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The Executive Committee
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Mr. Muhammad K. Ahmad
Director General

Prior to his appointment as the Director-General of the National
Pension Commission (PenCom), Mr. Ahmad was the Director of
Research and Information Technology at the Federal Inland Revenue
Service (FIRS) on secondment from the Nigeria Deposit Insurance
Corporation (NDIC). During his brief stint in FIRS, he participated in
formulating the initial Tax Reform initiatives. Mr. Ahmad also co-
ordinated the enactment of the Pension Reform Act, 2004 and the
implementation framework for the Contributory Pension Scheme in
Nigeria.

He was a pioneer staff of the NDIC where he was a Bank Supervisor
and Director from 1989 to 2003. He served in various capacities
including being a member of the Interim Management Board of the
Corporation. While at the NDIC, he was associated with major
regulatory and supervisory initiatives aimed at promoting the stability of
the banking system. Mr. Ahmad was also seconded to the Central
Bank of Liberia by the Nigerian government under the IMF programme

where, along with other experts, he assisted in reforming the Central Bank of Liberia.

A graduate of Accounting, Mr. Ahmad has attended many local and foreign courses. He had also
facilitated at various seminars, workshops and conferences. He had written many scholarly articles and
papers many of which were published in reputable local and international journals.

-
A |
Mr. P.N. Akubueze

Commissioner (Finance &
Investment)

Mr. Akubueze, prior to his appointment as Commissioner and member of
the Board of PenCom in 2004, was the Auditor-General for the
Federation from 1998 to 2001. He joined the services of the Office of the
Auditor-General for the Federation in 1970 and he had a distinguished
career in that office.

A graduate of the University of Nigeria, Nsukka where he bagged the
degree of B.Sc (Hons) in Accounting in 1970, Mr. Akubueze qualified as
a Chartered Accountant in November, 1991. He attended several local
and overseas courses including 3-month courses on Accounting and
Finance for Developing Countries at the University of Strathclyde,
Glasgow in 1978 and another one at the University of East Anglia, U.K.
in 1982.
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The Executive Committee (Continued)

Miss Eyamba T. Henshaw is a Chartered Accountant by profession
who obtained her ACCA in 1981 in the UK. In the same year, she
joined the renowned firm of Accountants, PriceWaterHouseCoopers
London Office where she served till 1983 before she moved to their
Nigerian Office.

In 1984, she commenced her banking career with the then Continental
Merchant Bank Limited (formerly Chase Merchant Bank Ltd) where
she served for nine (9) years in various capacities in all major
departments of the bank.

In 1993, she set up a consultancy firm from where she was appointed
the first female Accountant General of the Cross River State of Nigeria

Miss Eyamba Henshaw in 1999, a position she held until her current appointment as one of the
Commissioner pioneer Commissioners of PenCom in 2004.
(Technical)

Dr. Musa lbrahim was an active member of the Committee that
proposed the reforms in the Nigerian pension system including the
introduction of the Contributory Pension Scheme. After the
promulgation of the Pension Reform Act, 2004, he was appointed a
Commissioner of PenCom to bring into effect the intent of the reform.

Until then, Dr. Musa lIbrahim was a staff of the Nigeria Deposit
Insurance Corporation (NDIC) for over a decade. During his career at
the NDIC, he served as the Chairman of Central Bank of Nigeria
(CBN)/NDIC Technical Committee on Supervision from 2000 to 2004.
In addition, he had a short stint as an Executive Director of a medium
sized Commercial Bank under supervisory management. He was
Secretary, Transitional Supervisory Board of eight (8) banks that were
taken over by the CBN and NDIC for a period spanning three years.
He had also participated as an expert in an IMF/World Bank Financial
Sector Programme in Kenya in 2003.

Dr. Musa A. Ibrahim
Commissioner
(Inspectorate)

Dr. Musa Ibrahim has a Ph.D (Finance) obtained in 1990 from Université de Droit et Gestim in France,
DEA ( Management ) 19 8céte detadangué Erdndaite fronT@niversitéf de Grenoble
1985, MBA (1993) and B.Sc (Actuarial Science) 1980, from Ahmadu Bello University, Zaria.

Mr. M.T. Mamman obtained a B.Sc degree in Business Administration
in 1978 from the Ahmadu Bello University, Zaria specializing in
Banking and Finance and an MBA in 1999 from the University of
Navarra, Barcelona, Spain via the Lagos Business School. He is a
member of the Chartered Institute of Bankers of Nigeria, Associate
Member of the Chartered Institute of Management of Nigeria and a
Fellow of the Institute of Credit Administration of Nigeria.

Mr. Mamman had twenty four years of banking experience prior to his
appointment as Commissioner in PenCom in 2004. His banking career
included employment with the then Trade Bank Plc, which he joined in
1990 and retired as an Executive Director in 2002. He also worked

briefly with the then Habib Nigeria Bank Plc in 1989 after a very
A successful career with the then Bank of the North Ltd from 1978 to

Mr. M.T. Mamman 1989.
Commissioner (Administration)

He was the Commissioner for Planning and Budget and a member of
the Executive Council of the Kwara State Government in 1983. Mr. Mamman had also previously
served as a director of companies in both the public and private sectors.

ANNUAL REPORT iv




National Pension Commission

Management Consultative Meeting Members

Mr. Muhammad. K. Ahmad

Mr. P. N. Akubueze
Miss. E. T. Henshaw
Dr. M. A. Ibrahim
Mr. M. T. Mamman
Mrs. C. Anohu-Amazu
Mrs. A. |. Mustafa
Mr. M. B. Umar

Mrs. G. E. Usoro

Mr. M. Y. Datti

Mr. M. O. Loyinmi
Mrs. E. B. Aikhomu
Mr. 1. O. lyodo

Dr. D. Ndackson

Dr. B. Ardo

Dr. U. F. Aminu

Mr. N.M. Zungwega

Director General

Commissioner (Finance & Investments)
Commissioner (Technical)

Commissioner (Inspectorate)

Commissioner (Administration)

Commission Secretary/Legal Adviser

Head (Management Services Department)
Head (Resolution & Enforcement Department)
Head (Policy & Regulation Department)

Head (Surveillance Department)

Head (Risk Management Department)

Head (National Databank Department)

Head (Finance Department)

Ag. Head (Information Technology Department)

Ag. Head (communications & public Affairs
Department)

Ag. Head (Research & Corporate Strategy
Department)

Head (internal Audit Department)

ANNUAL REPORT Vv




Organizational Structure

WwWwop) uojsuegqd |v ll-!l"l'";ll-_

ANNUAL REPORT Vi




National Pension Commission

Official Contact Details

National Pension Commission

Plot 174, Adetokunbo Ademola Crescent
Wuse Il

PMB 5170, Wuse

Abuja

Nigeria

Tel: 423471 971 413873671 40
+234 9 8703388

+234 9 8703389

Fax: +2347 971 4133363

Website: www.pencongov.ng
e-mail: info@pencom.gov.ng

ANNUAL REPORT

vii



http://www.pencom.gov.ng/
mailto:info@pencom.gov.ng

National Pension Commission

Cha' r manﬁs St at Q:h e A. Adeosun, FCA, OO

Chairman

It is with special gratitude to God Almighty that | present the first published Annual
Report and Statements of Accounts of the National Pension Commission (PenCom)
for the year ended December 2007. Since the enactment of the Pension Reform Act
(PRA 2004), the pension industry in Nigeria has undergone a fundamental
transformation and it will never be the same again.

PenCom, the regulatory authority of the new pension industry, has been working
assiduously within the ambit of the PRA, 2004 to lay solid foundation for the industry
through the establishment of a strong regulatory and supervisory framework that can
stand the test of time. PenCom in this respect, during the last three and half years,
undertook concrete practical steps in implementing the provisions of the PRA 2004
that included the issuance of operational guidelines, licensing of operators,
registration of contributors, ensuring compliance with the provisions of PRA 2004 by
employers as well as valuation of accrued pension rights of Federal Government
employees and the remittance of these benefits into the Retirement Savings
Accounts of employees that would retire from July 2007. PenCom has also through
its regulatory and supervisory programme, ensured the safety, sound management
and growth of pension assets.

In collaboration with other agencies of Government, including the Budget Office of
the Federation, Office of the Accountant General of the Federation, Office of the
Auditor General for the Federation and the various Pension Departments, PenCom
has been coordinating the various efforts aimed at addressing the problems of the
defunct defined benefit scheme of the Federal Government, especially the non-
payment of arrears. The sum of N86 billion was released by the Federal Government
for the settlement of the arrears of pension in the six Pension Departments.

I am confident that with the modest successes recorded by the new pension industry,
the future of the Nigerian worker has been secured and the entire economy
rejuvenated. With fully funded schemes being put in place, the worker is guaranteed
to receive retirement benefits as and when due. Similarly, the pension industry would
continue to generate a pool of long time investible funds that would facilitate the
development of real sectors of the Nigeria economy.

I therefore recommend this report to all stakeholders and operators of the pension
industry, captains of industry and all those interested in the welfare of the Nigerian
worker and the Nigerian economy.

In conclusion, | want to use this opportunity to appreciate the commitment and
dedication to duty of the Executive Management and staff of PenCom. The
monumental achievements recorded thus far were mainly due to their selfless service
and sterling qualities. The Board will strive to enhance their capacity for higher and
sustainable productivity in the future.

~ A oa

Chief Oluwale A. Adeosun, FCA, OON
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D

Di rector Gener a Mr.Muhamma;dK.Ahmad n

Director General
| am pleased to highlight the developments in the Nigerian pension industry and
the activities of the National Pension Commission (PenCom) for the period ended
December 31, 2007. Being a maiden publication, an overview of the activities of
PenCom and growth of the pension industry since inception will be covered.

The Pension Industry

Nigeria embarked on a major pension reform in 2004 as a consequence of the
various problems inherent in the previous pension schemes that existed in both
the public and the private sectors. The public sector operated the pay-as-you-go
(PAYG) scheme, which became unsustainable due to inadequate budget
provisions and | ow funding. This was exac
salaries and emoluments and other attendant demographic shifts due to rising life
expectancies that tended to elongate the pension obligations of the employers of
labour. The consequence of the foregoing was the huge pension liabilities
accumulated by the public sector. In the private sector, many employees were
not covered by any form of pension scheme while most of those that were
covered had their schemes unfunded. Indeed, those private sector schemes
which hitherto existed were characterized by largely unregulated arrangements
and were unwieldy as there were as many schemes as the number of employers.
As a result, there was low compliance ratio which was further compounded by the
absence of regulation and supervision by a government agency.

However, with the advent of the Pension Reform Act (PRA 2004), the pension
industry witnessed improved developments on various grounds. The new pension
scheme commenced with the licensing of pension fund operators in early 2006.
As at the end of the year 2007, 36 licences were issued by PenCom to twenty
five (25) Pension Fund Administrators, seven (7) Closed Pension Fund
Administrators (CPFAs) and four (4) Pension Fund Custodians (PFCs). Similarly,
eighteen (18) pension schemes established by various employers prior to the
commencement of the Contributory Pension Scheme (CPS) were granted
licences to continue as Approved Existing Schemes (AES).

By 31 December 2007, workers in the public and private sectors had opened
2,797,529 Retirement Savings Accounts (RSAs) with licensed PFAs. The
membership of the CPFAs and the AES were 31,335 and 31,445 respectively.
Also, many state governments were at various stages of implementing the
scheme. Already, 695,622 civil servants from various states had opened RSAs
with the PFAs.

The industry witnessed an inflow of contributions and transfer of assets from both
the public and private sectors. In the public sector, the annual contributions had
grown from N15.60 billion in 2004 to N80.63 billion in 2007. It grossed to N168.29
billion from commencement in July, 2004 up to December, 2007. Indeed, monthly
contributions from the public sector to the pension industry averaged N5.61 billion
in the period July, 2004 to December, 2007. The private sector had also
contributed N91.34 billion into the RSAs since inception to 31 of December 2007.
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The total pension fund assets in the industry was N815.18 billion in the custody of

PFCb6bs as at 31 December 2007. The breakdow

reveals that AES, RSA and CPFA accounted for N334.25 billion, N278.30 billion
and N202.63 billion respectively. The bulk of the pension fund assets were
invested in Federal Government of Nigeria securities, quoted stocks and
domestic money market instruments.

PenCom coordinated the actuarial valuation of the accrued retirement benefits of
employees in the service of the Federal Government of Nigeria (FGN) and
Federal Capital Territory (FCT) for services they rendered up to June 2004 when
the old scheme was terminated. The actuarially determined accrued retirement
benefits as at 30" June 2004 amounted to N1.681 trillion (One Trillion Six
Hundred and Eighty-one Billion Naira Only), which is the pension liability of the
Federal Government that would be settled between 2007 and 2039. The accrued
pension liabilities are being paid from the Retirement Bond Redemption Fund
Account, which is being regularly funded by the Federal Government by remitting
5% of its total monthly wage bill into the account every month. The Account is
being managed by the Central Bank of Nigeria (CBN) and had total receipts from
inception to 31 December, 2007 of N53.00 billion out of which N8.9 billion was
redeemed into the RSAs of employees who retired between July and December,
2007.

Regulatory and Supervisory Framework

PenCom had in the past three and half years focused on establishing a sound
and credible regulatory and supervisory framework for the industry. A number of
regulatory and supervisory measures were taken which include the development
and automation of returns rendition by operators on daily, monthly and annual
basis; development of risk based supervision framework; and the issuance of
Guidelines, Regulations and Circulars. During the year, PenCom undertook the
maiden risk-based supervision of licensed operators in line with its regulatory and
supervisory philosophy that was open, transparent, and consultative; albeit with
zero tolerance for any infraction. Licensed operators were closely supervised
including daily monitoring of investment of pension assets by the PFAs. As part of
t he supervisory phil osophy of being
continued to meet monthly to review developments and consider policy matters
affecting the industry as well as discussing issues that would promote and
guarantee the safety and soundness of the pension industry.

Other Activities of PenCom

In 2007, PenCom was involved in collaborative activities with the Central Bank of
Nigeria (CBN), Debt Management Office (DMO), Securities and Exchange
Commission (SEC), Federal Inland Revenue Service (FIRS), National Insurance
Commission (NAICOM), Bureau for Public Enterprises (BPE), Nigeria Accounting
Standards Board (NASB) and the Nigerian Stock Exchange (NSE). The
collaborative activities were on issues that cut across the jurisdictions of these
regulatory/supervisory agencies such as tax and transaction costs; issuance of
guidelines and regulations especially in the areas of life insurance policy as
provided in the PRA, 2004; promotion of the development of the Bond Market; as
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well as the Financial System Strategy (FSS) 2020. PenCom had also participated
in many Inter-Ministerial Committees on various aspects of the reform
programme of Government.

Future Outlook

Notwithstanding the modest progress made to implement its mandate, PenCom
had to contend with many challenges. First, despite the efforts to educate the
public about the new scheme, many Nigerian workers and employers are yet to
understand and appreciate the benefits of the scheme. As a result, ensuring
compliance and expanding the scheme to the informal sector which employed
majority of workers in Nigeria had been slow. Second, there was absence of
acceptable investment instruments which the huge pool of long-term investible
funds could be invested in. Thirdly, availability of adequate personnel with the
requisite skills in the industry had remained a major challenge.

With a stable and predictable macroeconomic environment and growing
acceptance of the scheme, the long term outlook of the pension industry is quite
promising. We expect that many workers and employers, especially in the
informal sector would join the new scheme. PenCom would pursue and
overcome these challenges with all the available resources of a technically skilled
management that was resourceful, committed, dedicated and loyal to the course
of its mandate.

In the coming year, PenCom would draw a medium and long term strategy plan
consistent with reform initiative tailored to meet the requirements of the Seven-
Point Agenda of Government. It would also improve on its service delivery
standards and framework, intensify public education to seek further voluntary
compliance as well as promote capacity building in the pension industry.

Appreciation

Let me acknowledge the invaluable contributions of our Chairman, Chief O.A.
Adeosun, FCA, OON and other members of the Board of PenCom. They had
ensured that PenCom exercised the highest standard of corporate governance
and commitment to its mandate. | would also recognize the tremendous
contributions of our pioneer Chairman, Mr. Fola Adeola, OFR. Mr. Adeola had
offered his services ex gratia to our dear nation to ensure the formulation and the
effective implementation of the pension reform. He had sacrificed his time and
resources to the reform in the interest of the Nigerian worker. Indeed, PenCom
remains eternally grateful for his immense contributions.

Our employees are our most important resource. The staff had remained
dedicated and committed to ensuring that PenCom meets its set targets. |
therefore, salute the Management and the entire staff for making the country
proud in the implementation of pension reform that met international best
practices. No doubt the Management would continue to motivate and galvanize
the entire staff for higher productivity. Despite the modest achievements so far
attained, there is room for the entire workforce to improve and achieve even
higher goals.
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Through its membership of the International Organisation of Pension Supervisors
(IOPS), PenCom has benefited from its resources and regulatory standards and
best practices. Finally, | would like to acknowledge the support and collaborative
efforts PenCom enjoyed with other regulatory authorities in the financial services
industry, members of the Senate and House Committees that supervise pension

matters through their oversight functions, our social partners and other
stakeholders.

(p___M

Muhammad K. Ahmad
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PART ONE:

THE CONTRIBUTORY
PENSION SCHEME

1.0 The Contributory Pension Scheme
1.1  Rationale for the Scheme

Pension reform in Nigeria was necessitated by many problems confronting both the
public and private sectors pension schemes. The public sector operated largely the
Pay-As-You-Go scheme, which depended on budgetary provisions from various tiers of
government for funding. Under the PAYG, which was also a Defined Benefit (DB)
scheme, contributions were not generally made, and projections were required to be
made of the pension entittements of each employee by the employer, with such
projections being determi ned by t he employeebds years
the pension obligations were effectively the debt obligation of the employer. The
scheme became unsustainable due to lack of adequate and timely budgetary
provisions and increases in salaries and pensions. Even where adequate budget
provision was made the scheme was not generally funded. There was also
demographic shift due to rising life expectancy, which was a phenomenon that
elongated the pension obligations of various tiers of government in the country.

Most of the private sector schemes were akin to Provident Fund Schemes, which did
not provide for periodic benefits. Even at that, many private sector employees were not
covered by any form of pension scheme. The schemes had been characterized by
diversified arrangements that were largely unregulated. The number of pension
schemes became unwieldy as there were almost as many schemes as the number of
employers that managed them. In addition, prior to the commencement of the CPS in
2004, there was very low compliance ratio due to absence of regulation and
supervision of the system.
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At best, pension administration in both public and private sectors had been grossly
underfunded, weak, inefficient, less transparent and cumbersome. In that abysmal
state, it became logical to contemplate a scheme that would meet the yearnings of
workers and pensioners.

1.2  Objectives of the Scheme

The reform in the Nigerian pension system was embarked upon with the following main
objectives:

0] Ensure that every retiree receives his/her retirement benefits as and when due;

(i) Empower the worker to decide which licensed Pension Fund Administrator
should manage his/her pension assets;

(i) Assist workers to save in order to cater for their livelihood during old age with a
view to reducing old age poverty;

(iv) Establish uniform rules, regulations and standards for administration of pension
matters in Nigeria; and

(V) Establish a strong framework for regulating and supervising the pension
industry.

1.3 Nature of the Scheme

The Contributory Pension Scheme (CPS) was established under Section 1 (1) of the
Pension Reform Act 2004 (PRA 2004) for employees in both the public and private
sectors. Under the scheme, each employee and employer contribute a minimum of
7.5% of t he athpdmolymersobat inrthe Military, an officer contributes
2.5% while the employer contributes 12.5%. An employer may elect to contribute on
behalf of the employees provided that the total contribution shall not be less than 15%
of the monthly emoluments of the employees. The scheme allows for voluntary
contributions to be made by employees (including those exempted by the Act) that
could only be taxed at the point of withdrawal where the withdrawal was made before
five years from the date the first voluntary contribution was made.

In addition to the employer contributions, they are required to maintain Life Insurance
Policy in favour of each employee for a minimum of three times the total annual
emolument of the employee as highlighted in Section 9(3) of the PRA 2004.

The scheme is fully funded, meaning that the contribution of an employee is deducted

mont hly from the employeebds salary wipartl e t h
contribution for the employee, which will both be transferred to the relevant retirement

savings account. By so doing, the pension assets are set aside from the onset to meet

future pension liabilities.

Each empl oyee i s r eq Retirereedt Sbvings Aa@ountd o( RPHA)n ian 0O
name with a Pension Fund Administrator (PFA) of his choice. This individual account

belongs to the employee and will remain with him for life even if he/she changes
employers or PFA.
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An employee could withdraw a lump sum of 25% of the balance standing to the credit
of his/her RSA provided that he/she is less than 50 years at the time of retirement and
he could not secure a new employment six months after leaving the last employment.
Similarly, he/she can withdraw a lump sum amount if he is 50 years or above at the
time of retirement and the amount remaining after the lump sum withdrawal shall be
sufficient to procure an annuity for life or fund programmed withdrawals that will
produce an amount not less than 50% of his monthly remuneration as at the date of his
retirement.

The balance after lump sum payment would be applied in a programmed periodic
withdrawal or to purchase an annuity for life through a licensed life insurance company
with periodic payments. However, periodic withdrawals can only be made at the age of
50 years or upon retirement thereafter.

As from the commencement of the PRA 2004, only licensed PFAs and CPFAs are
mandated to manage pension fund assets. However, only licensed PFCs should have
custody of pension fund assets.

The PRA 2004 requires that all workers in the Public Service of the Federation and the
Federal Capital Territory (FCT), and workers in the private sector where the total
number of employees is five (5) or more in a company should join CPS. However, as at
1 July 2004, all existing pensioners and workers that had three years or less to retire in
accordance with the terms of their contract of employment are exempted from the
scheme. The transition period lapsed on 30 June, 2007 as any worker retiring after that
date would do so under the new scheme. Also exempted from the CPS are judicial
officers appointed to the Supreme Court or Court of Appeal as highlighted under
Section 291 of the Constitution of the Federal Republic of Nigeria.

The National Pension Commission (PenCom) is the sole regulator and supervisor of
the CPS and other pension matters in Nigeria.

1.4  Transitional Arrangements

1.4.1 Pension Departments

The PRA 2004 established six Transitional Pension Departments in the public sector to
continue to administer the pension issues of this category of employees and existing
pensioners. The six departments which are being supervised by PenCom are listed in
Table 1.1.
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