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A REVIEW OF THE OPERATIONAL FRAMEWORK FOR 

CO-INVESTMENT BY PENSION FUND ADMINISTRATORS

INTRODUCTION

In a bid to encourage diversification of pension fund

portfolios and by that, improve returns on pension fund

investments, the pension regulator in Nigeria, the

National Pension Commission (PENCOM), in the course

of the year, issued the Operational Framework for Co-

Investment by Pension Fund Administrators (the

Framework). The Framework essentially sets the ground

rules for co-investment by Pension Fund Administrators

(PFAs) in portfolio companies alongside private equity

funds (PE Funds) in which they are limited partners.

In providing the Framework, PENCOM expressed certain

concerns, including the fact that since Nigeria adopted

the contributory pension framework, there has been a

huge concentration of pension fund assets in Federal

Government securities. The regulator noted that this

trend could, unfortunately, result in asset price

distortions arising from limited investment options in the

domestic market. From available statistics, about 70

percent of pension assets are domiciled in federal and

state government securities by Pension Fund

Administrators (PFAs) who continue to lament the dearth

of investible assets.1

It is against this backdrop that PENCOM published the

Framework to improve the allocation of pension fund

assets to the PE asset class, having identified that a co-

investment arrangement as an investment model will

provide flexibility and an array of options to PFAs into

which pension funds can be invested. We understand

that the Framework is a product of the wider

conversation within the pension industry and investment

circles on how to unlock pension fund assets to create

wealth and foster infrastructure and economic

development, in a manner that produces sustainable

yield without putting pension fund assets at risk.
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1. For example, out of the NGN13.8 trillion of assets under management recorded by the pension industry in February 2022, Federal Government 

securities accounted for NGN8.5 trillion (about 62 percent) of investment. See, BusinessDay “Higher returns seen for pensions on PFAs, PEs’ co-

investment” available at https://businessday.ng/business-economy/article/higher-returns-seen-for-pensions-on-pfas-pes-co-

investment/#:~:text=Averagely%2C%20about%2070%20percent%20of,the%20dearth%20of%20investible%20assets. Accessed on 08 October 

2022. 
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This article highlights the main provisions of the

Framework – considering the key principles

underpinning the co-investment initiative – and

mechanisms built into the Framework to limit the

exposure of pension fund assets to risks.

KEY HIGHLIGHTS OF THE FRAMEWORK

The Co-Investment Structure

Under the Framework, PFAs must have invested in a PE

Fund prior to entering into a co-investment

arrangement(s) for a specific transaction(s) with that PE

Fund.2 Co-investment arrangements can only be

implemented using special purpose co-investment

vehicles (SPCV) set up by the General Partner (GP) of the

PE Fund. The tax implication of the SPCV structure will

be discussed in a subsequent paragraph.

The Framework also contemplates that Governance

Agreements under a co-investment arrangement must

contain clear provisions on the roles and responsibilities

of the GP and the investors, including governance rights,

risk management, pre-emptive rights, liquidity and exit

arrangements.3 Essentially, a PFA cannot invest solely

and directly in a target which already benefits from the

investment of a PE Fund in which the PFA is a Limited

Partner.

Equality & Fairness of Terms

To protect pension fund assets, the Framework

prescribes that terms of a co-investment arrangement

for pension fund investments must not be less

favourable than terms of the PFA’s investment in the PE

Fund.4 PFAs must, thus, pay attention to the terms of

their investment in the PE Fund in order to avoid co-

investing on less favourable terms. Additionally, PFAs are

not allowed to buy off the co-investment interest of other

investors who may want to exit before maturity. This

provision, in our view, is to ensure that a PFA does not

become a dumping ground for co-investors who may be

seeking to exit an investment.

Disclosure Requirements

All fee categories are required to be clearly defined in the

Co-investment Agreement – such that, a pension fund

will not be liable for any cost or fee not stated in the Co-

investment Agreement.5

It is also contemplated in the Framework that the GP will

provide all relevant documentation required for initial

and continuing due diligence by the PFA, including but

not limited to minutes of board meetings, information on

human capital and deal pipeline development.6 This is a

remarkable provision as it seeks to ensure that PFAs do

not invest blindly in a target solely because their PE Fund

has invested in same. PFAs must conduct their own due

diligence to determine the viability of a target for

investment purposes.7

Authorization and Risk Management

In addition to the requirement to conduct adequate due

diligence, PFAs must obtain a No-Objection from

PENCOM before entering a co-investment arrangement

with a PE Fund. It is expected that at the point of

notifying PECOM, a due diligence report, among other

documents, may be required for PENCOM’s

consideration. PENCOM may also seek to review the Co-

Investment Agreement to ensure its compliance with the

Framework.

A PFA cannot invest an amount in a co-investment

arrangement above 50% of that PFA’s investment in the

relevant PE Fund.8 Thus, at every relevant point in the co-

investment process, a PFA’s investment in the PE Fund

will be more than its investment through the co-

investment arrangement. A PFA’s exposure under any co-

investment arrangement forms part of the PFA’s global

PE exposure and is subject to the maximum limits

stipulated by the Regulation on Investment of Pension

Fund Asset of February 2019 (the Investment

Regulation).9

2. Paragraph 2.1.1 of the Framework. 

3. Paragraph 2.1.2 of the Framework.

4. Paragraph 2.1.4 of the Framework.

5. Paragraphs 4.1.1 and 4.1.2 of the Framework.

6. Paragraphs 4.1.3 of the Framework. 

7. See also Paragraph 6.1.1 of the Framework. 

8. Paragraph 3.1.1 of the Framework.
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To be an eligible PE Fund for the purpose of a co-

investment arrangement involving a PFA, the key

principals10 of the PE Fund must be persons who are on

their second PE Fund, at the least. Also, the key

principals must have successfully exited at least one

investment from a previous PE Fund.

The Framework also refers to satisfaction of the

requirements for PE investments stipulated under the

Investment Regulation as a precondition for obtaining a

No Objection from PENCOM. Some of these

requirements as set out in Regulation 5.2.11 of the

Investment Regulation include that:

a) the PE Fund must have well defined and publicized

investment objectives and strategy as well as

disclosures of pricing of underlying assets, and its

annual financial statements must be audited by an

independent firm(s) of chartered accountants

registered by the Financial Reporting Council;

b) the PE Fund must be managed by experienced Fund

Managers, versed in PE investments and registered

with the Securities and Exchange Commission;

c) a minimum of 60% of the Fund shall be invested in

companies or projects within Nigeria;

d) the Fund Manager must retain a minimum

investment of 1% or 3% of the PE Fund depending

on whether the PE Fund has globally known

Foundations & Endowments, Multilateral

Development Finance Organizations or Sovereign

Wealth Funds as Limited Partner or not; and

e) key principals of the PE Fund shall each have at

least ten (10) years’ experience in investment and

management of third-party assets, or relevant

project management experience in sectors of the

economy in which the PE Fund shall invest, out of

which five years shall be PE investment experience.

Reporting Requirements

A PE Fund manager in a co-investment arrangement with

a PFA is required to provide a quarterly valuation of the

PFA’s investments under the arrangement, including the

details of the valuation methodology adopted.11

However, it is not clear whether the PE Fund manager is

to report the valuation to the PFA, or to PENCOM, or to

both. We would expect though that such report would be

provided to the PFA who would reflect the information in

its periodic returns to PENCOM.

9. Paragraph 3.1.2 of the Framework. The Investment Regulation prescribes a maximum global limit of 10% of the portfolio value of a PFA for Fund I 

and 5% for Fund II and Fund VI Active.  

10. The key principals of a fund include the Chief Executive Officer, the Chief Investment Officer and any other principal officer of the PE Fund

11. Paragraphs 5.1.1 and 5.1.3 of the Framework

12. Section 13 of the Pension Reform Act, 2014

13. Section 10 of the Pension Reform Act, 2014.
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OUR TAKE

The recent initiatives by PENCOM have shown that the

regulator is keen on improving the operational efficiency,

profitability and service delivery of PFAs. With the

issuance of the Framework, Retirement Savings

Accounts (RSA) holders stand to gain higher returns

when PFAs enter into co-investment arrangements with

PE Funds. This is because the co-investment

arrangement is required to be on no less favourable

terms than those upon which the PFA initially invested in

the PE Fund. Essentially, the co-investment arrangement

provides an additional investment opportunity with

potentially higher returns for PFAs and RSA holders.

Another advantage of the co-investment arrangement,

especially for local businesses, is that the

implementation of the Framework could lead to

increased investment in local businesses which will in

turn be a catalyst for economic development and growth.

We envisage that the Framework will provide further

incentive for the registration of more PE Funds with the

Securities and Exchange Commission and the advent of

more Naira-denominated funds.

The Framework will create healthy competition in the

pension industry as RSA holders exercising their transfer

rights are likely to transfer to PFAs with enhanced

investment returns over the long term. The risk appetite

for a PFA having a co-investment arrangement with a PE

Fund is likely to increase to reflect high risk exposure of

the diversified investment portfolio. However, this

emphasizes the need for an effective risk management

framework within each PFA.

On the corporate structure of the contemplated SPCV,

the entity can be set up as a limited liability company

wherein the PFA, the PE Fund and other investors can be

shareholders, or as a limited liability partnership under

Part C of the Companies and Allied Matters Act 2020.

Limited liability partnerships are relatively easier to set

up compared to limited liability companies.

Flowing from the corporate structure, a further legal

issue thrown up especially in light of the SPCV

arrangement, is whether the tax exemption on interests,

dividends, profits, and other incomes accruable to

pension funds and assets will be accorded an SPCV. The

process of carving out profits accruable to a PFA who is a

shareholder in an incorporated SPCV for the purpose of

determining the corporate income tax obligations of an

SPCV may be more complex and cumbersome than it

would be under a limited liability partnership

arrangement – wherein the partnership is not subject to

corporate tax, and each partner pays its own tax from its

earnings from the co-investment arrangement.
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