor agency participation; and  
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c. Proper and fair valuation, which would be reflected in a rating of A or higher by a 
credit rating agency licensed and regulated by the SECP. But understand that the 
sole purpose of the rating is to indicate the probability that the PPP infrastructure 
project will go bankrupt. The rating will not act as an indictor of how much money 
an Investment Fund can get from the PPP project over the next 20 years.   

80. There are reasons to initially consider the inclusion in the allowable investments for 
Investment Funds such as:  

a. Lack of supply of suitable alternative investments in Pakistan financial markets. 
By permitting the Pension Investment Fund to invest in infrastructure projects that 
are created by the government as PPP, the following advantages may be 
realized providing that the projects are properly structured to ensure open 
transparency, fairness in negotiating competitive returns (if debt instruments are 
used) and fairness in structuring classes of shares (equity is preferred):  

i) The PPP investment could provide more competitive rates of return.  

ii) The PPP investment could offer diversification away from reliance solely 
on listed securities16, which are often regarded as highly volatile given 
current market conditions.  

iii) Foreign exchange risk exposure is reduced, as projects are expected to 
generate local currency revenues, but may depend on foreign exchange 
financing to meet long-term needs;  

iv) Pension Investment Funds tend to be more long term investors thus 
obviating the need for more frequent re-financing; and  

v) As compared to other potential investors, the Sindh Pension Investment 
Fund may be considered less likely to become involved in daily affairs of 
the infrastructure project – although this could work to the Investment 
Fund’s disadvantage as well. Conversely, there is always the risk of 
political interference in the PPP infrastructure project. For example if a 
PPP toll road manager wants to increase the toll, the Government of 
Sindh may object for political reasons.  

b. The PPP investment could result in improved general economic conditions 
considering that the initial projects being evaluated, e.g., highway building and 
development of a resort, are often associated with jobs creation. But this would 
be considered an advantage to the Government of Sindh, not the Investment 
Funds.  

81. There are reasons to be cautious before pairing the needs of the Sindh Pension 
Investment Fund with Sindh PPP infrastructure projects that have been 
documented17 from Asian and Latin American countries where clear demarcation has 
been lacking between the government’s intent to direct pension assets into an 
infrastructure project. Often the Pension Fund has suffered from being paid below 
market rates on debt or different / lower classes of equity shares being issued 
resulting in lower or no dividend payments. Such negative impact on the pension 
funds have occurred when the officials involved in the PPP infrastructure projects 
subjected the pension funds to disadvantageous conditions to ensure positive 

                                                 
16 Listed securities refer to financial instruments listed on Pakistan’s major exchanges and regulated by the 
SECP: Karachi Stock Exchange, Islamabad Stock Exchange, etc.  
17 Examples are included in the following reports: Pension Funds in Infrastructure Finance: Regulations and 
Instrument Design. Vives, Antonio. Inter-American Development Bank, May 2000; and Saying No to Privatization 
with Our Pension Fund. Canadian Union of Public Employees National Research Branch, August 2008.  
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financial reportings of the infrastructure projects. That is, the infrastructure project 
benefited at the expense of the pension fund. The widely held belief is that two 
parties (or more) are needed for a fair and open negotiation between a pension 
investment and a PPP project.  

82. If the Government of Sindh agrees to ensure to have two separate parties – one 
acting on behalf of the Sindh Pension Investment Fund and the other on behalf of the 
PPP project – there must be documented assurance of the PPP project not 
benefiting at the expense of the Investment Funds. If the Government cannot agree 
to this term, the Consultant recommends that the Investment Funds use of PPP 
infrastructure projects should be limited to zero. If other recommendations made in 
this strategy document are not followed as relates to the highest level of political non-
interference and instead there is full Investment Board participation by ex-officio 
members, again the Consultant would strongly advise against the use of the PPP 
infrastructure projects as allowable investment options for the Investment Funds.  

83. The Consultant recommends that if the decision is taken to permit Investment Funds 
to be directed into PPP projects such investment should be limited exclusively to debt 
instruments and that equity shares not be permitted. Further, to ensure that there is 
no influence driving the PPP investment decision, the Consultant recommends 
defining in advance of such investments the parameters of the debt instruments. For 
example, debt instruments paying a floating rate of KIBOR plus 300 basis points for a 
five year term note with quarterly interest payments. If these conditions are more 
favorable than current market conditions, the Investment Funds would consider such 
terms as suitable. If market conditions are more favorable, then the Investment 
Funds would not direct investments into the PPP projects.  

 
 



Support to Governance Reforms in Pakistan Strategic Plan to Develop the 
Subproject – Strengthening Fiscal and Public Financial Management in Sindh Sindh Fund Management House 
 

35 

SINDH FUND MANAGEMENT HOUSE INVESTMENT POLICY 
PERMISSIBLE AND NON-PERMISSIBLE INVESTMENTS & TRANSACTIONS 

% LIMITS REFER TO PURCHASE OR SUBSCRIPTION NOT TO THE VALUE OF THE INVESTMENT FUND AT THE TIME OF INVESTMENT 
Risk of 
Market 

Volatility 

 
Investment Type 

Domestic  
Maximum Total 

International 
Maximum Total 

 
Comments 

High Equities – listed securities, but 
excluding partly paid securities 
and options to purchase or sell 
securities 

Up to 10% with no 
single investment 

exceeding 2% 

Up to 5%  Domestic: Listed securities on an exchange approved by the SECP.  
International: Listed securities on stock exchanges with comparable 
or higher standards as the SECP and with which there is an MOU to 
share information and co-operate with the SECP. 

High Equities – unlisted securities Up to 10% with no 
single investment 

exceeding 5% 

Zero  Pakistan-based only, in funds subject to prospectus approved by and 
managed by asset management companies licensed by the SECP. 

From 
extremely high 

to medium, 
dependent on 
when during 

project 
lifecycle that 
investment 

occurs 

PPP debt investment Up to 15% with no 
single investment 

exceeding 5% 

Zero Pakistan-based only, providing that such debt instruments are rated not 
less than A by a credit rating agency licensed and supervised by the 
SECP. 

From 
extremely high 

to medium, 
dependent on 
when during 

project 
lifecycle that 
investment 

occurs 

PPP equity investment Zero Zero Pakistan-based only, providing that such debt investments are rated not 
less than A by a credit rating agency licensed and supervised by the 
SECP. 

Medium to 
High 

Unit trusts, mutual funds  Up to 25% with no 
single unit or 
mutual fund 

exceeding 5% 

Aggregate of listed 
equities, mutual 
funds, unit trusts 

not to exceed 10% 

Domestic: Unit funds or mutual funds approved for sale by the SECP.  
International: Unit funds or mutual funds approved for sale by 
appropriate regulators in the US, UK or Luxembourg providing there 
is an MOU to share information and co-operate with the SECP. 
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SINDH FUND MANAGEMENT HOUSE INVESTMENT POLICY 
PERMISSIBLE AND NON-PERMISSIBLE INVESTMENTS & TRANSACTIONS 

% LIMITS REFER TO PURCHASE OR SUBSCRIPTION NOT TO THE VALUE OF THE INVESTMENT FUND AT THE TIME OF INVESTMENT 
Risk of 
Market 

Volatility 

 
Investment Type 

Domestic  
Maximum Total 

International 
Maximum Total 

 
Comments 

Medium Commercial debt – medium 
term TFCs issued under a 
prospectus registered and 
approved by the SECP  

Up to 25% with no 
one investment 
exceeding 5% 

zero Debt instruments subject to a credit rating of not less than A as 
determined by a credit rating agency licensed and supervised by the 
SECP.  

Medium Commercial debt – long term 
TFCs issued under prospectus 
registered and approved by the 
SECP  

Up to 25% with no 
one investment 
exceeding 5% 

Zero Debt instruments subject to a credit rating of not less than A as 
determined by a credit rating agency licensed and supervised by the 
SECP.  

Medium Bank term deposits  Up to 25% with no 
single deposit 
exceeding 5% 

Zero Deposits with a bank licensed by the SBP subject to a credit rating of not 
less than A as determined by a credit rating agency licensed and 
supervised by the SECP. 

Low Government debt – short term 
that has a maturity of up to 12 
months at time of purchase 

Up to 25% with no 
single investment 

exceeding 5% 

Up to 5%  Domestic debt issued and repayable by or irrevocably guaranteed by the 
Government of Pakistan 
International: Foreign debt issued and repayable by or irrevocably 
guaranteed by a sovereign government in Pakistan rupees, United 
States dollars, Euros or Japanese yen where bonds are rated AA or 
better or equivalent by Standard & Poor’s, Moody’s or Fitch.  

Low Government debt – medium 
term that has a maturity 
between one and 10 years at 
time of purchase 

Up to 25% with no 
single investment 

exceeding 5% 

Up to 5% Domestic debt issued and repayable by or irrevocably guaranteed by the 
Government of Pakistan.  
Foreign debt that is issued and repayable by or irrevocably guaranteed 
by a sovereign government in Pakistan rupees, United States dollars, 
Euros or Japanese yen where bonds are rated AA or better or equivalent 
by Standard & Poor’s, Moody’s or Fitch. 

Low Government debt – long term 
that has a maturity of more than 
10 years at time of purchase 

Up to 25% with no 
single investment 

exceeding 5% 

Up to 10% with no 
single investment 

exceeding 5% 

Domestic debt issued and repayable by or irrevocably guaranteed by the 
Government of Pakistan.  
Foreign debt that is issued and repayable by or irrevocably guaranteed 
by a sovereign government in Pakistan rupees, United States dollars, 
Euros or Japanese yen where bonds are rated AA or better or equivalent 
by Standard & Poor’s, Moody’s or Fitch.  
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SINDH FUND MANAGEMENT HOUSE INVESTMENT POLICY 
PERMISSIBLE AND NON-PERMISSIBLE INVESTMENTS & TRANSACTIONS 

% LIMITS REFER TO PURCHASE OR SUBSCRIPTION NOT TO THE VALUE OF THE INVESTMENT FUND AT THE TIME OF INVESTMENT 
Risk of 
Market 

Volatility 

 
Investment Type 

Domestic  
Maximum Total 

International 
Maximum Total 

 
Comments 

High Market 
Liquidity Risk  

Real estate To be determined Zero Permitted where real estate is previously owned by Investment Funds 
and subject to approval by SFMH Investment Board for continued 
holding; and as a separate asset class. The Consultant recommends 
adding more defined rules for this asset class.  

 REITs  
(real estate investment trusts) 
issued under a prospectus 
registered and approved by the 
SECP 

To be determined Zero Permitted after the SECP issues final rules pertaining to REITs providing 
that such products are licensed and approved by the SECP. The 
Consultant recommends adding more defined rules for this asset class.  

 Any type of loans to individuals or government agencies  
(other than through the purchase of government bonds) 

Strictly prohibited 

 Commodities or commodity contracts Strictly prohibited 
 Bearer securities Strictly prohibited 
 Mining or exploration contracts  Strictly prohibited 

 
Notes:  
TFCs are Term Finance Certificates.  
Equities / stocks / shares. When an equity price increases, the equity holder realizes a gain. When an equity price declines, the owner’s value decreases. 
Equities can also pay a dividend. The dividend can be paid in additional shares or in cash back to the Investment Fund.  
Debt, also called bonds, refers to a loan to a borrower with the intent to repay. Debt has a maturity date and a coupon rate, also called an interest or discount 
rate. Debt is not ownership of a company; it is merely a promise to pay back a loan. For above references, short term debt is less than one year; medium term 
debt is one to 10 years; and long term debt is more than 10 years.  
Real estate refers to immovable, real property. This category could include homes, offices, land and rights to build property whether or not the land is owned 
by the building developer. 
Government refers to government bonds, PIB, national savings schemes or other products issued and repayable by or irrevocably guaranteed by the 
Federal Government of Pakistan.  
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Non-negotiable limitations:  

1. The SFMH cannot invest assets of any single Investment Fund in which it would be exposed to more than 5% of the outstanding shares 
of an issuer (in the case of equities or private placement), or any single issuer of debt instrument except for those debt instruments 
issued by the government of Pakistan or the government of Sindh.  

Example: The Sindh Benevolent Fund could not hold more than 5% of the outstanding shares of company ABC. The Sindh General 
Provident Investment Fund could not hold more than 5% of the outstanding debt of company XYZ. But the both the Sindh General 
Provident Fund and the Sindh Pension Investment Fund could each hold simultaneously 5% of the outstanding shares of Company 
MNO.  

2. The SFMH cannot invest assets in which it would expose more than 25% of any single Investment Fund to a single sector.  

Example: The Sindh Viability Gap Fund could not be invested in multiple issuers of short term TFCs if such TFCs cumulatively 
represented 25% or more of the SVGF in a single sector.  

3. In the event one of the above two rules is exceeded for reasons that are solely a function of change in market conditions then the 
Investment Unit within 5 business days of discovering the limitations have been violated will put forward a written plan to the SFMH 
Investment Board Investment Committee on how to remedy the situation. Such plan, with written approval from the SFMH Investment 
Board Investment Committee, will not have a restriction on the number of days for the correction or change in holdings to take place.  

4. If the event one of the above two rules is exceeded for reasons that are not a function of change in market conditions then the 
Investment Unit within 5 business days of discovering such error will put forward a written plan to the SFMH Investment Board 
Investment Committee on how to remedy the situation. Such plan must remedy the transaction(s) within 90 calendar days.  
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