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Abstract 
 

The word „Pension‟ means a fixed sum paid regularly to a person (or to the person‟s 

beneficiaries) by an employer as a retirement benefit.  It is a periodical allowance to an 

individual or his representative on account of some meritorious work or service.  Nigeria 

operated the old pension system hereinafter referred to as the old pension regime until the year 

2004 when it adopted the new regime with the enactment of the Pension Reform Act of 2004.   

This Act was enacted to take care of the numerous problems that were associated with the 

defunct pension regime.  

The new regime brought in a scheme that is contributory, fully funded, and is based on 

individual accounts which were privately managed.  Despite these reforms, the new regime has 

been associated with several shortcomings.  The aim of this paper is to assess the Nigerian 

Pension regime with a view to enhancing the pension system for better performance.  The paper 

shall consider the historical perspectives of the pension regime in Nigeria and the attendant 

challenges presented by the various schemes so far practised. The paper shall be of benefit to all 

workers in Nigeria, the National Pension Commission, the Academia, Students and officials of 

Government.                                    
 

Introduction 

The collection of retirement benefits by public servants in Nigeria has continued to create 

suffering and inconvenience for retirees especially those in the public sector of the Nigerian 

economy.   To remedy this situation, the Federal Government of Nigeria passed the Pension 

Reform Act, 2004 into law. One very distinctive objective of the Pension Reform Act, 2004 was 

the deliberate and compulsory savings by employees and the inclusion of the private sector in the 

scheme.  

The explanatory note to the Pension Reform Act, 2004 states as follows: 

                  “The Act repeals the Pension Act, 1990 and establishes a uniform 

contribution pension scheme for both public and private sectors 

of Nigeria with the features of: 

                    1. Contribution of funds by both the Employer and the Employee 

to fund retirement benefits; 

                    2. Crediting the Employee‟s retirement savings account with 

pension fund administrators with funds contributed; 

            

                     3. Pension fund assets are to be privately managed and invested 

by professional pension fund managers; 

 



                      4. Strict regulation of pension fund managers under uniform laws 

and regulations for both private and public sector; 

        

                      5. The establishment of the National Pension Commission” 

 

Judicial officers were specifically exempted from the application of the new pension 

scheme under the Act.   Judicial officers referred to are those mentioned in section 291 of the 

1999 Constitution of the Federal Republic of Nigeria (as amended). They include Judges and 

Justice of Superior Courts of record. 

The Act was re-enacted in 2014 as Pension Reform Act, 2014. Since the introduction of 

the new pension regime in Nigeria, several issues have arisen as to the effectiveness of the new 

regime. The paper therefore examines the concept of pension, its historical perspectives and the 

different types of pension in Nigeria. The paper also considers the challenges/ pitfalls of both the 

old and new regimes with a view to analyzing their usefulness. 

Historical Background/Ancient Origins of Pension 
While the law relating to pension provision may have developed only recently, pension 

arrangements themselves have a long and distinguished history.  It is tempting for example, to 

discover in the ancient sources references to pensions as proof that pension benefits are an 

essential feature of human society. It was recorded, for instance, that Darius, the king of 

Persians, more as a military reward than an expression of social concern, commanded to give to 

all that kept the city, pensions.  The above reference might be remote, but it clearly shows the 

relationship of pension payments to the concept of service, rather than to the achievement of a 

specified age.  The kind of service originally giving rise to pension awards is distinct from 

gratuitous payments by generous employers or children fulfilling filial obligation.  Odia
1
 argues 

that one of the first publicly financed social security systems was developed in the late 16th 

century in England from a series of legislature Acts known as “poor laws”. Under these laws, 

local governments built large alms-house facilities that housed the people too old or unfit for 

work. Poor laws also established work houses and facilitated public housing for the employed. 

Moreover, these laws gave rise to the social insurance in Europe and social security in the United 

States.  

Historical Development of Pension Schemes in Nigeria  

It has been argued that Nigeria being a former colony of Britain, received a pension 

tradition into her public sector that is entirely modeled after the British structure.  The exact 

origin of pension scheme in Nigeria is debatable, however the Nigeria‟s pension scheme could 

be traced to 1951 when the colonial British administration established a scheme through an 

instrument called Pension Ordinance which had a retroactive effective date from January 1946 

and applied only to United Kingdom officials posted to Nigeria.  The law allowed the Governor 

General to grant pensions and gratuities in accordance with the regulations which were reviewed 

from time to time with the approval of the society of state for colonial affairs in the UK 

government. The vesting period was fixed at 10 years of service.  With time there was an 

extension to Nigerian officers. Though pensions and gratuities were provided for in the 

legislation, they were not a right as they could be reduced or withheld altogether if it was 

established to the satisfaction of the governor general that, the officer was found guilty of 

negligence, irregularity or misconduct . 

                                                 
1   J.O Odia, „ Pension Reform in Nigeria: A Comparison Between the Old and New Scheme,‟‟ Afro-Assian Journal of Social 

Sciences, Vol. 3, No.3.1 Quarter 1, (2012): 5 



 With time government parastatals and agencies received direct funding from the treasury 

and some agency funded their pension scheme. They had a unified pension scheme that was 

managed by insurance companies and many were unable to honour their pension obligations, but 

the pension schemes of the self-funded were better managed.  

Over a period of time there emerged private sector pension scheme in Nigeria, and the 

first private sector pension scheme in Nigeria was set up for the employees of the Nigerian 

Breweries in 1954, which was followed by United African Company (UAC) in 1957. The 

National Provident Fund (NPF) was the first formal pension scheme in Nigeria established in 

1961 for the non-pensionable private sector employees.  In 1979, the Pension Act No.102 was 

instituted and the Armed Forces Pension Act No. 103. Subsequently in 1987, the Police and 

other government agencies pension scheme were established under the Pension Act No.75 of 

1987. Similarly in1987, the Local Government Staff Pension Board was established to take care 

of pension matters among local government employees. The Nigeria Social Insurance Trust Fund 

(NSITF) was established by Decree N. 73 of 1993 to take over the NPF scheme and provided 

enhanced pension scheme to private sector employees.  

The shortcomings and associated impediments of the previous scheme heralded the 

National Social Insurance Trust Fund (NSITF) in 1993, to address pension and retirement issues 

in the private sector. Several other schemes emerged subsequently which include: The Pension 

Increase Decree no. 42, of 1975 which provided for the following: Military Pension Act (no. 

119), Pensions Act No. 147; War Pension Act No. 212. Pension (special) Pensions Act no. 15 of 

1961; Pensions (statutory Corporation Services) Act 1961 no. 61, Pension (Transferred Services) 

Act 1965 no. 28; Special Constables Decree 1966 No. 7 Police Pension Decree 1966 No. 7; 

Police Pension Decree 1966 No. 60; Pensions (Federal Fire Service etc) Decree 1966 no. 74; 

Pensions Gratuities (War Service) Decree 1966 No. 49; Transferred Offices and Pension 

Liability 1971 No 8; Military Pensions (Amendments) Decree 1975 No. 13 ; Pensions Act of 

1979 Decree No. 102.  The public services recommendation review 1974; the Armed Forces 

Pension Act No. 103 of 1974; Pension Act No. 103 of 1979; Pension Rights Judges Act No. 5 of 

1985; Amendment  Act No. 51 of 1988, 29 of 1991 and 62 of 1991.Pension Act No. 102 of 

1979; Armed Forces Pension Act of 1979; The Police and other Government agencies pension 

scheme were enacted under Pension Act No. 75 of 1987; The National Social Insurance Trust 

Fund (NSITF) scheme was established to replace the National Provident Fund Scheme with 

effect from 1994 to cater for  employees in the private sector against loss of employment income, 

old age or death.    

Pension schemes in Nigeria over the years have always come from budgetary allocations, 

non-contributory and not fully funded thereby creating bottlenecks, series of death after 

retirement due to delay or lack of payment after retirement. These whole issues led to the 2004 

pension reform also known as the Contributory Pension Scheme. The Federal Government 

collapsed this scheme and that led to the introduction of the 2004 Pension Reform Act (PRA) 

which is contributory in nature . After the 2004 PRA, came the Pension Reform (Amendment) 

Act 2011 and the Universities (Miscellaneous) Provision Act 2012. 

The new pension regime in Nigeria took effect in 2004 with the enactment of the Pension 

Reform Act. This Law took care of the numerous challenges which characterized the old scheme. 

Basically, the new pension scheme is contributory, fully funded, based on individual accounts 

that are privately managed by Pension Fund Administrators with the pension funds‟ assets held 

by Pension Fund Custodians.   

 



Factors That Distinguish The New Pension Regime From The Old Regime 

The following elements distinguish the new pension regime from the old one. They are as 

follows:- 

(1) Contributory System 

The new scheme is contributory in that both the employer and employee are expected to 

make contributions through direct deductions.  Section 9 of the Pension Reform Act, 

2004 makes provisions for the rate of contributions under the new scheme. 

      Under the new pension regime, the employees contribute a minimum of 7.5% of their 

Basic Salary, Housing and Transport Allowances and 2.5% for the Military.  Employers 

were expected to contribute 7.5% in the case of the Public Sector and 12.5% in the case 

of the Military.  Employers and employees in the private sector also contribute a 

minimum of 7.5% each.  Under this system, an Employer may elect to contribute on 

behalf of the employees such that the total contribution shall not be less than 15% of the 

Basic Salary, Housing and Transport allowances of the employees. 

By virtue of Section 11(5) (b) of the Act,
2
 an Employer is obliged to deduct and remit 

contributions to a Custodian within 7 days from the day the employee is paid his Salary 

while the Custodian shall notify the Pension Fund Administrator (PFA) within 24 hours 

of the receipt of Contribution.  Contribution and retirement benefits are tax exempt. 

These are some of the major distinguishing factors between the old pension regime and 

the new one. 

 

 

 

 
 

(2) Fully Funded 

 

The term “fully funded” means pension funds and assets match pension liabilities at any 

given time. There is always an assurance of funds availability to settle pension 

obligations at any given time. Under the Act, the contributions are deducted immediately 

from the salary of the employee and transferred to the employee‟s retirement savings 

account.  By so doing, the pension funds exist from the onset and payments are expected 

to be made when due. 
 

(3) Individual Accounts 

Under the new regime, the employee is expected to open an account to be known as a 

„Retirement Savings Account‟ in his/her name with a Pension Fund Administrator of 

his/her choice.
3
  This individual account belongs to the employee and it remains with 

him/her through life.  The Employee is however allowed to change employers or pension 

fund administrators but the account remains the same.  The employee is only allowed to 

withdraw from this account when he/she attains the age of 50 or upon retirement 

thereafter.  This withdrawal may take the form of: 

 

 A programmed monthly or quarterly withdrawal; 

 

                                                 
2 Pension Reform Act, 2004 
3 Ibid, s. 11(1). 



 A purchase of annuity for life through a licensed life insurance company with 

monthly or quarterly payments; and 

 

 A lump sum from the balance standing to the credit of his retirement savings 

account: provided that the amount remaining after the lump sum withdrawal shall 

be sufficient to procure an annuity or fund programmed withdrawals that will 

produce an amount not less than 50% of his monthly remuneration as at date of 

his retirement. 

 

(4) Life Insurance Policy 

 

Under the new pension regime, every employer shall maintain life insurance Policy in 

favour of an employee for a minimum of three times the annual total emolument of the 

employee. 

 

(5) Privately Managed:  Pension Fund Administrators and Pension Fund Custodians 

 

The new scheme requires pension funds to be privately managed by Pension Fund 

Administrators (PFAs) and Pension Fund Custodians (PFCs). This was not so under the old 

regime. We shall now consider these pension fund managers:- 

 

(a) Pension Fund Administrators (PFAs). These are companies that have been duly 

licensed to open retirement savings accounts for employees, invest and manage the 

pension funds in fixed income securities listed and other instruments as the National 

Pension Commission may from time to time prescribe, maintain books of accounts on all 

transactions relating to the pension funds managed by it, provide regular information on 

investment strategy to the employees or beneficiaries and pay retirement benefits to 

employees in accordance with the provisions of the Act. 

 

(b) Pension Fund Custodians (PFCs). These are also companies that are duly licensed and 

are responsible for the warehousing of the pension fund assets.  The new regime does not 

allow the PFAs to hold the pension funds‟ assets.  The employers are required to send the 

contributions directly to the Custodian, who notifies the PFA of the receipt of the 

contribution and the PFA subsequently credits the retirement savings account of the 

employee. The Custodian shall then execute the transactions and undertake activities 

relating to the administration of pension fund investments upon instructions by the PFA. 

The new pension regime in Nigeria was the fall out of major reforms carried out by the 

Federal Government aimed at repositioning the welfare of its workforce. 

What is Pension? 

Pension generally is a way of catering for the welfare of retirees. It is a periodic income 

or annuity payment made at or after retirement to employees who has become eligible for 

benefits through age, earnings and service.
4
 

                                                 
4  Ayegba Ojonugwa, James Isaiah and Odoh  Longinus “An Evaluation of Pension Administration in Nigeria, British Journal of 

Arts 

and Social Sciences vol. 15, No 11 (2013) 



It is a fixed sum to be paid regularly to a person, typically following retirement from service. It is 

also an allowance, monthly or at periods, made to anyone usually in consideration of past 

services.
5
 Pension is the amount paid by government or company to an employee after working 

for some specific period of time, considered too old or ill to work or have reached the statutory 

age of retirement.
6
 It is also post-retirement benefits that an employee might receive from some 

employers which is essentially compensation received by the employee after he/she has retired
7
. 

It has been further defined to mean a source of guaranteed, retirement income provided by an 

employer to employees who have qualified for this benefit.
8
 Ojonugwa defined it to be, a general 

way of catering for the welfare of retirees being a periodic income or annuity payment made at 

or after retirement to employees who has become eligible for benefits through age, earnings and 

service.
9
  

The word pension is sometimes confused with severance pay, while pension is paid in regular 

installments; severance pay is paid as one lump sum. A recipient of pension is known as 

pensioner or retiree. 

Reasons for Pensions? 

Pensions were granted for disabilities rather than merely as a reward for military activity, 

old age was regarded not as an autonomous ground of the grant of a pension, but as one among 

many debilitating factors.
10

 Two conditions were originally imposed for the receipt of a pension. 

First, the recipient had to be disabled in some way either by ill-health, a wound of war, senility 

or some other incapacitating factor. Secondly, a long and continuous service with the grantor of 

the pension.
11

 According to Odia, a greater importance has been given to pension and gratuity by 

employers because of the belief that if employees‟ future needs are guaranteed, their fears 

ameliorated and properly taken care of, they will be more motivated to contribute positively to 

organization‟s output.
12

 

 

Types of Pension: 

Pension has been classified into three which are: 

(1) Employment based pensions (retirement plans): A retirement plan is an 

arrangement to provide people with an income during retirement when they are no 

more earning a steady income from an employment. This often requires both the 

                                                 
5  S. L. Salwan and U. Narang. Academic‟s Legal Dictionary. 1st ed. New Delhi: Academic (India) Publishers, 264. 
6 Odia J.O. and Okoye, A.E. “Pensions Reform in Nigeria: A Comparism between the Old and the New Schemed” Afro Asian 

   Journal of social Sciences, vol. 3, no. 3. 1 Quarter (2012): 2.  
7 Definition from investor Words available at http://www.investorwords.com/5938/pension. However, under the new Pension 

regime in Nigeria which began in 2004,there are other  circumstances under which an employee could benefit from his 

pension 

contributions. For example withdrawal of service by an employee before retirement.  
8  Definition by Money-over 55 categories. Available at http://moneyover55.about.com/od/preretirementplan.  
9 Ayegba Ojonugwa, James Isaiah and Odoh  Longinus “An Evaluation of Pension Administration in Nigeria, British Journal of 

Arts 

   and Social Sciences vol. 15, No 11 (2013) 
10 Robin Ellison, “Pensions Law and Practice” Longman Law, Tax and Finance,  London Vol. 1,no. 1.010 (1992), Pensions for 

long 

    military service, without any requirement of disability are recorded as having been instituted by Augustus, who in 6 AD 

instituted a military treasury (oerarium militare) comprising all moneys raised for and appropriated for the maintenance of 

the army inclusive of a pension fund for disabled soldiers. Much later the long service pensions was established.   
11 Ibid. Both criteria remained effective until comparatively recently although the first essentially fell into desuetude by the 

middle 

   of the 18th century.   
12 Odia and Okoye, “Pensions Reform in Nigeria,‟ 2.  

 

http://www.investorwords.com/5938/pension
http://moneyover55.about.com/od/preretirementplan


employer and employee to contribute money to a fund during their employment in 

order to receive defined benefit upon retirement. It is a tax differed savings that 

allows for the tax free accumulation of a fund for later use as retirement income. 

Funding can be provided in other ways, such as from labour unions, government 

agencies, or self-funded-funded schemes.  

(2) Social and State pensions: This is the type of pension created and funded by a 

country/state for their citizens to provide income when they retire. This is done by 

payments throughout the citizens working life in order to qualify for benefits later 

on. A basic state pension is a “contribution based” benefit which depends on an 

individuals‟ contribution history.  

Social pension is a type of pension put in place by many countries. It is a regular, 

tax-funded non-contributory cash transfer paid to older people. Some are universal 

benefits given to all older people regardless of income or employment record.  

(3) Disability pensions 

This type of pension provides for members in the event they suffer a disability. 

This may take the form of early entry into a retirement plan for a disabled 

member below the normal retirement age.  

According to Khan,
13

 pension benefits ultimately depend upon the contributions 

made by an individual or on his/her behalf. It also depends on the return on the 

investments on the contribution made by the individual or the annuity factor. 

Ugwu
14

 however, stated that there are four main classifications of pensions in 

Nigeria, these are: 

(a) Retiring Pension: This is the type of pension that is usually granted to a worker 

who is permitted to retire after completing a fixed period of quality service.
15

 

(b) Compensatory Pension: This is the type of pension granted to a worker whose 

permanent post is abolished and government is unable to provide him with 

suitable alternative employment
16

  

(c) Superannuating Pension: This is the type of pension that is granted to a worker 

who retires at the prescribed age limit as stated in the conditions of services 

(d) Compassionate Allowance: This is where pension is not admissible or allowed on 

account of a public servants removal from service for misconduct, insolvency or 

incompetence or inefficiency.
17

  

The types of Pension Scheme in Nigeria have been further classified into four by Olayiwola
18

 as 

follows: 

(a) The fully funded defined benefit (DB) scheme for civil servants 

(b) Defined DC for employees in organized private sector administered by NSITF 

                                                 
13 Anzer Khan “Different Types of Pension Plans”, Expert Authors (2003) Available at 

http://EzineArticles.com/?expert=Anzerhan  
14  Ayegba ,  Isaiah and  Longinus “An Evaluation of Pension Administration, ‟‟13 
15  Ibid. Usually 30 to 35 years or on attaining the age of 60 to 65 years for the public service Nigeria and 70 years of age for 

       Professors and Judges  
16 Ibid  
17 Ibid  
18 Kolawole Olayiwola “Pension system in Nigeria” Development policy center”, Ibadan Available at dlis. presently the most 

     preferred and used 

http://ezinearticles.com/?expert=Anzerhan


(c) Self-Administered scheme, common with both government parastatals and private 

sector 

(d) Insured scheme by individuals administered by fund management or insurance 

companies. 

Features of the Present Pension Regime 

The 2004 Pension Reform Act (PRA) instituted mandatory pensions at most private 

firms, but also converted the government scheme from defined benefit to defined contribution (in 

which the risk of poor investment returns lies with the participants, not the sponsor). The 

management of the government scheme was also out sourced, and a regulator created to oversee 

the industry.
19

 

The vast majority of Nigerians work in informal jobs, and so do not have pensions.
20

 

Thus the government has tried to rectify by the reform passed in July, which extended the 

obligation to provide for pension for firms employing three or more persons. It also increased 

mandatory contributions for 7.5% of salary for both workers and employers to 8% and 10% 

respectively.
21

 As a result savings are expected to grow further and by law all must be invested in 

Nigeria.  

Challenges/Pitfalls of the Old Pension Regime 

The old scheme was beset with a lot of challenges and problems some of which include: 

The non-payment or delay in the payment of pension and gratuity by the Federal and State 

government
22

 ; demographic challenges and funding of outstanding pensions and gratuities; 

merging of service for the purpose of computing retirement benefits, administrative bottlenecks; 

bureaucracies , corrupt tendencies, inefficiencies of the civil  service, gross abuse of pension 

funds and economic downturn.
23

 For example, in the 2001 fiscal year, about N 6.4 Billon was 

required for the payment of military but only about N2.1 Billion was released for the payment by 

the Federal Government, leaving a balance of N4.3 Billion pension arrears.
24

 

Other problems of the old pension scheme before PRA 2004 include: wrong investment 

decision, wrong assessment of pension liabilities, arbitrary increase in pension without 

corresponding funding arrangements, non-preservations of benefits, structural challenge of non-

payment and non-coverage, no adequate safeguard of the funds to guarantee prompt pension and 

other benefits payments to retirees. According to the Statement of Accounting Standard (SAS) 

No.  8,  “on  accounting  for  employees‟  retirement  benefits”  the  problems of  the  old  

pension  scheme  which  led  to  the  pensions  reforms  of  2004  include: wrong investment  

decision,  wrong  assessment  of  pension  liabilities,  arbitrary  increases  in pension without 

corresponding funding arrangements, non-preservation of benefits, some were  mere  saving  

schemes  and  not  pension  schemes,  and  serious  structural  problems  of non-payment  and  

non-coverage. 

                                                 
19 Pensions in Nigeria: fewer ghost more savings, Timekeeper Lagos. Available at www.economics.com/news/finance-and 

economics/2162771...  
20 Ibid – of a working population of perhaps 80m people only around 6m participate in any sort of scheme.  
21 Ibid  
22 Odia, „ Comparison Between the Old and New Scheme,‟‟ 5. Retirees went through tough time and rigorous processes before 

they were eventually paid their pensions, gratuity and other retirement benefits. Sometimes the money to pay their 

benefits were not available. 
23 Ibid. All these have resulted in emetic and non-payment of terminal benefits as at when due.  
24 Nafisat Abdulazeez, „‟ Pension Scheme in Nigeria: History, Problems and Prospects,‟‟ Arabian Journal of Business and 

Management Review, Vol 5 No.2 available @ https://www.omicsonline.org/open-access/pension-scheme-in-nigeria-history-

problems-and-prospects-22 

http://www.economics.com/news/finance-and


A major feature of the old scheme was that it was defined benefits (DB), and therefore 

faced the challenge of lack of funds thereby applied the pay as you go principle, this was 

discriminatory and not portable.
25

  

Challenges/Pitfalls of the New Pension Regime 

The new pension regime in Nigeria has been bedeviled with the challenge of none 

coverage of some categories of worker
26

; discriminatory nature and rate contribution;
27

 abolition 

of gratuity right
28

 failure of the Act to state how workers can benefit from returns from 

investment of pension fund and assets;
29

 ambiguity in the definition of minimum retirement 

age;
30

 management structure of the pension fund;
31

 pension fraud and corruption;
32

 inadequate 

care of retirees versus interest of investors,
33

 denial of access to Court. Tongola
34

 further stated 

the challenges of the PRA 2004 to include: Data gathering and the administration
35

 doubt as to 

the skills and competencies of PFA; there is also doubt as to the creditability of providers.
36

 

Organized labour like the Nigerian Labour Congress have argued that the Pension 

Reform Act, 2004 violates, section 173 of the 1999 Constitution.   Section 173 of the 1999 

Constitution (as amended) empowers the Federal Government to make laws bothering on matters 

contained in the exclusive legislative list. In this respect, the Federal Government can only 

regulate the pensions of Federal Civil Servants and public servants and not those that are 

employed by the States. The Act does not apply to the various states which make up the 

Federation. Furthermore, there are no guarantees under the Act for provision retirees in case the 

licensed PFAs or PFCs go into voluntary liquidation or winding up. There is the need for a 

deposit insurance scheme like the Nigeria Deposit Insurance Corporation (NDIC). Furthermore, 

section 9(3) of the Act provides that the employers shall “maintain life insurance policies in 

                                                 
25 The employee was not entitled to employment benefits if he was dismissed from service.  
26 Francis C. Anyim, Olasumbo Ayanfeoluwa and Rose Chineb Okere “A critique of Pension Reform Act, 2004 in Nigeria,” 

Journal of Arts and Humanities (JAH) Volume, 3, No. 7, July, 2014 p 5, the scheme did not cover state government and 

local 

government employees. 
27  Public and private sector employers and employees pay 7.5% of their salary as pension contribution while military personel 

Pay 2.5% and their employer 12.5%. 
28  In the past dispensation, a gratuity is, a lump sum payment while pension is a periodic payment, normally on monthly basis 

for the remaining part of the pensioners‟ life. the 2004 Pension Reform Act abolished the right to a gratuity thus denying the 

employee the chance of lump sum payment to take care of cogent and immediately needs.   
29  Public sector statutory retirement age varies between 55 and 60 years. But the pension Act did not stipulate any specific 

provision on this matter rather it stipulates that no person shall be entitled to make any withdrawal from retirement saving  

account (RSA) before attaining the age of 50 years.  
30  The Act provides for PENCOM which is dominated by government representatives. The Nigeria labour congress and 

Nigeria Union of pensioners are also represented. However, the Trade union Congress and other unions in various industries 

who are important stakeholders are left out in the AC. 
31 There are many reported cases of fraudulent acts associated with pension schemes. The schemes are infested with corruption 

and blossoming thievery of pension funds by those entrusted with the management of the schemes and there seems to be no 

serious measures in place to tackle the monster.  
32 The real aim of the pension scheme is to provide employee post-employment benefit and welfare. The scheme in its 

operation seems to have provided a pool of funds for investors rather than concern for the livelihood and welfare of employees 

at old age. 
33 Ibid, 6. A dissatisfied retiree or beneficiary cannot go to court but he is expected to apply to PENCOM to review the matter in 

an accelerated manner with a view to speed resolution. If any part is not satisfied with the decision of PENCOM, it may take 

the 

case to Arbitration or investment and security tribunal. This contravenes the provision in the 1999 constitution, section 6(6) 

which guarantees access to court. This portrarys double standard in rule making.   
34 Yusto Eseko Tengola, Julius Tedunjaiye, Adesina Balogun and Danatus Ogha, „Pension Reform in Nigeria,‟‟ available 

@https://www.docplayer.net/21114089-pension-reform-nigeria.html. Accessed on May18, 2018 
35 Ibid. PENCOM is required to maintain a National Data Bank for the country. 
36 Ibid. 



favour of their employees for a minimum of three times the annual total emolument of the 

employees.” This provision requires further clarification as it is ambiguous. It is therefore 

capable of several interpretations as it could mean an additional rate of contribution to the 

scheme by the employers. 

Judicial officers, members of the Armed Forces, the intelligence and secret services of 

the federation, exists retirees prior to June 2004 and employees who had 3 years or less to retire 

as at June, 2004 were exempted from the new pension scheme.    

Members of the Academic Staff of Nigerian Universities (ASUU) have expressed their 

reservations to the application of the New Pension Reform Act to their members. ASSU has 

demanded for the registration of the Nigerian Universities Pension Management Company to be 

registered by PENCOM to cater for the pension needs of its members.   

Distinctive Features of the 2014 Pension Reform Act and its Criticism 

The new Pension Reform Act 2014 was enacted by the National Assembly of the Federal 

Republic of Nigeria on July 1, 2014 to repeal the Pension Reform Act No. 2 of 2004. The 

objective of the Act is to create a more effective contributory pension administration system in 

Nigeria. The objectives of the New Contributory Pension regime are as follows
37

: 

1. Ensuring that every person who has worked in either the public or 

private sector receives his retirement benefits as and when due; 

 

2. Assisting improvident individuals by ensuring that they save to 

cater for their livelihood during old age; 

 

3. Establishing a uniform set of rules and regulations for the 

administration and payment of retirement benefits in both the 

public and private sectors; and 

 

4. Stemming the growth of outstanding pension liabilities. 

 

 It prescribes a 10 year jail term for pension
38

 thieves and anyone who misappropriates 

pension amount embezzled by the thief and makes mandatory the refund of such funds. 

It also accommodates employees of private firms in the contributory pension scheme. To 

covers private organizations with at least three and above in line with the drive towards informal 

sector participation.
39

 The law also consolidated earlier amendments to the 2004 Act, which were 

passed by the National Assembly.
40

 It further, incorporated the Third Alternation Act, which 

amended the 1999 Constitution by vesting jurisdiction on pension matters in the National 

Industrial Court
41

. 

The law has in addition created new offences and provided for stiffer penalties that will serve as 

deterrence against mismanagement or diversion of pension funds‟ assets under any guise.
42

 

                                                 
37 See s. 2 of the Pension Reform Act, 2004. 
38Talatu Usman, „‟Jonathan Signs Nigeria‟s new Pension Bill into Law‟‟, available @ 

www.premiumtimesng.com/news/164236...Accessed on July   1, 2017 
39 Ibid  
40 Ibid. These include the Pension Reform (Amendment) Act 2011 which exempts the personnel of the Military and the Security 

Agencies from the CPS as well as the Universities (Miscellaneous) Provisions Act 2012, which reviewed the retirement age 

and 

benefits of University Professors.   
41 Ibid 
42 This is because there are currently more sophisticated mode of diversion of pension assets, e.g. diversion and or non 



The law also empowers PENCOM, subject to the fiat of the Attorney General of the 

federation, to institute criminal proceedings against employers who persistently fail to deduct 

and/or remit pension contributions of their employees within the stipulated times.
43

 

It also makes provision for the repositioning of the Pension Transition Arrangement 

Directorate 

(PTAD), to ensure greater efficiency and accountability in the administration of the Defined 

benefits Scheme in the Federal Public Service.
44

 It furthers makes provision that will enable the 

creation of additional permissible investment instruments to accommodate initiatives for national 

development, such as investment in the real sector, including infrastructure and real estate 

development.  

A major distinctive feature in the law is its upward review of the minimum rate of 

pension contribution from 15 percent to 18 percent of monthly emolument.
45

 

A very good innovation of the law is its reduction of the waiting period for accessing benefits 

from 6 months to 4 months in the event of loss of job.
46

 

 Under the new Act, the Public Officers Protection Act is made applicable to limit actions 

or suits commenced against any officer or employee of the commission for any act done in the 

execution of provisions of the Act or any other law. Such a suit must be commenced with 3 

months of such an act or in the case of a continuous Act, within 6 months after such act cases.
47

  

In addition, the Act also make it mandatory for a protection notice of one month to be served on 

the commission prior the filling of any suit against the commission.
48

  

The new Act has also empowered the National Pension Commission to establish a 

Pension Protection Fund for the benefit of eligible pensioners covered by any pension scheme 

established, approved or recognized by the Act.
49

    

In addition to all the above stated, the law also makes provision that would compel an employer 

to open a Temporary Retirement Savings Account (TRSA), on behalf of an employee that failed 

to open a RSA within three months of assumption of duty.
50

  

 

 

 

CHALLENGES UNDER THE CONTRIBUTORY PENSION REGIME 

The Pension Reform Act 2004 was repealed and re-enacted in July, 2014 as the Pension 

Reform Act of 2014.  The scope of the contributory pension scheme covers all employees in the 

Public Service of the Federation, Public Service of the Federal Capital Territory, States and 

Local Governments, the private sector and the self-employed persons (informal sector). Under 

the 2014 Act, the minimum rate of contributions is 18% of the employee‟s monthly emoluments 

where 10% is contributed by the employer and 8% is contributed by the employee.  

                                                                                                                                                             
disclosure of interest and commissions accruable to pension fund assets, which were not addressed by the PRA 2004. 

43 This was not provided for by the 2004 Act. 
44 This enables payments to be paid directly into pensioners bank, accounts in line with the current policy of the Federal 

Government. 
45  This is provided without compromising the paramount principles of ensuring the safety of pension fund assets. 
46  Where 8% will be contributed by the employee and 10% by the employer this will provide additional benefits to workers 

Retirement Savings Account and thereby enhance their monthly pension benefits at retirement.  
47 See  s. 108 of the Pension Reform Act, 2014. 
48 Both the new Act of 2014 and the 2004 Act makes provisions for the Service of pre-action notice of one month. See s. 95 of the  

    Pension  Reform Act, 2004. 
49 Ibid, s. 82. 
50 This was not required under the 2004 Act.  



The following are the challenges of pensioners under the Contributory Pension Scheme: 

i. The National Pension Commission has undoubtedly not lived up to its statutory 

expectations.  Indeed, it can be fairly said that the Commission is guilty of role 

abdication.  By section 20[f][g][h], the Commission is, inter alia, under a duty, and has 

the power to: 

a. Carry out public awareness and education on the establishment and management 

of the scheme; 

b. Promote capacity building and institutional strengthening of pension fund 

administrators and custodians and; 

c. Receive and investigate complaints of impropriety leveled against any pension 

fund administrators and custodians, the extent to which it has discharged this role 

and exercise this power remains unclear.  This is why we have recorded 

monumental fraud of pension fund by some of those who should protect the fund.  

According to Achi,
51

 it is beyond any serious disputation that the Commission has not been 

alive to these potent responsibilities. The commission has promised that it would sensitize 

retirees and potential retirees to understand the different retirement benefit options and exercise 

their rights of choice for the options but has failed in this respect as many workers do not a 

sufficient understanding of the scheme to help them make informed decisions. 

ii. The 2014 Act is also Discriminatory in Nature.  Like its predecessor, the 2014 Act discriminates 

in favour of certain state employees including the military, intelligence and secret services and the 

judiciary. Section 5 of the new Act exempts all persons mentioned in section 291 of the 1999 Constitution 

from the contributory pension scheme.  

Section 291(3) of the 1999 Constitution of the Federal Republic of Nigeria provides that 

any of the judicial officers listed therein shall be entitled to pension for life at a rate equivalent to his last 

annual salary and all his allowances, in addition to any other retirement benefits to which he may be 

entitled, provided he has been in that position for a period not less than fifteen years [S. 291(3)(a)] 

(Emphasis mine). These discriminatory rates of contribution and benefits are in direct conflict with 

the 1999 Constitution (as amended) and the principle of equality. 

  

iii. The new Act equally abolishes the right to a gratuity. A gratuity is a single, lump sum payment while 

pension is a periodic payment, normally on monthly basis, for the remainder of the 

pensioner‟s life. A large number of workers earn wages which are too low and literally contribute 

to shortening their life span. The abolition of the gratuity significantly reduces their chance of benefiting 

from their pension savings. Thus the abolition of the gratuity discriminates against poorly paid 

employees.  

iv. There is also the problem of ambiguity in the definition of minimum retirement age. In the 

public sector, the statutory retirement age is either 60 years or 35 years of service, whichever comes first. 

In the private sector, retirement age varies between 55 and 60 years. The factor of 35 years of service does 

not apply to the private sector. After retirement, professionals with special skills may be employed on a 
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contract basis. Section 4(1) of the Pensions Act (CAP 436 laws of the Federation of Nigeria) 1990 had 

clear provisions on the minimum retirement age. But both the 2004 Act and the present one do not 

contain any specific provision on this. There is only stipulation that no person shall be entitled to make any 

withdrawal from their retirement savings account before attaining the age of 50 years or upon retirement 

[Section 70(1)]  

This provision makes the law less prescriptive and devolves aspects of the management of the pension 

scheme to regulatory bodies or individual employees. As a result, legal protection that previously existed 

for employees is removed. This is consistent with neoliberal aims of deregulation and a more flexible 

work-force.  

 

v. Delay in Payment of Retirement Benefits. One of the key problems and hardships which the 

Pension Reform Act 2004 sought to remove was the non-payment of retirement benefit as and 

when due [S.2(a)]. The 2014 Act does not appear to contain any satisfactory provisions to 

get round this problem. The shortening of the period from six (6) to four (4) months 

during which an employee who is without employment may, on request, withdraw a lump sum 

of money not more than 25 percent of the amount standing to his credit in RSA is still too long. 

Administrative bottlenecks and lapses cause delays in the processing of retirement benefits 

due to non-availability of vital records so that in practice, it could take much longer than a year for 

any contributor to access his retirement funds. 

 

vi. Denial of Access to Court. Though the new Act improves upon the 2004 Act by making provision a right 

of action against specified offices of the Commission upon service of a statutory pre-action notice, there is 

no express provision entitling any contributor to sue under the Act. It can however, be inferred from s. 

109(2) that contributors can proceed against the Commission only before the National Industrial Court. 

There appears to be no right of action by a contributor against his PFA or PFC where necessary.  

 Furthermore, the foisting of jurisdiction in pension matters on the National Industrial Court is a huge 

challenge to any contributor based on the fact that the court is relatively new having just been recently 

created and its procedure is difficult and cumbersome. Besides, the National Industrial Court presently sits 

in just a few zonal offices. Litigation of pension related matters would therefore, expectedly be long and 

tortuous especially when coupled with the large volume of trade dispute related matters pending before it. 

 

vii. Some pertinent questions also remain from provisions of the 2014 Act. For example, while s.85 of the Act 

suggests that the real goal of the Pension Scheme under the Act is to provide a pool of funds for 

investors, rather than concern for the welfare of retirees,s.7(1)(b) provides that:  

 

“A holder of a retirement savings account shall, upon retirement or 

attaining the age of 50 years, whichever is later, utilize the amount 

credited to his retirement savings account for the following benefits:  … 

“(b) programmed monthly or quarterly withdrawals calculated on 

the  basis of an expected life span.” 

 

Certain questions arise from the provision of S.7 (1)(b) above. How is the so-called 

“expected life span” of the individual to be determined? Do employees at top management level and 

lower management level who belong to different income brackets tend to have the same average life 

span? What will be the criteria for calculating the “expected life span” of individuals at lower and top 

levels of management? What happens when the actual life span is shorter than the calculated “expected 



life span”?  Who enjoys the surplus? What happens if the actual life span of the retiree is longer than the 

estimated “expected life span”?  Who supplies the shortfall to maintain the retiree for the rest of his or her 

life?  

Again, though the 2014 Act makes provision under s.83(1) for “All income earned from investment of 

pension funds under this Act” to “be credited to the individual Retirement Savings Accounts of 

beneficiaries”, there is no provision in the Act which empowers the Commission or anyone to know 

precisely how much has been earned from the investment of contributors‟ pension funds. 

(viii) Another challenge that contributors are likely to face is with regard to the definition of “monthly 

emoluments” under s.4 of the new Act. This definition is vague and could be interpreted 

in several ways. Pending clarification from the Commission, one of the credible 

interpretations that could be considered by employers is that all items that are paid on a 

monthly basis (in addition to basic, housing and transport) would form part of the base on 

which the pension rates are applied.  

 

 

 

Conclusion 

The new Pension Reform Act of 2014 is very comprehensive.  It retained the policies of 

earlier pension laws, including the Pension Reform (Amendment) Act of 2011 which exempted 

Military Personnel and other Security Agencies from the scheme; the Universities 

(Miscellaneous) Provisions Act, 2012, which reviewed the retirement age and benefits of 

University Professors and Staff, and the creation of Pension Fund Administrators (PFAs), the 

Pension Fund Custodians (PFCs) and the establishment of the National Pension Commission by 

the 2004 Act.
52

 
 

However, as laudable as these modifications in the new Act may be, and in addition to 

the challenges stated earlier in this paper, there still exist a lot of gaps which the law did not 

address.  For instance the new Act did not envisage or capture issues relating to the treatment of 

an employee or beneficiary of a Retirement Savings Account in the event of insolvency of the 

PFA‟s and PFC‟s.  There is no provision in the new Act to address this.  Furthermore, apart from 

imposing criminal sanctions as discussed earlier, there are no specific provisions to cover issues 

of debt recovery procedures in cases where the PFAs refuse to remit the employee‟s 

contribution.  These lacunae notwithstanding, the new Pension Reform Act of 2014 is a 

welcomed development as it has improved on the employee‟s rights in terms of social security.  

There is however, the need for more public enlightenment on the provisions of the new Act as it 

has the potential contributing significantly to the social, economic and structural development of 

the Country.
53

  Where the challenges highlighted above are tackled by the relevant government 

authorities, the new pension regime in Nigeria would benefit the economy and achieve its aims 

better.  
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