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Preamble

I appreciate the opportunity given to me this morning, by your Excellency to address you on the activities of the National Pension Commission (the Commission).  This is indeed a rare opportunity to brief Mr. President on the workings and achievements of the Commission.  
The Commission had recorded milestones on the implementation of the new pension scheme.  In order to consolidate the landmark achieved so far, several activities were designed to further boost the activities of the Commission and open new horizons towards achieving the objectives of the Pension Reform Act 2004.  However, we are not unmindful of the various challenges that lie ahead, especially that the scheme is still new and even the operators of the scheme are still in the learning process.  

This paper, therefore, focuses on the achievements recorded by the Commission, the future plans and the challenges it faces in the implementation of the new pension scheme. 

Update on the Activities of the National Pension Commission

Mr. President, since the establishment of the Commission in December 2004, a lot of effort has been given to the implementation of the various provisions of the Pension Reform Act 2004 (the Act).  The Act established a contributory pension scheme for the employees of the Federal Government, the FCT and Private Sector organisations with five or more employees. The scheme is going to be fully funded and privately managed by Pension Fund Administrators while Pension Fund Custodians will provide the custody of the Pension Fund Assets.
For the success of the pension reform, the Commission believes that the Pension Fund Administrators and the Pension Fund Custodians must be licenced to enable contributors open Retirement Savings Accounts in which their respective monthly pension deductions will be remitted.  It is therefore, not surprising that recently eleven (11) Pension Fund Administrators, four (4) Pension Fund Custodians and one (1) Closed Pension Fund Administrator were licensed.  Names of the successful organisations are as follows: 

PFAs

IBTC Pension Managers Limited

Premium Pension Limited

Pensure PFA Limited

Sigma Vaughn Sterlin Pensions Limited

Pensions Alliance Limited

ARM Pension Managers Limited

First Alliance Pension & Benefits Limited

Trustfund Pensions Limited

First Guarantee Pension Limited

Legacy Pension Managers Limited

NLPC Pension Fund Administrators Limited

PFCs

UBA Pension Custodian Limited


Zenith Pensions Custodian Limited

First Custodian Limited

Diamond Custodial Services Limited

CPFA

Shell Nigeria Closed Pension fund Administrator Limited

Mr. President, Sir, 

1.1 PenCom had participated in and provided resource persons at various seminars/workshops and roundtable discussions on pension reform organized by Ministries, Departments, Agencies, Academic Institutions, Private Sector companies and Labour Unions throughout the country.  The Commission had in conjunction with the Ministry of Inter–Governmental Affairs and Special Duties, also organised sensitization seminars in each geopolitical zone and the FCT for Local Government employees in the respective zones.  The seminars were organised to enlighten target audience (mostly employees) on the new Pension Scheme, the provisions of the Pension Reform Act 2004 (the Act), the roles of the Commission and State Governments in the implementation of the Contributory Pension Scheme.

1.2 Desirous of promoting the understanding of the new pension scheme, Frequently Asked Questions on the new pension scheme and answers to them were compiled and translated into the three major Nigerian Languages and are being serialized in some national newspapers.  The Hausa version is being serialized in Gaskiya Tafi Kwabo; the Yoruba version in Irohin; and the Igbo version in Daily Champion.  The Pidgin English version is still under production and would be serialized accordingly. 

1.3 PenCom had also organised several consultative fora with various stakeholders, mostly operators, on all matters affecting their operations.  These fora were used as platforms to elicit stakeholder input in the policy making process of the Commission.  They were also used to acquaint them with all the operational regulations and guidelines issued by the Commission prior to issuing them full operational licenses.  
Mr. President, Sir, the Commission intends to invite you to formally present the operational Licenses to these successful operators.
1.4 Licenced PFAs have already begun registering contributors by the opening of Retirement Savings Accounts (RSAs).  Employees in the Federal and FCT Public Service that had their contributions deducted from July 2004 will have the total deductions transferred to their respective RSAs.  All further contributions will also be credited into their RSAs.  Due to the decision of the Federal government to start making deductions for its employees, the Commission opened a dedicated account with the CBN in which the money deducted is housed.  The CBN was also asked to invest the money in Nigeria Treasury Bills to provide some revenue for the contributors before it is transferred to their RSAs. 
1.5 Three regulations have so far been issued by the Commission on the investment of Pension Fund Assets, Fees Structure and Valuation of the Pension Fund Assets under the management of the PFAs.  These regulations would further guide the operators in the discharge of their statutory functions. 
1.6 In its design, the new pension scheme is not intended to short-change any employee.  Therefore, any worker who is transiting to the new scheme and is qualified for gratuity or for both gratuity and pension under the old pension scheme would be given his/her accrued pension rights.  These benefits would be actuarially determined to make sure that every worker receives what is due to him/her.  PenCom has recorded a remarkable progress towards the computation of these accrued pension rights.  However, the accrued pension rights would not be paid to every worker at once.  Bonds will be issued to qualified employees to the tune of their accrued benefits.  These bonds are redeemable only at the time of retirement.
1.7 An Inter-Ministerial Committee has been set up by the Federal Government for the verification of existing pensioners and determination of existing pension arrears.  The Committee has highlighted the estimated obligations of the Federal Government to the existing pensioners and recommended a framework to the Federal Government for the settlement of the arrears.  The Commission is serving as the secretariat of the Committee and provides logistics to the Consultants engaged for the exercise.
1.8 The Commission has commenced matching payroll records of Federal Civil Servants with their respective contributions received.  This is intended to ascertain the accuracy and completeness of the personnel profiles submitted to the Commission by the various Ministries, Departments and Agencies (MDAs).  This data will also be used to verify the accrued benefits of the employees. 
1.10
The Commission had drafted State Pension Law that would serve as a model for State Governments to adopt and modify based on their peculiarities and needs.  Similarly, we provided resource persons to states that requested for the help of the Commission in sensitizing their workers on the contributory pension scheme.  The Commission had also reviewed draft bills on the establishment of contributory pension schemes for State Governments that showed interest for such review.   There are currently about ten states that are at various levels of implementing the contributory pension scheme.
2.0 Working Plans for a Successful Commission
2.1 The Commission is fully aware of the importance of stakeholder enlightenment on the new pension scheme.  Good programs have been rejected by those that were supposed to benefit from them because they were not fully understood by them. Plans have been made to carry out sensitization programs through all available media outlets in some selected Nigerian Languages and Pidgin English.  Seminars, workshops and roundtable discussions will be more focused to have more far reaching effect especially among those covered by the Pension Reform Act 2004.  
2.2 It is the desire of the Commission to effect a smooth and accurate transfer of existing Pension Fund Assets to the licenced PFCs.  The assets include the contributions of the Federal Civil Servants from July 2004 to date, and other pension funds existing before the commencement of the Act.   The Commission has made adequate arrangements to ensure that the assets are transferred to the contributors’ respective RSAs as soon as they are opened.
2.3 The Commission would work towards enhancing the career development of its staff and the industry through intense training programs.  We are consulting with trainers from jurisdictions that have a longer history of implementing pension schemes similar to that of Nigeria for capacity building assistance for the Commission and for operators in the industry. 
2.4 A transparent system has been adopted by the Commission on the issuance of operational licenses to qualified applicants.  Apart from the 11 Licences already issued as at the end of January 2006, about thirty new applications for PFA licenses that are currently being evaluated.  Those that demonstrate the capacity to meet the requirements will be given Approval – In – Principle for a period of 90 days within which they must convince the Commission of their ability to do the PFA business before they are issued with the final licence.  
2.5 The Act has mandated employers to maintain life insurance policy for their employees.  The Commission is working with the National Insurance Commission (NAICOM) towards issuing regulations to insurance companies that are interested in the provision of life covers to employees.  The regulations would ensure that only insurance companies that meet a set standard would be allowed to provide these services.  We are also working towards issuing further regulations and guidelines that will guide the whole pension industry and establish confidence in the scheme.

2.6 It may be recalled that States and Local Governments are not covered in the new pension scheme established by the Pension Reform Act 2004.  However, due to the growing pension obligations in these tiers of government, many states have expressed their desire to establish contributory pension schemes for their Civil servants.  The Commission intends to increase its support and assistance to States and Local Governments that desire such in setting up or reforming their pension schemes. 
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Implementation Challenges
3.1 Though the Commission had embarked on sensitization programmes for different stakeholders, a lot of effort is still required in this direction so as to make sure that the scheme receives the desired acceptability amongst those that it affects.  The Commission is discussing with professionals in the field who would assist us in getting the message across to the larger audience.  
3.2 The philosophy of the Commission is to establish a pension system that will strengthen the financial sector in the country and meet the aspirations of the contributors.  No doubt, a robust ICT system is needed to establish such a system.  The ICT system must ensure that the PFA could send and receive information to and from the PFC.  Similarly, the PFA must be able to send and receive information to and from the National Databank.  The Commission has engaged IT Consultants who are helping it to achieve IT integration with operators. 
3.3 Investment of pension funds on the floors of a recognised securities exchange will attract various agency and operator charges, which may deplete the overall expected terminal pension benefits. The Commission would monitor administrative charges associated with investing Pension Fund Assets and also work with all the relevant regulatory agencies (Securities and Exchange Commission, Nigeria Stock Exchange and Federal Inland Revenue Service) and the market operators in making sure that the charges are brought to a level that will not stem the development of the Pension Fund Assets.
3.4 Contributions of the Federal Government employees are being duly deducted and remitted into a dedicated account with CBN since July 2004.  However, the Commission needs to work towards ensuring the timely transfer of these monies so as to make them available for investment.  For the private sector, monitoring the collections is a huge task on the Commission.  There is also the need to ensure the accuracy of the amounts remitted by the organisations as the personnel profiles of the employees of these organisations were not available to the Commission before the deductions started. 

3.5 The dearth of investment outlets is another challenge for the industry.  The situation is further complicated by the recapitalization programme in the financial sector (banks, insurance companies and now stock broking companies).  The Nigerian capital market is still under developed.  The top twenty companies in the capital market have more than 70% of the total market capitalisation, thus, there will be a pool of pension funds chasing few quality investments.  Thus, there is the need to promote the listing of shares of very good unquoted companies such as companies in the telecommunication and oil sectors.    
3.6 To ensure the safety of the investments, the Act demands that companies and the instruments must be rated.  However, the rating industry is still in its infancy.  Therefore, the few companies that are involved in rating corporate entities and securities are going to be over stretched with the new demands of the pension industry.  The Commission must also work towards ensuring that the return on investment is going to exceed inflation.  This is going to ensure that contributors earn real returns on their investment.
3.7 The implementation of the life insurance policy for employees would add some financial commitments on employers of labour.  Both employers in the public and private sectors may not be willing to implement this provision of the Act unless adequate measures are put in place to ensure that employers are committed to discharging their obligations concerning the implementation of the new pension scheme.
3.8 Finally, I cannot conclude this address without acknowledging the challenge that is being posed by some operators and employers/Union Leaders in the implementation of the scheme.  We have received reports that PFAs market their services to employers of labour and Union Leaders who in-turn are coercing employees to register with particular PFAs.  The Commission will sanctions operators who are found to have compromised the freedom of employees to choose their PFAs. 

Conclusion
The new pension scheme is a key component of the reform programme of the Federal Government.  There is the political will and continued commitment by the government to implement the reform.  

The National pension Commission has recorded tremendous successes in the implementation of the scheme and has adequate arrangements to meet set goals and objectives of the implementation process.  We are not unaware of the challenges posed by the various sectors of the economy, which we shall pursue with all the necessary commitment and adequate planning.
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