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Abstract

Policymakers have taken cognisance of necessity to improve the transparency and compliance level
among parameters of pension reforms. Empirical literature found positive roles of transparency
and compliance toward the achievement of pension reform objectives such as sustainability.
However, the level of transparency and compliance of pension fund managers and employers of
labour under the contributory pension scheme in Nigeria leaves much to be desired. Thus, this study
examined the effects of transparency and compliance on the sustainability of the Nigerian
contributory pension scheme. Data was collected with the use of survey questionnaires administered
on purposive sampling method on the managerial level staff of contributory pension operators and
active participants enrolled in the scheme. The data collected was analysed using partial least
square structural equation modelling with the aid of Smart PLS statistical application. The results
showed that transparency has positively significant effect on the sustainability of contributory
pension scheme in Nigeria while compliance has positive but insignificant effect. The study
recommends the need for National Pension Commission as the regulator of the contributory pension
scheme to strengthen its capacity to enforce adequate transparency and compliance level among
the operators and employers of labour in contributory pension scheme in order to achieve not only
the sustainability but other objectives of contributory pension reform.

Key Words: Compliance, Transparency, Contributory Pension Scheme, Nigeria.
https://doi.org/10.57233/gujaf.v4i1.204
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1. Introduction

In 2004, the Nigerian pension system was reformed via a transition to the
contributory pension scheme (CPS). Among the objectives of CPS is to provide a
sustainable funded pension scheme (Pension Reform Act, 2014-thereafter referred
to as The Act). This objective is similar to the recommendation of the World Bank
(1994) that stipulates that any pension reform must achieve sustainability criterion.
The Act empowers pension fund administrators to manage the accumulated CPS
fund to the optimal benefit of the CPS participants. While discharging their roles,
operators of CPS are charged to perform with a high level of transparency and
compliance with provisions of The Act to facilitate the achievement of sustainable
CPS. Mol (2015) asserted that the more transparency and compliance level is, the
more the sustainability of social policies such as pension reforms. Scholarly
evidence showed low level of transparency and compliance among pension plan
managers and employers of labour as a lingering challenge facing plan plans
(Gerrard et al., 2019).

In Nigeria , low level of transparency and compliance had been reported among
operators of Nigerian CPS. For instance, studies (Babatunde, 2012; Imhanlahimi &
Joseph, 2011) have reported low transparency level among Nigerian CPS operators,
while Ayegba, James and Odoh (2013), Kantudu (2005; 2008), Oladipo and
Fashagba (2012) and Oluwatoyin (2013) have also found low compliance with CPS
regulations. The studies documented unsatisfactory level of transparency and
compliance among CPS operators and employers of labor in Nigeria. For instance,
only about 45% of participants get adequate information on their retirement saving
accounts (Imhanlahimi & Joseph, 2011) from their pension fund administrators
PFAs and only 1.5% small and medium enterprises duly deducted and remitted
employees’ CPS contributions (Ayegba et al., 2013). This buttressed Report on the
Observance of Standards and Codes (ROSC) (2004) that ranks Nigeria weak in
institutional regulation compliance and transparency.

Policymakers have taken cognisance of necessity to improve the transparency and
compliance level among parameters of pension reforms. Studies (Gerrard et al.,
2019; Hess, 2005) have shown positive roles of transparency and compliance
toward the achievement of pension reform objectives, major of which is
sustainability. Yet, the level of transparency and compliance of CPS fund managers
and employers of labour in Nigeria still leaves much to be desired (Ayegba et al.,
2013; Imhanlahimi & Joseph, 2011). The peculiar weak regulatory enforcement
and compliance in Nigeria raises a serious concern on the potential of the regulatory
frameworks on the activities of the CPS industry stakeholders (Ahmad, 2010).
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Despite the level of transparency and compliance reported by scholars and
anecdotal reports, no study has examined the effects of transparency and
compliance on CPS sustainability in Nigeria. The study fills this gap by assessing
the effects of transparency and compliance on the sustainability of CPS in Nigeria
with survey data obtained from the CPS operators and the active participants. The
remaining sections after the introduction were presented as follow. The literature
review and hypothesis development, the methodology, the results presentation and
discussions and the conclusion in that order.

2. Literature review and hypotheses Development

Occupational pension sustainability (Contributory pension scheme
sustainability)

Occupational pension sustainability has been defined by scholars. Dorfman et al.
(2013) define occupational pension sustainability as the tendency of a pension plan
to secure availability of enough resources to honour current and future pension
commitments to retirees. Asher and Bali (2013) define occupational pension
sustainability as the capability of the pension system to provide an adequate level
of funding both currently and into the future to redeem pension obligations. The
sustainability of the occupational pension system represents the social component
of sustainable development. Thus, occupational pension sustainability has been
attracting the attention of policymakers in both developed and developing
economies. In most developed economies, the main threat to occupation pension
sustainability is largely attributed to the ageing population due to decreasing birth
rates and increasing life expectancy (Giang & Nguyen, 2017). The shifting of the
demographic structure towards older ages puts enormous pressure on the
sustainability of the occupational pension system.

Empirical studies have investigated other determinants of occupational pension. In
a comparative analysis of factors that sustained the pension system in the
Netherland and Finland to stand the test of time, Sorsa and van der Zwan (2022)
found that regular assessment of pension sustainability by experts and scholars
takes into consideration the design of pension plan and the ability and willingness
of policymakers to maintain a pension plan by averting pressure to replace the
scheme from other stakeholders are the major factors. In Nigeria, Oloruntoba and
Jimoh (2021) examined 15 CPS fund administrators’ data using fixed-effect
regression panels. They found that age and size of pension funds have a significant
positive influence on the sustainability of the Nigerian CPS while inflation has an
insignificant negative influence.
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Transparency

Transparency focuses on communication to enhance the relationship between the
stakeholders and the company (Fernandez-Feijoo, Romero, & Ruiz, 2014). Pension
transparency is the extent to which information disclosure reflects the state of the
pension assets under the management of pension managers (Anantharaman &
Chuk, 2017). Undoubtedly, transparency is one of the determinants of a successful
pension scheme implementation (Rocha et al., 2001). Akeni (2009) stated that the
integration of transparency in the operations of pension plans facilitates vital
information accessibility to contributors of CPS in Nigeria. Akeni (2009) stated that
the integration of transparency in the operation of pension plans facilitates vital
information accessibility to contributors of CPS in Nigeria. As established by Mol
(2015), the more transparent, the better it is for the sustainability of social policies
such as pension reforms. Crowther and Seifi (2011) argue that transparency has
become necessary for the proper flow of relevant and timely information to those
who are affected by a decision. Transparency imposes discipline on those entrusted
with the administration and management of a pension in a manner that leads to
sustainable interest in serving the primary stakeholders (plan participants) (Hess,
2005). This is attributed to the role of transparency in reducing secrecy to a minimal
level on the part of the fund managers as it facilitates scrutiny of their performance.
Designing an effective transparency process for pension system is essential to allow
plan participants to assess the value creation performance and management of risks
to avert sustainability risks (Tomassettis, 2022). Thus, transparency improves
public trust in the activities of pension fund operators.

Hess (2005) found that transparency has a positive effect on the growth of pension
funds while lack of transparency leads to poor growth of pension fund and causes
inequalities and distortions in the allocation of pension funds (Hess, 2005).
Doménech and Melguizo (2008) found that lack of transparency in most pension
reforms is one of the rationales for the low level of support among the targeted
participants of different age and political affiliation. Thus, ensuring transparency
through adequate regulatory frameworks is vital to the sustainability of pension
plans. Dolls et al. (2018) conducted an experimental event-based study on the
effects of transparency on pension savings over 2002- 2004 among German pension
plan participants. Copies of experimental “information letter” which stated more
detailed pension information compared to the normal pension statements were sent
to participants above 27 years. The results showed a significant increase in pension
savings among recipients of the information letter compared with those receiving
normal pension statements with no crowding-out effect on other personal savings.
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While studies outside Nigerian on transparency revealed conclusive evidence of
high level of transparency, Nigerian studies have established the potential positive
effect of transparency on CPS industry. However, empirical findings document a
dismal level of transparency among operators of Nigerian CPS. For instance,
Imhanlahimi and Joseph (2011) undertook a survey of 1350 civil servants enrolled
in CPS in South South-south and South-west geopolitical regions of Nigeria. They
found that 55 percent of the respondents did not receive regular information from
their PFAs on their retirement saving accounts (RSAs). In another survey of 187
participants, Babatunde (2012) examined the transparency level of CPS operators.
The data found that 124 (61%) were not receiving adequate information on their
RSAs from CPS operators. Ojiaku et al. (2020) examined the influence of
transparency on customers’ loyalty to CPS operators in Anambra South-east,
Nigeria. They reported positive and significant influence of transparency on
customers’ loyalty of CPS participants to CPS operators. Studies are yet to be
conducted on the effect of transparency on sustainability of CPS in Nigerian. In
view of the gap, this study further examined the link between transparency and CPS
sustainability. Thus, the following hypothesis was proposed:

HI1:  Transparency in reporting and communication by operators to PenCom and
participants has a positive relationship with contributory pension scheme
sustainability in Nigeria.

Compliance

Compliance is the process of obeying and applying the rules and regulations
governing business operations (Bejide, 2019). Compliance has been identified as
one of the significant elements in the management of pension plans (Baker, Logue
& Rader, 2005). Compliance in pension management requires that the managers of
occupational pension funds and other stakeholders conform to various rules and
regulations which change from time to time in line with emerging operational and
managerial challenges. Section 68 of The Act (2004) mandates the pension fund
administrators (PFAs) and pension fund custodians (PFCs) to appoint a compliance
officer (CO) who would be accountable towards ensuring compliance with the
provisions on rules and regulations stipulated in The Act (2004). The CO is also
charged with compliance with the internal rules and regulations made to regulate
the pension fund operators (PFAs and PFCs). Further effort to strengthen the
function of CO was made by PenCom in 2009 with the issuance of “Regulations
for Compliance Officers” as the responsible officer for ensuring compliance with
relevant regulations on pension matters such as investment regulation, internal
controls, accounting disclosure and making required returns on the management of
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the pension assets to the PenCom and the plan participants. The regulations on
compliance with CPS seek to minimise the concerns of stakeholder arising from
business failures associated with non-compliance with rules and regulations by
industry players. Besides, compliance regulation of CPS seeks to achieve the set
goals of providing sustainable pension to deserving retired employees by ensuring
operators adhere to the business continuity plan (PenCom, 2009b).

A strand of literature has examined compliance with accounting standards in the
preparation of the pension-related annual report and financial statements.
Valderrama (2017) examined the financial reporting practices of the large private
employee occupational pension plans in the Philippines. The study reported
significant non-compliance practices with financial reporting standards based on a
content review of the 2014 financial statements. This is manifested by widespread
insufficient information provided in the financial statements. In a study of five big
corporations in the US, Bepristis and Xu (2006) reveal that accounting reporting of
defined benefits plans of the sampled companies do not show reasonableness and
clarity in their disclosure of pension accounting in their financial statements in line
with the accounting standards and the guidelines such as the SFAS NO. 87. In
Nigeria, Kantudu (2006) examined the impact of auditors’ reputation on the level
of compliance with Statement of Accounting Standard 8 on employee retirement
(SAS 8) issued by the Nigerian Accounting Standard Board (NASB). Results from
a sample of 30 listed firms on the Nigerian Stock Exchange revealed a weak
correlation between auditors’ reputations and the level of compliance.

Contrarily. a follow-up study by Kantudu (2008) investigated the impact of The
Act (2004) on compliance with local accounting standard on employee benefits
(SAS 8). Based on pre-and post- periods of The Act (2004) implementation,
analysed with annual accounts data of 30 listed firms, the results of the t-test
showed that The Act (2004) had a significant improvement on compliance with
SAS 8 in the post- CPS implementation period. However, the study noted a
significant variation in the level of compliance with The Act (2004) among
employers in Nigeria. Similar to Kantudu (2004), Sule and Ezugwu (2009) also
assessed the impact of CPS implementation on compliance with the disclosure
requirement of employees’ retirement benefits. Using data over 10 year-period,
separated into pre and post - CPS implementation, t-test analyses showed a
significant improvement in the level of compliance with the disclosure requirement
of employees’ retirement benefits among Nigerian listed companies after the
implementation of CPS. However, variation was noted among firms in compliance
with the regulations of CPS.
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Oluwatoyin (2013) examined the impact of CPS implementation on compliance
with employee retirement benefits payment of quoted firms in Nigeria using a pre
and post - CPS analysis over 1998-2007. T-test results showed a positive impact of
CPS implementation on compliance with employee retirement benefits payments
based on data obtained from ten sampled firms. Ayegba et al. (2013) examined
compliance with CPS among small and medium enterprises (SMEs). Records of
PenCom on complying SMEs revealed a low level (1.5%) of compliance among
SMEs with CPS requirements. Ugwoke and Onyeanu (2013) also examined the
level of compliance with the provision of CPS. Chi-square and t-test analyses of
survey data and records of complying and non-complying employers with CPS also
indicate a weak level of compliance among all categories of employers. Similarly,
Ovbiagele (2015) assessed the level of compliance with the new CPS using
questionnaires administered to 21 employers that enrolled their workers in CPS and
PFAs employees. The results of Chi-square technique showed a low level of
employers’ compliance. The result was attributed to the low level of awareness
among workers enrolled in CPS. Thus, to examine the effect of compliance on CPS
sustainability, this study thus hypothesised as follows:

H2: Compliance with rules, regulations, and standards has a positive
relationship with contributory pension scheme sustainability in Nigeria.

3. Methodology.

To obtain data for the study, a cross- sectional questionnaire survey was carried out
once at a point in time. Cross-sectional administration of surveys reduces the time
and resources committed to data collection and facilitates a higher rate of response
and generalisation of the results about the entire population under study (Rea &
Parker, 2005). The questionnaires were administered on 710 respondents drawn
from managerial staff of unit/departmental of 31 CPS operators and active
participants (employees) enrolled in CPS in Nigeria. Ten respondents each were
purposively selected from 31 operators totalling 310 and 400 active participants in
CPS following previous studies ([jeoma & Nwufo, 2015; Imhanlahimi & Joseph,
2011). The operational items used to measure CPSS were adapted from Cong,
Frank, Gianakis, and Guo (2015) and I[jeoma and Nwufo (2015). Eight items
employed to measure transparency and five items for compliance were adapted
from Njuguna (2012). Partial least squares structural equation modelling (PLS-
SEM) was employed for testing the hypotheses using SmartPLS 4.0 Statistical
Package because of its capability to obtain the best model fit (Ringle, Wende, &
Becker, 2022)
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Profile of respondents

A total of 578 respondents returned valid questionnaires to the researchers. 212
(36.68%) were staff of CPS operators, while 366 (63.32%) were active participants
in CPS. Among the CPS operator staff, 74 (34.9%) were in managerial positions,
while 138 were assistant managers. 155 (78.1) respondents from CPS operators
were in the employment of open PFAs, 42 (19.8) in closed PFAs and 159(7.1%).
Among the CPS participants, 547 (94.64%) were enrolled with open- PFAs and the
remaining 31(5.36%) were enrolled with closed PFAs. 309 (53.46%) were male
while 269 (46.54%) were female. In terms of educational qualification, 45 (7.79%)
respondents- all CPS participants- had senior school certificates. 77 (13.32%), 323
(55.88%) and 133 (23%) obtained Diploma, Bachelor’s degree/HND and
Postgraduate degree respectively. The mean tenure of respondents drawn from CPS
operators was 3.88 years in managerial positions, while the mean tenure of CPS
enrolment for CPS participants was 9.56 years

4. Measurement Model Assessment

Based on PLS-SEM algorithm model in Figure 1, the outer loading of all the items
is above the minimum threshold of 0.5 recommended by (Hair Jr. et al. (2017). The
internal consistency of the construct was assessed with Cronbach’s alpha and
composite reliability estimates which all reported above 0.7 recommended by Hair
Jr. et al (see Table 1). The convergent validity of items to measure the constructs
was also found to be acceptable with average variance explained (AVE) above
minimum estimate of 0.5 recommended by Bagozzi and Yi (1998). The
discriminant validity of the constructs was assessed using cross-loading (Appendix
1), Fornell Lackeker (Table 2) and heterotrait-monotrait ratio (HTMT) (Appendix
2) criteria which all confirmed the constructs were free from discriminant validity
threat.

Table 1: outer loading, Cronbach’s alpha, composite reliability and average variance
explained

Outer Average
loading Composite Composite  Variance
range Cronbach's reliability reliability extracted
alpha (rho_a) (rho _¢) (AVE)

0.769-

CPSS 0.839 0.869 0.885 0.904 0.653
0.613-

TRANS 0.866 0.909 0.924 0.922 0.600
0.914-

COMP 0.952 0.860 0.812 0.971 0.868

142



Gusau Journal of Accounting and Finance, Vol. 4, Issue 1, April, 2023

Table 2 Fornell-Larcker criterion
COMP CPSS TRANS
COMP 0.932
CPSS 0.089 0.808
TRANS 0.135 0.328 0.775

Structural Model Assessment

The multicollinearity of the endogenous variables was assessed using variance
inflation factor (VIF) and tolerance level estimates. TRANS and COMP reported
VIF of 1.019 and 1.034 with tolerance level of 0.981 and 0.967 respectively.
According to (Tabachnick & Fidell, 2013), a VIF of less than 5 and tolerance level
of greater than 0.2 indicate no multicollinearity threat among exogenous constructs
of a model. Therefore, no threat of multicollinearity in our model. The model
reported R-square of 0.109 and adjusted R-square of 0.106 indicating minimal
effect of TRAN COMP on the CPSS. Both TRAN and COMP have small effect
sizes with F-square of 0.022 and 0.025 respectively. Stone-Geisser (Q?) of 0.07
which is above zero also showed that the model has predictive validity.

Table 3: Variance inflation factor (VIF) and Tolerance level estimates

Constructs Variance inflation factor Tolerance level
TRANS 1.019 0.981
COMP 1.034 1.034
TRANE1
hic -
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Figure 1: PLS-SEM algorithm model
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Hypothesis Testing and Discussion of findings

Transparency and Contributory Pension Scheme Sustainability

In Table 4, the results of HI were shown on the path TRANS to CPSS. The path
results (B= 0.322, t=4.840, p= .000) showed that the hypothesis was supported.
Thus, H1 is positive and significant. The positive finding of the study is consistent
with previous studies (Doménech & Melguizo, 2008; Hess, 2005) that also report
a positive and significant effect of transparency. The finding is also in line with the
submission of Rocha et al. (2001) that transparency is a vital regulatory factor for
the successful implementation of a pension scheme. Transparency facilitates
communication among the stakeholders in a firm to allow a free flow of relevant
and timely information to those who are affected by the operations of the firms
(Crowther & Seifi 2011; Fernandez-Feijoo et al. 2014). The finding also asserts that
transparency forces discipline on trustees of a pension by facilitating scrutiny of the
pension manager’s performance which leads to sustainable interest in serving the
primary stakeholders especially plan participants (Hess, 2005). Thus, the flow of
information improves the level of the trust reposed in operators of pension plans by
the public.

The finding of the study is also consistent with that of Anantharaman and Chuk
(2017) that also found that a good pension reform that delivers timely maximal
information to plan participants on their accounts, details of the flows in and out of
the account, fees, and rates of return improves the performance of the pension plans.
This keeps the plan participant informed on the financial worth of their pension
contributions. Dolls et al. (2018) also stated that transparent information allows
plan participants to get feedback and updates about historical, current and
forecasted returns on their pension assets and how they are allocated to various
investments. In Nigeria, The Act (2004) mandates PFAs to render information on
their activities to both the enrollees and PenCom- the regulatory agency- by
rendering various returns. Thus, ensuring transparency through adequate regulatory
frameworks is vital to the sustainability of pension plans.

Compliance and Contributory Pension Scheme Sustainability

As shown in Table, H2 on path COMP to CPSS with results (B= 0.045, t=0.701, p=
.484) showed the hypothesis was not supported. Thus, the H2 was positive but not
significant. The findings is in line with Kantudu (2005, 2008) and Bepristis and Xu
(2006). The findings is contrary that of Sule and Ezugwu (2009) that compliance
with the disclosure requirement of employee retirement benefits significantly
improves at post CPS implementation years among Nigerian listed companies with
variations among firms on compliance with the regulations of CPS. The
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insignificant results may have been the case for a number of reasons. Empirical
evidence affirmed low level of compliance with the provisions of The Act (2004)
at the level of employers and CPS operators with failures to address complaints for
years. For instance, Ayegba et al. (2013) found that compliance level with CPS
among small and medium enterprises was low. With respect to the public sector,
by the end of the first quarter of 2022, the problem has continued unabated as
PenComs’ report indicated that only four states and the Federal governments have
commenced remittance of their employees CPS contributions (TheCable, 2022).
Thus, non-remittance of deductions and/or remittances of pension contribution by
private and public organisations enrolled under CPS has become one of the greatest
CPS challenges.

In order to boost the remittance of contributions, PenCom recruited the services of
173 firms as recovery agents in June 2012. Between June 2012 to June 2022, the
agents recovered a total of N11.44 billion which is a paltry sum of the unremitted
contributions (TheCable, 2022). Reports of non-compliance by PFAs on
investment limits; delay in the payment of retirement benefits; receipt of pension
contributions without appropriate schedules; unresolved customer complaints; and
non-implementation of disaster recovery plans weigh down CPS (ThisDay
(2022).). PenCom revealed cases of non-compliance. For instance, non-compliance
on the part of CPS operators has led to court cases such as that instituted by CPS
pensioners of Union Bank of Nigeria to challenge the Bank and PFAs on gross
violation of the CPS (Reports of non-compliance by PFAs on investment limits;
delay in the payment of retirement benefits; receipt of pension contributions
without appropriate schedules; unresolved customer complaints; and non-
implementation of disaster recovery plans weigh down CPS (ThisDay (2022).
Another petition of non-compliance was lodged by Delta State Government against
the failure of PFAs to duly pay the employees of the State government who retired
under the CPS.

Table 4: Path coefficient estimates

Beta Standard T- p- Decision
deviation statistics  value
TRANS -> 0.322 0.036 9.062 0.000 Significant
CPSS 0.045 0.065 0.701 0.484 Not significant
COMP >
CPSS
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Figure 2 Bootstrap model

5. Conclusion and recommendation

In consistent with global trend of assessing the sustainability of national pension
funds, this study examined the effects of transparency and compliance on the
sustainability of the contributory pension scheme in Nigeria. The study obtained
data using questionnaire survey administered on the managerial level staff of CPS
operators and active participants enrolled in the CPS. Data was collected from the
two sample groups in order to have a balanced view from the CPS operators acting
in the capacity of agents managing the pension funds and the participants who are
the principal and owners of the pension funds in the stewardship of the CPS
operators. Based on the results from the data analyses, it was found that
transparency has significantly positive effect on the sustainability of the CPS in
Nigeria. The effect of compliance was also found to be positive but insignificant.
After discussions of the results in line with previous related literature, plausible
reasons were provided for the results.

The results imply the need for National Pension Commission (PenCom) to strive to
strengthen its capacity to enforce adequate transparency and compliance among the
CPS operators and employers of labour to ensure the CPS sustainability in the
interest the employees enrolled in CPS and the nation. The management of CPS
operators also needs to ensure that high level of transparency and compliance is
followed in their operations to ensure the sustainability of the CPS industry.
Similarly, the organised labour unions should carry out awareness rallies,
workshops, seminars etc to sensitise employees who are participants in the CPS on
the need to seek adequate information on their retirement saving accounts and
compliance with laid down rules and regulations by operators of CPS. This would
also strengthen the achievement sustainability of CPS reform.
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