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PART ONE

MANDATE AND CORE VALUES
1.1 ORGANIZATIONAL MANDATE

Section 14(1) of the Pension Reform Act (PRA) 2004 provides for the
establishment of PenCom to “regulate, supervise and ensure the effective
administration of pension matters in Nigeria”.

1.2 CORE VALUES

The core values of PenCom form an integral part of its people and culture, which
are imbibed by its staff to effectively actualise its mandate. The core values
emphasize Transparency, Responsiveness, Integrity, Proactivity and
Professionalism (TRIPP).

e Transparency: PenCom regulates and supervises a transparent and
accountable pension industry. In this regard, its employees are required to
maintain the highest ethical standards as well as create an atmosphere of
mutual trust and confidence through openness and clarity in the discharge of
their responsibilities.

e Responsiveness: The requirement for promptness and efficiency as well as
the culture of timeliness and accuracy in service delivery is a cardinal quality
of staff of PenCom.

e Integrity: Staff are expected to attain the highest level of integrity in both their
personal and official engagements. Commitment to honesty and dedication
are virtues that are a hallmark of all staff of PenCom.

e Proactivity: In the commitment to the creation of an anticipatory and change-
oriented organisation, PenCom staff are required to possess the ability to act
in advance of a future situation, rather than reacting to it.

e Professionalism: Staff of PenCom are expected to exhibit a high degree of
professionalism in the discharge of their responsibilities. As such, staff must
be competent, accountable, respectful, creative, and above all, team players.




1.3 PenCom CHARTER

PenCom adopts a tailored approach in meeting the needs of each class of its
stakeholders as highlighted below:

Stakeholder

Promise

Pensioners

Contributors

» Timely payment of pension
= Security of pension assets

Government

= Security of pension assets
» Ensuring compliance of employers
= Ensuring effective service delivery by operators

PenCom
Staff

= A safe and sound industry
= Positive contribution to economic development
= Contribution to social safety net

Public

= Recognition and reward for good performance

= Provision of a learning environment, opportunities for career
advancement/development

» Promotion of team spirit and provision of conducive working
environment

= Provision of effective communication channel

» Effective communication and enlightenment
= Responsible corporate citizen
= Environment friendly organization

Employers

» Pro-activity and responsiveness
= Ensure compliance

» Safety of pension assets and fair returns on investment
= Effective supervision

Pension
Operators

PFAs, CPFAs & PFCs
» Effective and efficient regulation and supervision
= Prompt regulatory and supervisory intervention on all
operators’ issues
» Effective capacity development for the industry

National Insurance Commission and Pension Transitional
Arrangement Department (PTAD)
= Continuous collaboration with NAICOM for a flourishing
life insurance business
= Effective supervision (PTAD)
» Technical support for both PTAD and insurance
companies in the implementation of the CPS




PART TWO

CORPORATE ACTIVITIES

2.1 SUPERVISORY AND REGULATORY ACTIVITIES OF THE
COMMISSION

The regulatory and supervisory activities of National Pension Commission
continued to focus on the provision of the Pension Reform Act 2004 in five broad
areas, namely: Issuance of Guidelines and Regulations; Surveillance of the
Pension Industry; Compliance and Enforcement Activities; Resolution Activities;
Supervision of Investment of Pension Assets; and Databank on Pension Matters.
With the President’s signing of the Pension Reform Act 2014 (the Act) into Law on
1 July 2014, the Act repeals the Pension Reform Act No. 2, 2004, and continues
to govern and regulate the administration of the uniform Contributory Pension
Scheme for both the Public and Private Sectors in Nigeria.

2.1.1 Issuance of Guidelines, Circulars and Regulations

In accordance with the provisions of the Pension Reform Act 2004, operations of
the Pension Industry witnessed some adjustments to comply with the Pension
Reform Act 2014, the Commission within the period under review, issued
reminders on Circulars, additional new Circulars and Frameworks which includes:

I Circular on Using Outsourced Staff to Perform Pension Administration and
Management as well as Custodial Functions by Pension Fund Operators;

ii.  Circular on Payment of Additional Voluntary Contributions into Retirement
Savings Accounts.

iii.  Guidelines for the Administration of State Funds. The Commission’s
Regulation on the Investment of Pension Fund Assets allows only States that
have fully implemented the Contributory Pension Scheme (CPS) to access
pension funds for the purpose of infrastructural development.

iv.  Guidelines for Employer's Code Request by PFAs was released requiring
employers to be issued with unique employer codes prior the opening of
Retirement Savings Account (RSA) by their employees. The employees’
RSA Personal Identification Numbers (PINs) are linked to their respective
employer codes in PenCom’s database and are to be adopted only within the
Pension Industry.



2.1.2 Surveillance of the Pension Industry

The surveillance of pension operators involved both on-site and off-site
examinations.

a) On-Site and Special Examinations of Licensed Operators

In keeping with the Commission’s powers under Section 92 (1) of the Pension
Reform Act 2014, to supervise and examine licensed Pension Operators, the
Commission conducted routine examinations of all the operators in the year. In
addition, special examinations were carried out on 3 PFAs.

b) Other Surveillance Issues
)] Licensing Activities

During the year, the Commission granted approval for the Nigeria Police Force
Pensions Limited (NPF Pensions Limited) to carry out the business of a Pension
Fund Administrator (PFA). The NPF Pension Limited is to exclusively manage and
administer the RSAs of the Police Force personnel and would be regulated and
supervised in line with the provisions of the Pension Reform Act, 2014. It is
expected to operate within the guidelines, regulations, circulars and frameworks
issued by the Commission. Accordingly, the Commission issued an operational
framework that guided the transfer of the pension assets of police contributors that
have opted to be registered with NPF PFA from their erstwhile PFAs.

In the course of the year, the Commission received an application for a PFA license
from the Nigerian Universities Pension Management Company Limited
(NUPEMCO). The application is still being scrutinized to ensure that it meets all
the requirements that were spelt out in Section 60(1) of Pension Reform Act 2014
for the issuance of a PFA license.

ii) Update on Offsite Activities
Risk Management Analysis System (RMAS)

The Commission switched from Pension Returns Rendition System (PenRRS)
platform to RMAS at the end of the third quarter of 2014. Consequently, PenRRS
was decommissioned, as RMAS became the platform to receive returns from all
the licensed pension operators.



Risk Management Reports

A review of the risk management reports received from pension operators revealed
that some operators were faced with operational risks associated with receipt of
pension contributions that were not accompanied by appropriate schedules;
litigations; portfolio investment concentration; and non-funding of RSAs by
employers. The affected operators were advised accordingly to further strengthen
their mitigating measures to avert the identified risks.

Corporate Governance Reports

An examination of the corporate governance reports received from licensed
pension operators indicated some violations of the Code of Corporate Governance
in such areas as: non-submission of evaluation of the Performance of the Board;
Board Committees and Individual Directors and inadequate attendance by Board
members to both Board and Board Committee meetings. Following these
discoveries, the Commission had appropriately advised the concerned operators
through letters, which were effectively followed up to ensure compliance.

2.1.3 Compliance and Enforcement Activities

During the year under review, the Commission carried out some measures to
ensure compliance within the provisions of the Pension Reform Act 2014. The
strategies employed included collaboration with key stakeholders, issuance of
compliance certificate to companies that fully complied with the provisions of the
Pension Reform Act, on-site inspection of employers and the application of
sanctions on erring employers.

a) Issuance of Compliance Certificate

The Commission received 2,730 applications for issuance of compliance
certificate, out of which 2,177 certificates were issued while 553 were declined due
to non-remittance of pension contributions and provisions of Group Life Insurance
Policy for staff of the concerned employers.

b) Recovery of Outstanding Pension Contributions and penalty from
defaulting employers

The Commission retained the services of Recovery Agents to follow-up and
conclude the recovery of outstanding pension contributions with penalty from
defaulting employers. Following the issuance of demand notices to defaulting
employers whose liabilities had been established by the consultants, the sum of
N2,790,939,321.31 representing principal contributions (N1,368,304,516.18) and



penalty (N1,422,633,805.13) were recovered. This brought the total recoveries
made by RAs to date to N6,273,152,415.28. In addition, 243 employers that failed
to remit outstanding pension contributions and penalty as established by the
consultants were prosecuted for violating the provisions of the PRA 2014.

C) Public Awareness/Interactive Session

As part of efforts to increase compliance with the provisions of the PRA 2004, the
Commission conducted a one-day interactive session on issuance of Compliance
Certificates for Contractors December, 2014.

2.1.4 Resolution Activities

First Guarantee Pension Managers Limited remained under the regulatory
intervention of the Commission following the appointment of an Interim
Management Committee (IMC) to superintend over the affairs of the PFA in
August, 2013. The Commission is awaiting the resolution of the issues that led to
the intervention amongst the parties.

In addition, several investigative activities were undertaken by the Commission on
some complaints made by Retirement Savings Account (RSA) holders mostly on
issues that related to benefits computation and payments.

The Commission reviewed the Actuarial Valuation Reports of twelve (12) defined
benefit schemes for the financial year ended 31 December, 2013. The review
indicated that some of the schemes were under funded. However, the Commission
requested the concerned Sponsors of the Schemes to come up with funding
arrangements towards defraying the identified deficit.

2.1.5 Supervision of Investment of Pension Assets

An analysis of the compliance reports received from the operators during the year
revealed a number of issues as follows: non-compliance with investment limits by
some PFAs; un-credited pension contributions; delay in the payment of retirement
benefits to retirees; receipt of pension contributions without appropriate schedules;
huge backlog of unresolved customers’ complaints; failure to fill vacant top
management positions; failure to renew Group Life Insurance Policy; and non-
implementation of Disaster Recovery Plans. Accordingly, the Commission advised
the affected operators on corrective actions and has been monitoring their
responses with a view to resolving the issues.



2.1.6 Sanctions Imposed on operators

The Commission imposed monetary sanctions on seventeen (17) PFAs who
engaged in multiple registration of ex-staff of Power Holding Company of Nigeria
(PHCN) by manipulating fields on the registration form. The sum of N8,600,000
was received from Fifteen (15) PFAs in this regard. In addition, the Commission
received monetary penalties of N2,010,000.00 (Two Million and Ten Thousand
Naira Only) from 3 operators for late/non-rendition of returns during the year.

2.2 IMPLEMENTATION OF THE CONTRIBUTORY PENSION SCHEME BY
STATE GOVERNMENTS

In the course of the year, 4 additional States, Ondo, Anambra, Enugu and Gombe
States enacted their laws on the Contributory Pension Scheme (CPS). This brought
to 26 the number of States that have enacted their laws on the CPS. Ten (10) States
are currently at the bill stage of implementation.

As at 31 December, 2014, out of the 26 States that had commenced implementation
of the CPS, six (6) States had commenced funding of their Retirement Benefits Bond
Redemption Fund Accounts (RBBRFA).

2.3 PENCOM/PENSION OPERATORS CONSULTATIVE FORUM

The Commission organized a total of 4 Operational Consultative Forum with
operators during the year under review. The Forum serves as a platform for the
pension industry to discuss developments as well as agree solutions to identified
challenges.

24 MEMBERSHIP OF PROFESSIONAL ORGANIZATIONS

The Commission’s membership of two international professional organizations
was maintained during the year. The Commission leveraged the expertise and
experiences of the International Organization of Pension Supervisors (IOPS) and
the International Social Security Association (ISSA) to achieve its mandate. The
Commission participated in its annual meeting which held in..........

2.4.1 International Social Security Association

The International Social Security Association (ISSA) continued to promote
excellence in social security administration through professional guidelines, expert
knowledge, services and support to enable its members to develop global dynamic
social security systems and policy.



The fact that social security issues represent long term and complex challenges
for administrations, different innovative steps had been taken by the organization
to address the challenges including redesigning pensions systems to ensure
adequate coverage for a diverse working population including the informal sector.

2.4.2 International Organization of Pension Supervisors

The International Organisation of Pension Supervisors (IOPS) maintained its role
as the platform for networking among its members and regulatory communities
continued to ensure sustainable pension systems in member state through its
activities.

The IOPS organized a global forum in the year under review with the theme
“Improving the Role of Savings for Retirement”. During the event, several issues
were addressed, such as the major opportunities and challenges for the
development of more efficient and inclusive private pension systems in Africa, the
tax and financial incentives for saving in complementary private pensions, the role
of pension funds in long-term investment financing and capital markets
development in Africa, the supervisory challenges for creating target retirement
income in private pension systems, and the policies and regulatory approaches to
pension funds’ fees and charges. The issues discussed were part of the ongoing
initiatives of the new strategic direction of the Commission.



PART THREE
THE PENSION INDUSTRY
3.1 The Operating Environment
3.1.1 Macroeconomic Developments

The Pension Industry operated in an environment of improved macroeconomic
performance in 2014 as the real growth rate of GDP marginally increased from
5.49 percentin 2013 to 6.22 percent in 2014. This represented an increase of 0.73
percent. The agricultural sector accounted for the largest contribution to the
marginal increase in economic activities at 22.90 percent. This is against the 10.44
contribution of the oil sector to the growth of the economy during the period under
review. The rate of inflation was 8.00 percent in 2014, which was same value
recorded in 2013. This could be explained by the relative stability of food prices.

3.1.2 Developments in the Stock Market

The performance of the Nigerian stock market was relatively not impressive in
2014 as revealed by some indicators in the market. For example, the market
capitalization of listed equities declined by 13.15 percent from N13.23 trillion in
2013 to N11.49 trillion in 2014. Similarly, the NSE All Share Index (ASI) declined
by 6,627.04 from 41,329.19 recorded in 2013 to 34,657.15 in 2014, representing
a decrease of 16.14 percent. However, total volume of equities traded increased
by 1.93 billion from 106.54 billion obtained in 2013 to 108.47 billion in 2014.

The Stock Market decline could be explained by a combination of factors which
include: fall in crude oil prices resulting in the eventual devaluation of the Naira by
8 percent; the impact of CBN's monetary policy changes introduced at various
points throughout the year; declining national foreign reserves; festering
insurgency in the nation; and uncertainty around the upcoming 2015 elections.
The modicum of uncertainty that prevailed in the Nigerian capital Market operating
environment throughout 2014 caused investors to increasingly adopt a 'flight to
safety' strategy. This led to foreign investors withdrawing their investments from
the stock market.

The Nigerian Stock Exchange (NSE) witnessed 6 new equity listings in 2014 with
two (2) on the Main Board, one (1) on the Alternative Securities Market (AseM).
The remaining three followed the admission of Exchange Traded Funds with the
admission of the Vetiva Griffin 30 (VG30) exchange traded fund (ETF) to the Main
Board. The VG30 ETF is an open-ended fund designed to track the performance
of companies that form the NSE 30 Index. Similarly, in November 2014, the NSE
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admitted the Lotus Halal Equity ETF designed to track the performance of the NSE
Lotus Islamic Index. In December 2014, the Stanbic IBTC ETF 30 was admitted
and as well tracks and delivers returns based on the NSE 30 Index.

In an effort to continuously ensure sound corporate governance in the market, the
NSE in partnership with the Convention on Business Integrity (CBI), launched the
Corporate Governance Rating System (CGRS) in November 2014. The NSE
adopted a holistic multi-stakeholder approach and a diverse set of information
collection and verification processes designed to rate companies listed on the
Exchange based on their corporate governance practices. It was anticipated that
this would improve the overall perception of and trust in Nigeria's capital market.
Participation by listed companies is expected to become mandatory in 2015. The
NSE National Council would take the lead by completing the required CGRS
company directors' assessment.

3.1.3 Developments in the Bond Market

Activities in the Nigerian bonds market declined in 2014 as bond market
capitalization reduced by N0.47 trillion from MN5.85 trillion in 2013 to N5.38 trillion
in 2014, representing a decrease of 8.03 percent. Indeed, the number of listed
bonds actually declined from 55 in 2013 to 52 in 2014 despite issuance of 5 new
state and municipal bonds, 3 corporate bonds, and 2 Federal Government Bonds.

At the Over The Counter market (OTC), the value of cash transactions for
government bonds decreased by 19.81 percent from N8.91 trillion in 2013 to N7.14
trillion in 2014. The decline could be explained by factors, which include: the
Central Bank of Nigeria’s move to increase the Cash Reserve Ratio (CRR) on
public sector funds from 50% to 75% (which was done to mitigate the economic
impact of declining oil revenues); the drawdown of reserves; depletion of the
excess crude account; falling foreign portfolio investment inflows; the widening gap
between CBN and bureau de change exchange rates; and the increase of CRR on
private sector funds from 12% to 15% as a way of managing excess liquidity in the
interbank market.

3.1.4 Developments in the Money Market

The stance of monetary policy in 2014 was largely restrictive as the Central Bank
of Nigeria (CBN) reviewed Monetary Policy Rate (MPR) upwards from 12 percent
in 2013 to 13 percent in 2014. Similarly, the Cash Reserve Ratio (CRR) on private
sector deposit was increased by 5 percent from 15% in 2013 to 20% in 2014, while
the public sector CRR was maintained at 75%.
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As a consequence of the tight monetary policy stance of the CBN, all rates on
deposits of various maturities rose from a range of 2.48 — 7.92 percent in 2013 to
a range of 3.46 — 9.51 percent as at December 2014. At the interbank funds
segment, the weighted average inter-bank call rate, increased by 13.28 per cent
from 11.02 per cent recorded in 2013 to 24.30 per cent in 2014.

3.1.5 Developments in the Insurance Industry

The insurance industry advanced in its effort to further strengthen the industry in
2014. The Commission set up an internal committee to drive its 3 years insurance
transformation agenda. The three-year agenda was proposed to triple the size of
the insurance industry with the expectation that in the next three years, the gross
written premium of the industry will rise from 300 billion to one trillion. The number
of insurance policy holders, is expected to increase from the current three (3)
million to ten (10) million in the next three years. Also, the number of employees in
the industry is expected to increase from 30,000 to 100,000 in the next three years.

The plan to achieve these goals is included in the four-point plan that was proposed
at the Insurance Summit, which included the enforcement of public interest in
compulsory insurance, job creation, building consumer trust and public awareness
and also improved access to insurance products, taking into consideration that a
buoyant insurance sector, would result to greater contribution to the country’s
Gross Domestic Product and lead to a robust economy for Nigeria.

3.2 LICENSING OF OPERATORS

The Commission issued an operating license to the Nigerian Police Force
Pensions Limited (NPF Pensions Limited) to carry out the business of a Pension
Fund Administrator (PFA). This brought the total number of pension operators to
32 in 2014 from 31 operators that were in existence in 2013. The number of
Approved Existing Schemes, Pension Fund Custodians, and Closed Pension Fund
Administrators were maintained at 19, 4 and 7 respectively. A breakdown of the
Pension Fund Operators between 2011 and 2014 is given in Table 3.1.

Table 3.1: Number of Pension Operators as at December 2014

Pension Operators 2011 2012 2013 2014
Pension Fund Administrators 24 20 20 21
Pension Fund Custodians 4 4 4 4
Closed Pension Fund Administrators 7 7 7 7
Approved Existing Schemes 19 19 19 19
Total 54 50 50 51
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3.3 MEMBERSHIP OF PENSION SCHEMES

The total membership of pension schemes increased from 5,988,511 in 2013 to
6,461,890 in 2014, representing an increase of 7.91 percent. Membership of RSA
scheme dominated total scheme memberships at 6,396,574, representing 98.99
percent of total memberships.

3.3.1 RSA Scheme Membership

The total RSA registration in the private and public sectors witnessed an increase
of 477,295 as total registration moved from 5,919,299 in 2013 to 6,396,574 in
2014, representing an increase of 8.06 percent.

The public sector accounted for 3,093,448 representing 48.37 percent of the RSA
registrations, while the private sector accounted for 3,302,221 which is the balance
51.63 per cent. A graphical presentation of public/private sector memberships of
RSA members is presented in Figure 3.2.

3,500,000
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Figure 3.1: RSA Registration by Sector

A review of Figure 3.1 shows that the total number of registered RSA holders
increased in both the public and private sectors from 2006 to date. It can however
be seen from the figure that the rate of growth of the private sector RSA registration
was higher than that of the public sector in 2014. This statistics shows the need
for the Commission to explore membership from the states and local government
as prescribed by the PRA 2014. As at 31 December 2014, 26 State Governments
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have enacted their CPS Bills into Law, 10 others were at various stages of
implementing the CPS.

The increase in private sector RSA registrations could be explained by the
following factors: efforts of the Recovery Agents appointed to recover outstanding
pension contributions liabilities from private sector employers as well as interest
penalties on the liabilities, and to ensure that private sector organizations that
employed 5 or more employees comply with the scheme. In addition, there was
also a provision in the Public Procurement Act 2007, which stipulates that Bidders
for Federal Government Contracts should provide evidence of compliance with
PRA 2004 as part of the requirements for such bids.

Table 3.2: RSA Registrations in 2014

Age Range Public Sector Private Sector Total Grand Total

Male Female Male Female | Male Female Number % of

Total

Less than 30 158,540 65,853 363,205 | 161,274 521,745 227,127 748,872 11.71
yrs
30 -39 yrs 707,296 349,945 | 1,078,415 | 383,325 | 1,785,711 733,270 | 2,518,981 39.39
40 - 49 yrs 545,643 338,147 650,710 | 161,751 | 1,196,353 499,898 | 1,696,251 26.52
50 - 59 yrs 472,141 243,292 333,496 | 53,821 805,637 297,113 | 1,102,750 17.24
60 — 65 yrs 132,944 43,970 74,198 7,863 207,142 51,833 258,975 4.05
Above 65 yrs 29,443 6,234 31,278 2,885 60,721 9,119 69,840 1.09
TOTAL 2,046,007 | 1,047,441 | 2,531,302 | 770,919 | 4,577,309 | 1,818,360 | 6,395,669 100.00

A review of RSA registration by age distribution of participants shows that the
contributors in the age bracket “30-39” accounted for the highest proportion of RSA
holders in 2014 at 39.39 percent of total registrations as shown in Table 3.2. RSA
holders in the age bracket “40-49” made the second highest proportional
contribution at 26.52 percent in the year. In all, these two age brackets accounted
for more than half of the RSA holders at 65.91 percent in 2014. The table also
shows that 51.10 percent of total RSA holders in 2014 were less than 40 years.

The aforementioned suggests that RSA holders are relatively young. This provides
a safety net for investing Pension Funds in relatively long-term investments without
fear of any immediate call for liquidity. Thus, pension funds can be conveniently
invested in infrastructure bonds and other available instruments of long term
gestation which will yield positive real returns whilst still ensuring safety of the
pension asset. It is expected that RSA registration will continue to grow as more
State Governments private sector employers, and informal sector implemented the
CPS. The Pension Industry would continue to leverage on the stable macro-
economic policies, robust economic growth, and collaboration with other regulatory
agencies.
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3.3.2 Memberships of CPFA and AES

The respective memberships of CPFAs and AES were 24,365 and 40,951 as at
31 December, 2014 as shown in Tables 3.3 and 3.4. Membership of AES dropped
by 2,179 or 5.05 percent in 2014 and membership of CPFAs also dropped by 334
or 1.34%. The reduction in membership of CPFAs and AES could be attributed to
the exit of some members of the schemes who joined other organisations.

Table 3.3: Membership of AES in 2014

Enrolment Type 2013 2014

Number | % of Total | Number | % of Total
Active Members 26,299 60.98 24,255 59.23
Current pensioners 15,448 35.82 15,313 37.39
Deferred Pensioners 149 0.35 149 0.36
Dependents 1,234 2.86 1,234 3.01
Total 43,130 100 40,951 100

Note: Dependants are protégés of deceased employees
Deferred pensioners are pensionable retirees who are not eligible to start drawing pensions until they
reach certain age in accordance with the rules and regulations of their respective schemes.

Table 3.4: Membership of CPFA in 2014

Enrolment Type | 2013 2014
Number | % of Total | Number | % of Total
Active Members 18,504 7492 | 17,935 73.61
Current pensioners 5,600 22.67 | 5,835 23.95
Deferred Pensioners 595 241|595 2.44
Total 24,699 100 | 24,365 100

3.4 PENSION CONTRIBUTIONS

Total pension contributions into the RSA of employees in the private and public
sectors amounted to N581.38 billion in 2014 as shown in Tables 3.5 and 3.6. The
public sector accounted for N237.49 billion, which represents 40.85 percent of total
pension contributions in the year. However, cumulatively, total pension
contributions as at 31 December, 2014 amounted to N2,829.06 billion. This was
made up of N1,614.28 billion contributions from the public sector, which represents
57.1 percent of total contributions and N1,214.78 billion from the private sector,
which represents the remaining balance of 42.9 percent.
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Table 3.5: Public Sector Pension Contributions as at December 2014

Year (Qrgﬁlt;grt]) Percentage of Total
2004 15.6 0.97
2005 34.68 2.15
2006 37.38 2.32
2007 80.63 4.99
2008 99.28 6.15
2009 137.1 8.49
2010 162.46 10.06
2011 228.92 14.18
2012 302.24 18.72
2013 278.5 17.25
2014 237.49 14.71
TOTAL 1,614.28 100.00

The total contributions of the public sector included N1,614.28 billion from
employees of participating States, Local Governments and self-funding State and
FGN agencies. The average monthly contributions for the public sector decreased
by 14. 74 Percent from N23.21 in 2013 to N19.79 in 2014.

Table 3.6: Private Sector Pension Contributions as at December 2014

Year Amount (N Billion) Percentage of Total
2006 23.03 1.90
2007 68.34 5.63
2008 80.81 6.65
2009 91.21 7.51
2010 103.03 8.48
2011 119.53 9.84
2012 159.52 13.13
2013 225.42 18.56
2014 343.89 28.31
Total 1,214.78 100.00

On the other hand, the private sector pension contribution recorded an increase of
52.56 percent in 2014 as it moved from N225.42 billion in 2013 to N343.89billion
in 2014. Also, the average monthly pension contribution by the private sector
increased from N18.79 billion in 2013 to N28.66 billion in 2014, representing an
increase of 52.53 percent.
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3.5 INDUSTRY PORTFOLIO ANALYSIS

The Net Assets Value (NAV) under the management of Pension Operators was
valued at N4.61 trillion as at 31 December 2014 compared to the |4.06 trillion
recorded in 2013. This indicated that the funds had a 13.55 percent growth during
the review period. The growth was primarily due to receipt of pension contributions
into the RSA Funds and investment incomes.

Table 3.7: Pension Fund Portfolio as at 31 December 2014

Variance
RSA AES CPEA Total (Between 2014
and 2013)
SIN Asset Class Active | Retiree As at 31/12/2014 As at 31/12/2013
Amount Amount Amount Amount Amount Weight Amount Weight | Amount Weight
NBillion NBillion NBillion NBillion NBillion % NBillion % NBillion %
1 Quoted Ordinary Shares 336.82 4.07 115.64 85.76 542.29 11.76 592.16 14.59 (49.87) -8.42
2 FGN Bonds 1,739.56 225.74 237.1 195.75 2398.15 52.00 1,739.62 42.87 658.53 37.85
3 Treasury Bills 205.7* 45.9 76.42 83.76 498.78 10.82 647.73 15.96 (148.95) (23.00)
4 State Govt. Securities 110.67 23.32 26.67 11.72 172.38 3.74 210.26 5.18 (37.88) (18.02)
5 | Corporate Debt 46.96 13.51 24.27 34.14 118.88 2.58 80.94 1.99 37.94 46.87
Securities
6 | Local Money Market 366.57 42.75 78 52.01 539.33 11.70 471.98 11.63 67.35 14.27
Securities
Open/Close end Funds 14.67 0 2.2 3.49 20.36 0.44 20.93 0.52 (0.57) (2.72)
Supranational Bonds 6.83 3.53 0 2.52 12.88 0.28 1.77 0.04 11.11 627.68
Private Equity Funds 4.11 0 7.76 11.87 0.26 8.08 0.20 3.79 46.91
10 | Real Estate Properties 0 87.22 126.28 2135 4.63 192.32 4.74 21.18 11.01
11 | Foreign Equities 0 0 59.5 59.5 1.29 52.57 1.30 6.93 13.18
Foreign Money market
12 Securities 0 0 0 0.12 0.12 0.00 0.86 0.02 (0.74) (86.05)
13 | Cash & other Assets 10.39 6.19 7.29 (0.29) 23.58 0.51 38.22 0.94 (14.64) (38.30)
Net Asset Value 2,842.28 365.01 654.81 662.52 4,611.62 100.00 4,057.44 100.00 554.18 13.66

Note: * This includes N87 billion balance of unremitted contributions of FGN Treasury funded

employees managed by the CBN

exclusive of pension contributions of N87Billion due to employees of the Federal
Government of Nigeria (FGN), awaiting remittance to their Retirement Savings
Accounts but invested in Treasury Bills by the Central Bank of Nigeria.

Data aggregates from Table 3.7 indicated that investments in Federal Government
Securities (FGN Bonds and Treasury Bills) had the highest actual assets allocation
of 52.82 percent of total pension fund assets. During the year, PFAs showed
preference for FGN Bonds, which was viewed as a ‘flight-to-safety’ strategy due to
uncertainties that characterised the stock market in 2014. Investments in Treasury
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Bills decreased by 23.00 percent as PFAs showed a preference for Money Market
Instruments due to slightly higher yields.

In addition, pension funds invested in the new corporate bond/note issues of First
City Monument Bank (FCMB) Plc, UBA PIc and StanbicIBTC Bank (SIBTC) Plc.
The African Development Bank (AfDB) issued a Naira-denominated bond at a
coupon rate of 11.25 percent per annum, which a number of pension funds
subscribed to. The State Government Bonds issued by Kwara, Lagos and Niger
States as well as corporate bonds issued by Guaranty Trust Bank Plc and Lafarge
WAPCO Cement Plc matured during the year. All the bond issues were fully
redeemed at maturity.

3.6 ANALYSIS OF RSA FUNDS

3.6.1 The RSA ‘Active’ Funds

Pension fund assets in the RSA ‘Active’ Funds grew by of 20.60 percent in 2014.
The Net Assets Value (NAV) amounted to §2.84 Trillion, indicating a growth of
N485.52 Billion from the N2.46 Trillion recorded as at 31 December 2013.
However, despite the increase in the value of the funds, the growth rate was
significantly lower than the 35.74 percent recorded in 2013.

As shown in Table 3.8, the pension fund assets were spread across eight asset
classes with major investments in FGN Securities (68.44 percent), Money Market
Instruments (12.90 percent) and Quoted Equities (11.85 percent). All investments
were within the portfolio limits stipulated in the Investment Regulation issued by
the Commission.

Table 3.8: Portfolio of RSA Active Funds as at 31 December 2014

P"Lritr‘;oi{'o As at 31 Dec 2014 | As at 31 Dec 2013 Varz'nge&B;é‘i"see”

S/N ASSET CLASS - - -
% Value Weight Value Weight Value Weight

N Billion % N Billion % N Billion %
1 Quoted Ordinary Shares 25 336.82 11.85 334.56 14.2 2.26 0.68

Federal Government Securities:

2 (i) FGN Bonds 80 1,739.56 61.20 | 1,204.75 51.12 534.81 44.39
(i) Treasury Bills 205.70 7.24 417.40 13.26 | (106.9) | (34.2)
3 | State Government Bonds 20 110.67 3.89 135.20 5.74 (24.53) | (18.14)
4 | Corporate Debt Securities 35 46.96 1.65 30.13 1.28 16.83 55.86
5 | Money Market Instruments 35 366.57 12.90 306.53 13.01 60.04 19.59
6 | Open/Close-End Funds 20 14.67 0.52 14.71 0.62 (0.04) | (0.27)
7 | Supranational Bonds 20 6.83 0.24 1.25 0.05 5.58 | 446.40
8 | Private Equity Funds 5 411 0.14 271 0.11 1.40 51.66
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Cash & Other Assets

10.39

0.37 14.32

0.61 (3.93)

(27.44)

Net Asset Value

2,842.28

100 | 2,461.56

100 380.72

15.47

3.6.2 Sources of Portfolio Growth/Diminution

The sources of the net portfolio growth of 8485.52 Billion in 2014 are presented in

Table 3.9 below.

Table 3.9: Sources of Portfolio Growth for RSA 'Active' Fund

SIN SOURCES OF PORTFOLIO GROWTH Variance Between
2014 2013 2014 & 2013
Amount Amount Amount
(M Billion) (M Billion) (M Billion)
1. New Inflow of Funds
¢ Contributions 498.64* 514.82 (16.18)
2. Investment Income
e Interests/Coupons 278.71 209.86 68.85
e Dividends 15.37 9.24 6.13
¢ Net Realized Gains/ (Losses) 4.27 715 (92.82)
3. Net Unrealized Gains/ (Losses) on (85.67) 78.79 (74.52)
Quoted Equities/Equity Funds
4. Benefits Paid / Transfers to Retiree Fund (164.54) (123.97) (40.57)
5 Asset Based Fees (and VAT) (61.26) (46.20) (15.11)
Total 485.52 649.69 (182)
Note: * These are reconciled contributions from contributions received in 2013 as well as unreconciled

contributions received in previous years that were unitized.

The interests and coupons earned on investments in fixed income securities
(Money Market Instruments and Bonds) totalled &278.71 billion. This amount
represented a 32.80 percent increase over the sum of 8209.86 billion received in
2013.

The total dividends received on equity/equity fund investments was &15.37 billion,
an increase of 66.34 percent over total dividends of &9.24 billion received in 2013.
The increment was attributable to improved financial performances and dividend
payout by quoted companies in 2014.

The monthly pension contributions constituted the major source of growth of the
RSA ‘Active’ Fund during the year, totaling :8498.64 billion. This amount was lower
than the total contributions of &514.82 billion received in 2013; and was due to
delayed remittances in respect of employees of Treasury funded Federal
Government Agencies for the month of December 2014.
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The private sector took the lead in terms of total contributions remitted, accounting
for 59.00 percent of the total contributions received in 2014, while the public sector
(including State Governments) accounted for 41.00 percent.

3.6.3 Portfolio Performance

The Weighted Average Rate of Return on the RSA ‘Active’ Fund, net of asset
based fees and taxes, was 6.13 percent in 2014. Based on the average inflation
rate of 8.06 percent, the funds recorded a negative real return of 1.93 percent. This
was in contrast to the Weighted Average Rate of Return of 14.56 percent recorded
in 2013. The dip in the Weighted Average Rate of Return in 2014 was reflective of
the performance of the Nigerian Stock Market, as the Nigerian Stock Exchange All
Share Index (NSE-ASI) depreciated by 16.14%, from 41,329.19 basis points on 31
December 2013 to 34,657.15 basis points as at 31 December 2014.

The Central Bank of Nigeria (CBN) maintained the Monetary Policy Rate (MPR) at
12 percent up to November 2014, when it was increased to 13 percent. This had
an impact on yields on fixed income securities in the last two months of the year
under review. The yields on bonds and deposit rates on money market
instruments, which constituted significant portion of the RSA ‘Active’ Funds (87.00
percent as at 31 December 2014), were slightly below those of 2013. However,
interest incomes to a great extent cushioned the effect of the huge unrealized
losses on equity investments. The average deposit rates on investment in Money
Market Instruments across all tenors was 12.00 percent. However, deposit rates
in the month of December 2014 spiked to 16.00 percent as banks sought to shore
up their balance sheets in the quest for positive results at financial year-end.

3.6.4 Review of RSA Active Funds’ Portfolios

(@) Domestic Quoted Ordinary Shares

The value of investment in quoted ordinary shares was &336.82 billion as at 31
December 2014. This accounted for 11.85 percent of portfolio value (maximum
limit is 25%), indicating an increase of 82.26 billion over the value of &334.56
billion reported as at 31 December 2013.
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Fig. 3.2: Growth Trend of 'Active' Fund Investments in Ordinary Shares
(2010-2014)

Equity investments in the Financial Services Sub-sector, mostly banking stocks,
had the highest actual assets allocation and accounted for 29.00 percent of total
value of equity investments, down from 35.00 percent in 2013. Investments in the
various Sub-sectors are represented in Figure 3.3 below:
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Fig. 3.3: RSA Active' Fund Equity Investment in Various Sub-Sectors
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(b) Federal Government of Nigeria (FGN) Securities

Investments in Federal Government of Nigeria (FGN) Securities (bonds and
treasury bills) were valued at &1.95 Trillion as at 31/12/14, representing a growth
of N322.76 Billion over the figure of 81.62 Trillion as at 31/12/2013. This amount
was exclusive of FGN employees’ pension contributions amounting to N87.00
Billion invested in Treasury Bills in the CBN and awaiting remittances to their
RSAs. Investments in FGN Bonds were valued at &1.74 Trillion (89.43 percent of
value of investments in FGN Securities), while Treasury Bills amounted to N205.70
Billion (10.54 percent of investments in FGN Securities).

Table 3.10: Term-to-Maturity Profile of FGN Bonds as at 31 December, 2014

S/N | Term to Maturity Amount | % of Total Value of
N Billion | FGN Bonds
1 Below 3years 378.33 21.75
2 3years — 5years 340.94 19.60
3 Above Syears — 10yrs 524.21 30.13
4 Above 10years 496.07 28.52
Total 1,739.56 100.00

(c) State Government Bonds

The value of investments in State Government Bonds was #&110.68 Billion,
accounting for 3.78 percent of total portfolio value of RSA ‘Active’ Funds (maximum
portfolio limit is 20%) as at 31 December 2014 as shown in Table 3.11 below.
There were no new State Government issuances during the year that qualified for

pension fund investments.

Table 3.11: Breakdown of Investments in State Government Bonds

s CREDIT | MATURITY | TENOR | COUPON g?ﬁ\lli/iTS\'I{'l\o\/lLELliﬁ WEIGHT
0, 0,
RATING DATE (Years) | RATE (%) (NBILLION) (%)
BAYELSA STATE A 30/06/2017 7 13.75 6.01 5.43
DELTA STATE A 30/09/2018 7 14.00 17.13 15.48
EBONYI STATE A 30/09/2015 5 13.50 1.19 1.08
IMO STATE A 30/06/2016 7 15.50 1.74 1.57
KADUNA STATE A 31/08/2015 5 12.50 1.39 1.26
LAGOS STATE (SERIES 2) A 19/04/2017 7 10.00 12.73 11.50
LAGOS STATE (SERIES 1) A 22/11/2019 7 14.50 20.06 18.12
LAGOS STATE (SERIES 2) A 27/11/2020 7 13.75 29.24 26.42
NIGER STATE (SERIES 2) A 26/09/2018 7 14.00 8.57 7.74
OSUN STATE A 12/12/2019 7 14.75 12.62 11.40
TOTAL 110.68 | 100.00
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However, earlier bonds issued by Kwara, Lagos and Niger States matured in 2014.
Investments in bonds issued by Lagos State Government amounted to N62.03
Billion as at 31 December, 2014, accounting for 56.04 percent of total investments
in State Government Bonds. Other major investments were in Delta State Bond
valued at 817.13 Billion (15.48 percent); Osun State Bond, 812.62 Billion (11.40
percent); Niger State Bond, &8.57 Billion (7.74 percent); and Bayelsa State Bond,
#&6.01 Billion (5.43 percent).

(d) Corporate Debt Securities

The investments in Corporate Debt Securities was valued at &#46.96 Billion as at
31/12/14 and accounted for 1.60 percent of total portfolio value (maximum portfolio
limit is 35%). This value was an increase of 55.86 percent over the value of
investments of &#30.13 Billion as at 31/12/13 and was partly due to new corporate
bond investments in Fidson, StanbiclBTC, FCMB, UBA and Diamond Bank
(Eurobond). Also, two corporate bonds issued by Guaranty Trust Bank (GTB) Plc
and Lafarge WAPCO Cement Plc matured in 2014 and were fully repaid.

Table 3.12: Summary of Investments in Corporate Debt Securities

S/N | Name of Issuer M%t;tgty &i';?;) Coupon (%) Inv-el;gttr.arglent el
NBillion %
1 C & | LEASING 20/11/2017 5 17.5 0.27 0.57
2 Dana Group Plc 9/4/2018 7 MPR+7 0.11 0.23
3 FCMB SPV 16/11/2021 7 14.25 12.72 27.09
4 Fidson 7/11/2019 5 15.5 0.1 0.21
5 Flour Mills Plc 9/12/2015 5 12 0.29 0.62
6 FSDH SPV 25/10/2016 3 14.25 0.52 1.11
7 La Casera Company Plc 18/10/2018 5 15.25 0.68 1.45
8 Nigerian Aviation Handling Company Plc 20/09/2016 5 13 0.95 2.02
9 Nigerian Aviation Handling Company Plc 12/5/2020 7 15.25 0.53 1.13
10 | Stanbic IBTC Bank 30/09/2024 10 13.25 7.48 15.93
11 | Tower Funding Plc 9/9/2018 7 MPR+7/MPR+5 0.36 0.77
13 | UBA Plc (Series 1) 30/09/2017 7 13 8.48 18.06
14a | UBA Plc (Series 2) 20/09/2018 7 14 8.11 17.27
14b | UBA Plc 30/12/2021 7 16.45 4.79 10.2
15 | UPDC Plc 17/08/2015 5 10 1.11 2.36
16 | Diamond Bank (Eurobond) 21/05/2019 5 8.75 0.46 0.98
Total 46.96 100
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These new investments were within approved limits and satisfied the quality
requirements as stipulated in the Investment Regulation.
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Fig. 3.4: Trend of Investment in Corporate Bond Securities (2010-2014)
(e) Others

Pension Fund investments were mainly in money market instruments of the
following banks: Access Bank Plc (19.00 percent of total money market
investments); SIBTC Bank Plc (14.00 percent); Skye Bank Plc (11.00 percent);
Fidelity Bank Plc (9.00 percent); FCMB Plc (9.00 percent); Diamond Bank Plc (7.00
percent); and Eco Bank Plc (6.00 percent). However, tenured placements in
Discount Houses amounted to 82.48 Billion, accounting for less than 1.00 percent
of total money market investments. Pension fund investments in discount houses
had decreased significantly over the past few years due to concerns about their
financial stability as well as restructuring activities taking place within the sector,
as the few existing discount 