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ABSTRACTS

There has been a gradual shift the world over @upational Pensions schemes from the
Defined Benefits to Defined Contribution. Thistially occurred in the Private Sector
but lately Public Sector Occupational Pensions B&sehave embarked on the process of
conversion with the aim of ensuring that theredsity in sharing cost of funding the
schemes benefits between the employer and emptbysereducing the financial strain
on the Government. The objective of the study twwasstablish the employee perceptions
to the new Defined Contribution pension scheme ftbm previous Defined Benefits
pension scheme. The research used descriptiveysdesign to explore the employee
perceptions. The target population for this studye the employees in the Public Sector
Occupational pension schemes registered by theeRetnt Benefit Authority (RBA).
The primary qualitative date on the employee pdioep was collected using self
administered questionnaires with close ended questi The date was analysed using
descriptive statistics. Statistical tools suchresan, percentages and standard deviation
were computed with the aid of Statistical PackageSocial Science (SPSS) software.
The survey shows that the conversion from the previDB scheme to the new DC
scheme had an impact on the employee. The coowetsithe DC scheme moderately
affected employees in the Public Sector OccupaltiBeasion scheme. However, for a
number of employees the previous DB scheme met thgiectations to a moderate
extent as opposed to the new DC scheme mainlyaltleetfact that for the DB scheme,
they employees knew in advance what their beneft® which is not the case in the DC
scheme. For the mobile workers who often move foora job to another, the DC scheme
was the preferred choice. The study recommendsttieaGovernment should provide
ample time for the occupational pension schemdsdbunderstand the implications of
the conversion and from that stand point cascadanformation to its employees. In
addition the study recommends for more sensitinatfoemployees on the benefits of the
new DC scheme as it was clear from the study ttehew DC scheme did not meet the

expectations of the respondents.



CHAPTER ONE: INTRODUCTION

1.1 Background of the study

Modern pension systems trace their roots backedate 18 century in Germany, when

the Bismarckian social welfare system was introduc&lowadays, pension are spread
and established around the globe, including in lie@Vveloped and developing countries.
Though the type of pension system varies, thepla}y an important role of providing

necessary income to elderly populations and irviallsg post retirement poverty among
the poorest sector of society (Van Dullemen, 200IMe rational for setting up pension
schemes are similar in both the government andhf@isector employers. Governments
set up schemes to secure the independence of @manliants, make career in the public
service attractive against the back drop that tinefe sector pay higher remuneration,
shift the cost of remunerating public servants itlie future and retiring older civil

servants in a politically and socially acceptab&yChirchir, 2010).

Pension policy has resonance with Human Resouragaianent because not only do
arrangements for providing retirement income haveg lterm effects but they also carry
significant strategic implications involving botlost and choice. The type of pension
plan now thought appropriate reflects the moretesfjiaally aware approach associated
with Human Resources Management. Changing employmatterns involve for

example, more frequent job moves and breaks in @m@nt. This calls for schemes

designed to be both portable and personal (Te@gQR



1.1.1 Concept of Perception

Perception is the process of conceiving phenomématrinvolves acquiring, interpreting,
selecting and organizing sensory information amattieg to sensory stimuli or data.
Using perception people translate sensory imprassigo a coherent and unified view of
the world around them (McGinnis, 2007). Percephan three components: a perceiver,
the target, and some situational context in whioh perception is occurring. Each
component influences the perceiver's impression irdgerpretation of the target.
Perceptions matter in the sense that a personipescand thinks about a situation as it
affects their attitudes, attributes and behavigliiisbach et al, 2005). Furthermore,
(Nelson and Quick, 2008) observed that there isigdva linkage between perception and
individual quality of decision making. Perceptionanagement is a key part of
understanding human behaviour (Tella et al, 200 According to (Saari et al, 2004),
employee perception can be measured using focugpgyranterviewing employees, or

carrying out employee surveys.

Perceptions can be traced back to (Bartlett, 19¥R)ential works on the constructive
nature of cognition, which argues that schemaiitkihg dominates human perception in
ways that human generic beliefs about the worlduémice and shape information
processes. Other researchers such as (Allport4)18stended Bartlett’'s work and
advanced our understanding of perception, attitudiggment, and several other concepts.
The preceding discussion has suggested that frorpsychological perspective,

individuals perceptions have a direct influence rugheir decision making and the



outcome of their decisions; thus, it is not sufpgsthat organization theorists are now

interested in relationships between perceptionsvandus aspects of organization.

Berelson et al, (1964) also defines perceptionaasdmplex process by which people
select, organize, and interpret sensory stimulahtma meaningful and coherent picture
of the world”. In the same vein, perception is dab receiving, selecting, acquiring,
transforming and organizing the information supgplyy our senses” (Barber et al, 1976).
Perception according to (Kotler, 1997) is the psscéhrough which people chose,
organize and interpret information in order to foartmeaningful picture of the world.
Gibson, (1996) says it is the process of a perspeixeption in understanding the
environment that involves organizing and intergreta of stimuli in a psychological
experience.  According to (Robbins, 1996), pelioeptan also be interpreted as a
process by which individuals organize and interpheir sensory impressions to give
meaning to their environment. Perception assistiividuals in selecting, managing,
storing, and interprets stimuli into a whole wogdttture and meaning. Because each
person is giving their meaning to the stimulus, ihdividual can differ in seeing the

same thing in different ways.

1.1.2 Defined Benefits Scheme

In an article by (Bodie et al, 1988) published by tUniversity of Chicago Press, a
defined benefits scheme was described as a schemdich the employees’ pension
benefit entitlement is determined by a formula whiakes into account years of service

for the employer and, in most cases wages or safagording to Watson, (2008) all



defined benefits scheme occupational schemes tanst “based” that is, they are
governed by trustees with fiduciary duties to acthe best interest of scheme members
and where the sponsoring employer and employeees d@grenake contributions to the
scheme in order to provide pension based on: peaisie service, typically the number
of years the individual has been a member of therse; pensionable earnings, usually
based on the individual’s final (or an average aver past few years) salary, and the
accrual rate or the pension fact which represdmspbrtion of earnings the employer
offers to compensate every year. As the emplayeesponsible for ensuring there are
sufficient funds available in the pension fund &igy its pension obligations, it often
supposed that the members of defined benefits setam exposed to fewer risks than

defined contribution scheme members.

Blake (2003) says that in defined benefits scheheesponsor guarantees an agreed level
of retirement benefits to the members. The spoheace bears the risk that the returns
from the investment portfolio may not be enougltdger the Pension fund liabilities, or
funding gap risk. The sponsor can minimize thek fy choosing financial assets that
match both the size and the volatility of the pfahabilities. Matching the size of the
liabilities ensures that they would be appropriatebvered by assets. Matching the
volatility of liabilities exactly implies that botthe assets and liabilities will be perfectly

correlated and rules out the possibility that litibs may exceed assets in the future.

Over the last two decades, many organizations Ima&de changes to the employee

pension plans they sponsor, and a number of these thosen to convert their defined



benefits scheme into defined contribution schefmibe employers with defined benefits
scheme are looking to contain their pension cogtscordingly, many are switching to
defined contribution scheme in an effort to achiewere predicable funding costs

(Aiyabei, 2011).

1.1.3 Defined Contribution Scheme

In an article by Bodie et al, (1988) published by tUniversity of Chicago Press, a
defined contribution scheme arrangement is one evliee employer and also the
employee make regular contributions into the emgddy retirement account. The
contributions are usually specified as a predeteedhifraction of salary, although the
fraction need not be constant over the coursecaf@er. Contributions from both parties
are tax deductible and investment income accruefr¢a. At retirement, the employee
either receives a lump sum or an annuity, the fizewhich depends upon the

accumulated value of the funds in the retiremecbant. According to Barnow et al,

(1979) in a defined contribution scheme, the amoointmoney contributed to an

employee’s account at each point in time is deteechiby such criteria as the employee’s
earning or the firm’s profits, or both. Under swsathemes the firm or its agent invests
the pension contributions, and the employee resei@ guarantee about the benefit

levels that will be received upon retirement.

Chirchir, (2010) says that the defined contributischeme is referred to as money
purchase scheme. The benefits are limited to bakinces in member’s account at any
one point in time and all risks are borne by the@leyees. The cash balance depends on

contribution period and amount and the investmetirns. Contribution amounts are



known to the members upfront but the final benefiie to investment remains unknown.
The employer does not take liability for losses;ptayier’s risks are limited to making
contributions at the required time. Employer’'s eéxges are in essence predictable. In
this scheme a member and employer’'s contributienfiaed either as a percentage of
pensionable earnings. The contributions from theumwlated contributions to the
scheme plus the investment income credited intontleenbers account are critical in
determining the member’s benefits. In a definedtrdoution scheme, the employer does

not take liability for losses.

1.1.4 Pension Schemesin Kenya

Pension Funds in Kenya were first put in placeraftdependence in 1963. The first post
independent pension fund body, the National So8aturity Fund (NSSF), was
established in 1965 (RBA 2000). Prior to the referthe Pension Fund System provided
for benefits once a worker retired on attaining tiendatory retirement age of 55 (RBA,
2006). Kenya has several types of schemes, wHikn social security that can be
divided into three categories. These are publitoseschemes, occupational schemes and
individual schemes. The public sector schemesstablished by an Act of Parliament.
The Occupational schemes are run by employersé@r employees and are established
through Trust deeds while the individual schemesatso established by Trust Deeds and
are private schemes designed for the employedgesgifoyed and/or for those in non-

pensionable employment (Chitembwe, 2007).

The Kenya'’s Public Service Pension Scheme (PSR&rs@pproximately 406,000 civil

servant, teachers, police and prison staff and gust 200,000 pensioners. Separate
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arrangements apply for the armed forces and othigamy personnel. The scheme is
modelled as a Pay — As — You — Go basis and isfumahed. The Public Sector Pension
Scheme operates on a defined benefits basis amohisontributory other than modest
contributions at 2% of salaries made by employeesitds widows and orphans benefits
(Raichura, 2008). The road to reforming the pulskevice pension scheme for civil
servants, teachers and the disciplined forces aalted in the passing of the Public

Service Superannuation Scheme Act 2012.

The new scheme aims at introducing a contribut@yspn scheme funded by both the
public servants and the Government with a view deirgg the pension burden on the
exchequer thus freeing public funds for other caitinational priorities while at the same
time ensuring that the pension budget remains isasti@. In addition, the scheme will
allow portability of pension benefits thus allowifrge movement of staff into and out of
Government (Public Finance Notes, 2012). Accordm&BA (2008), there were 1679
pension funds by the close of 2007, of which 13t&uwere in the public sector, 16 were
individual retirement schemes and the rest werabéished by private enterprises. It is
reported that, of the 130 plans in the public se&® are grossly under-funded and need

urgent measure to revitalize them (Daily NatiorQ&0

1.2 Research Problem

Employer’s reason for the restructuring of pensohemes include the desire to reduce
overall pension costs, moderate the effect of gowent regulations, reduce
administrative costs and respond to perceived wopkeferences (Clark et al, 2000).

The sponsor of a pension scheme may choose to tanweheme from one design to



another, introduce parallel schemes, or close dexisting schemes. It is through this
window of opportunity that sponsors may convertirced benefits Scheme to defined
contribution scheme. In converting from defineadf#s scheme to defined contribution
scheme, employers may opt to fully close the définenefits scheme to new employees
while allowing existing members to continue accguinture benefits until retirement,

close the defined benefits scheme and freeze faceceuals of benefits, or all together
close the defined benefits scheme to existing mesndned transfer benefits to new DCS

benefits or individual retirement fund arrangem@ttirchir, 2010).

Globally, in the mid 1990’s conversions from detinbenefits scheme to defined
contribution scheme occurred across governmens anithe state and local levels (Clerk
et al, 2000). India succeeded in introducing a defined contribution scheme Pension
Fund for new employees joining the Central Govemmima 2004 closing the Public

Scheme to new employees. In the United Stategxample, it is estimated that the
defined contribution scheme grew 600% between HfI’2002 (Ross et al, 2002). The
United Kingdom is known to have experienced sigatfit conversion from defined

benefits scheme to defined contribution scheménén2000. In Kenya like many other
counties has experienced notable increase of detoetribution scheme over the years.
This is attributed to both conversions of existiuhgfined benefits scheme to defined
contribution scheme and the new preference fonddficontribution scheme by sponsors
of newly registered schemes. Majority of schemaveesions have been happening
among Parastatal based schemes. Newly registecegational schemes are commonly

designed as defined contribution scheme becaustheofsmall scaled nature of the



sponsors business and the highly mobile youthfulkki@oce. The highest reduction of
DBS and consequently the highest increase in ditfooatribution scheme happened in
2005. Defined benefits scheme dropped by 18% aafthetl contribution scheme
increased by 49%. Scheme conversions combined witference for defined
contribution scheme over defined benefits schemespainsors of newly registered
schemes has contributed to the increase in the euwfbdefined contribution scheme
(Chirchir, 2010). The Government of Kenya in a Bueg Circular No. 18 issued in
November, (2010) directed all Public Sector Pengtands to convert from Defined
Benefits Scheme to defined contribution schemee ditcular further stated that scheme
members with less than five (5) years to attainréftieement age may be given an option

to stay in the defined benefits scheme or trarisféne new defined contribution scheme.

Various studies have been carried out on aspegeemdion schemes. Kyengo, (2010)
studied the extent of pension coverage for inforsattor workers in Nairobi City
Council. The study revealed that a small propartdinformal workers at Nairobi City
Council were in a Pension Scheme. Main challengelaek of information. Further the
study revealed that pension schemes did not addnesseeds of the informal sector
workers hence the reason why a small proportioncsaered. Njuguna, (2010) assessed
the impact of Retirement Benefits regulations oe tost efficiency of Retirement
Benefits Schemes in Kenya. The study showed thatintroduction of regulation
increased the cost of efficiency among pensionreelse Wanyama, (2002) conducted a
survey on compliance with regulations by investmmaahagers and concluded that most

firms did not comply leading to operational ineifiecies. Kusewa, (2007) studied the



impact of regulation on financial performance oftiRenent Benefits Schemes and
concluded that there was a positive impact on theancial performance. From these
studies it is apparent that no study has been a@onemployee perceptions of the
conversion of Public Sector occupational pensidreswes from defined benefits scheme
to defined contribution scheme. This study seeksestablish what the employee

perception of the new defined contribution schesne i

1.3 Research objective

The objective of this study is to establish the lype perception of the new Defined

Contribution Scheme.

1.4 Valueof the Study

This study will be beneficial to the following:
To the Researchers, the findings of this study safve as a basis for further research.

The study will contribute to the body of existingdwledge on pension funds;

To the Government and the Regulatory Agency, thdirigs will provide the relevant
information necessary in the formulation of polecend guidelines on aspects regarding
conversion of pension schemes and creating a coredtegulatory framework for public

sector occupational pension schemes.

Employers too will find this study very beneficed they will be able to know and assess
how the employee perceived the conversion proaess Defined Benefits to Defined

Contribution.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter gives a detailed literature reviewtl@ occupational pension schemes what
they are and the reasons why an employer seeksdtdblish them. It also explains how
the occupational pension schemes can be operateddesired and to whom the
occupational pension schemes are subject to. ¢Hapter further discuss in detail both
the defined benefits scheme and defined contribigalhneme pension schemes. It discuss
the definitions of the pension schemes, modusappierof the pension schemes, the
advantages and disadvantages of the pension schantesfurther discusses why
employers are converting pension schemes from elkfinenefits scheme to defined

contribution scheme.

2.2 Occupational Pension Scheme

The provision of an occupational pension schemarbgmployer must be viewed in the
broader context of human resource strategy, siansipn provision is generally regarded
as having an important place in a range of fringmdiits that may be offered to
employees as part of an overall reward packageir{@blal, 2002). Early occupational
pension schemes were essentially paternalistiziged as part of an employer’s diffuse
obligation to ‘look after’ their workforce througharious forms of welfare provisions. It
has always been assumed however that since thissijomo was an aspect of one side of a
set of mutual obligations on the part of employed &mployee, there would be some

form of reciprocation in terms of desirable formisemployee behaviour (Colin et al,
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2002). The rationale of establishing retirementdié arrangements is often similar for
both defined contribution scheme and defined b&nhefthemes with the primary
objective of providing for members upon retiremetitis also meant to provide retirees
with a certain standard of living by ensuring thia¢ir income does not fall below a
certain minimum level after retirement. Retireméenefits plan have therefore been
instituted so as to help employees experience aderfui life during their retirement

years (Adkins, 2010).

Traditional, funded occupational pension schemesewdesigned around Defined
Benefits Pension; Defined contribution plans actedror a small fraction of employer-
sponsored pensions and were typically offered bgllemfirms or as supplementary
plans for high income earners. Most employershim past have used defined benefit
plans in competitive labour markets to attract aetain skilled worker as opposed to
defined contribution plans where the benefits aydgble once vested to the members
(Turner et al, 2008). However, the traditional idefl benefits retirement plans are
gradually losing their dominance in the occupatigrension system in many countries.
There has been a gradual shift towards definedribaitiopn retirement plans (Broadbent
et al, 2006). Occupational pension schemes weredinted to meet the different needs

of employers and employees.

Employers view their Occupational Pension Schermmemamportant means of attracting,
retaining, motivating and increasing the level @b satisfaction amongst the staff. The

prospect of an occupational pension scheme cattiaetave to employee in a variety of

12



ways. Looking first at the recruitment processs amght expect would be employees to
consider whether the employer offers a pensionmelat all. Such an employer is likely
to be perceived as having a ‘caring’ orientatiowands the staff, quite apart from the

current and future financial benefits that pensiohemes provide (Wanjohi et al, 2011).

Once the employee has been taken on, a pensiomeatan play a role in retaining such
people. An employee would ceteris paribus, baetiéd to remain with an employer who
contributed, say 25% of salary to the pension fratder than shift to an employer who
made no such contribution. From an employer's pEatve, pension scheme may also
have the effect of inducing employees not simplgtiy with the employer, but also to
work diligently, to the satisfaction of the employ@erry et al, 1997). Employees
wanted a tax efficient and paternalistic means ¢aotrolling their workforce and
employees wanted a secure pension in retiremenbtra some relation to the income
they had received while working (Hannah, 1986).dekd, it is still the case that
employers view their occupational scheme as an itapbmeans of attracting and in
particular, retaining staff (Taylor et al, 1995)However, although the relationship
between withdrawal and retirement benefits provibdgdiefined benefits scheme means
that they might provide employees with a final imibée to remain with their employer, it
is not certain that they do have this effect on leyges employment decisions (Cooper,

1999).

Provision of an occupational pension scheme iscoas@e on a belief in its contribution

to fostering employee loyalty than on hard evide(lerry, 1997). Organizations with

13



pension schemes may have low employee turnoveubedaey also offer better pay and
conditions or more enlightened human resources gement practices generally
(Taylor, 2000). Mutuku, (2004) has defined an @ational retirement scheme as a
scheme to which access is linked to an employmelationship. These schemes are
established by employers to act as vehicles fauraotation of retirement savings for the
employee (RBA, 2000). Although the employer ispmssible for sponsoring the
scheme, it is actually run by a Board of Trustedsis the Board of Trustees that is
responsible for ensuring payment of benefits. ThHeas been a belief that benefit
provision fosters employee loyalty and commitmemtthie organization, not only by
linking long service with economic self-interesttbalso in some way by creating
“favourable attitudes to the business which canraw@ commitment and performance”
(Colin et al, 2002). Indeed, fostering employegalty became a commonly stated
objective of occupational pension schemes (Hanbh@86) and was also reflected in the
growth of employee participation in the administrat of these schemes, although
employee “participation” tended to be confined ¢oaiving information or having some
say in discretionary administrative decisions rathen major decision over deployment
of the capital tied up in pension funds or in tipp@ntment, role and training of trustees

(Terry et al, 2000).

The Occupational Retirement schemes can be opevatééfined benefits or on defined
contribution ideologies. Although there is no gaision for employers to set up the
Occupational Retirement Scheme, once establishedsdheme falls under the mandate

of the Retirement Benefits Authority and must coympith the laid down regulations.
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The employer is referred to as the Sponsor and maitinally assist its employees in
making contribution into the scheme. Such schemesstablished under a trust deed.
The Occupation Retirement schemes are estimatambuer an estimated 3% of the
working population in Kenya (RBA, 2008). Employensmany parts of the world are
not mandated to establish occupational retiremenefit schemes for their employees.
Employers therefore voluntarily chose to establ@ttupational retirement benefits
schemes for their employees. An employer who sstant occupational scheme has an
upper hand first and foremost to choose the desighe scheme. Upon setting up the
scheme, an employer is not prohibited from changimg design or terminating the
scheme (Chirchir, 2010). Based on how the schem#@esigned or how benefits are
determined, a retirement benefits scheme can Issiftkadl as a defined contribution

scheme or defined benefit scheme.

2.3 Defined Benefits Schemes

An employer establishing a defined benefits schaise referred to as a final salary
scheme commits to pay predefined future amountseagfits to enrolled members for
years of rendered service bearing all risks of spidmise. Benefits are determined
using a formula that takes into account the em@aarnings commonly the final salary
representing the highest earning, years of seesicka pension factor that represents the
portion of earnings the employer offers to compensavery year. The risks which
include the unknown costs and investment riskdarae by the employer. Whereas the
employers enjoy limited surplus because the sumaeshared out with the members, the
employer becomes fully liable in the event of l@s&l has to make good the loss by

increasing employer’s contribution or through otherangements that will remedy the
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loss position. Therefore the main risk to the eee is the solvency of the employer so

as to be in a position to meet the promised ben@@hirchir, 2010).

It is argued that the provision of a defined beseftheme attracts staff by demonstrating
a willingness on the part of the employer to prevadreasonable level of security and a
willingness to invest in their long term future. d&éfined benefits scheme is also thought
to retain staff, through a variety of inter relategechanism: first, the more diffuse
process of engendering employee loyalty throughadiimg that the organization ‘cares’
about their long term interest; second throughntioee specific and tangible mechanism
whereby pension schemes reward seniority throughckbloading’ (where a
disproportionate amount of pension wealth accureslat later career); third deterring
turnover through the financial cost involved invegy a pension scheme early or moving
to one that is less generous; and fourth, throumtous vesting rules (Colin H. et al,

2002)

Final salary pension schemes aim to provide a pensi retirement based on service
completed with the sponsoring employer and salacgived in the years immediately
preceding retirement. If employees leave priorthe normal retirement age of the
scheme, their benefits will be based on salaryitidnawal. Although the benefits must
be revalued between withdrawal and retirement]ltavafor inflation, it is likely to be a
smaller benefit, for the years of service completadn would have been provided had
the employee remained in service. Because defteaefits scheme raise considerable

expectations in their members, they are heavilyledgd. The extent of regulation has
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increased cost for employers. Final salary schepleese an “open ended” liability on
employers in that if the demographic or financigberience of the scheme is worse than
expected, it is the employer that is usually expédio meet the extra cost (Cooper,

1999).

A defined benefits scheme is sponsored by the grapdo For each year of service, the
employer promises to provide a definite benefithi® employee which commences upon
the employee’s retirement, and continues as londpedshe lives. The scheme also
provides some ancillary benefits such as earlyenetent subsidies, death, disability and
termination benefits. It may also provide costliging increases for benefits after

retirement designed to reflect the economic envirent at the retirement age. The

amount of retirement benefits is intended to replaccertain percentage of earnings
immediately before retirement (Aiyabei, 2011). HAsidson, (2008) shows, over the

recent past, new regulatory and governance regeimtsrand demographic changes have
all significantly raised the costs and reducedetkigected benefits to employers operating
defined benefits scheme. The response of manyoyensl to these developments has
been to either close down their defined benefitseswe, close the scheme to new

members and/or to cap any further accruing of benebm existing members.

Defined benefits scheme continue to subsidise eygpwho remain with one employer
the expense of those who change employers and teavscheme early. This portability
loss for early leavers is more commonly known astcequivalent loss’ and according to

(Blake, 2000), the loss for a typical worker whaebes jobs six times in their working
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live can be between 25 — 30 per cent of the fullise pension. Every one changing jobs
once in mid-career can lose up to 16 per cent efftii service pension. By default,
defined benefits scheme will spread risks over gima. Sponsors are not permitted to
reduce member’s benefit when faced with financlalienges. It is only in the very
extreme of cases that it has been possible to eechember’s contribution but even in
such cases only future benefits may be reducednahdlready accumulated benefits.
Employers are generally exposed to unpredictaldé dabilities. The defined benefits
scheme better reward employees the longer the gmgdoremain in one employment

disadvantaging members who leave at short perieg@mice (Chirchir, 2010).

A defined benefits scheme contributes towards ewgglosecurity not only by
transferring the investment risk to the employeut blso by enabling a relatively
confident estimation of the level of income in metnent (Cooper, 1999). Defined
Benefits Scheme also allow for the possibility @frlg retirement as a result of a
member’s ill health, and will provide a pension enthese circumstances, although the
pension may be reduced to take account of thetlattthe pension is being provided at
an earlier age than that of normal retirement. Widefined benefits scheme also provide
a pension in the case of voluntary early retiremenbject to certain conditions of
eligibility such as age, proximity to normal retitent and minimum period of service

(Colin H. et al, 2002).

The traditional defined benefits schemes are gigdi@sing their dominance in the

occupational pension schemes in many countriegrelThas been a gradual shift towards

18



defined contribution scheme (Broadbent et al, 200G)he transition from defined

benefits scheme to defined Contribution schemehitirgy investment risk from the

corporate sector to households. Households areftiie becoming increasingly exposed
to financial risks, and retirement income may bgiett to greater variability than before.
This is not only the case in countries with matoceupational pension system, but also
interestingly in emerging markets, where pensiofornes are adopting a structure
predominantly based on that of defined contributsmheme. Proponents of defined
benefits scheme plans maintain that defined beneftheme plans are the only

arrangement that can provide genuine retirementrgg¢Aiyabei, 2011).

2.4 Defined Contribution Scheme

In a defined contribution pension scheme, the spenare only responsible for making
contribution to the plan. There is no guarantegamding asset at retirement, which
depends on growth in the assets of the plan. iHaadial risk to which the provider of a
defined contribution scheme is exposed to is mihifPavis, 2000). The concept of
defined contribution scheme emerged in the 198dsvdrose growth into the 2000 was
escalated by numerous closures and conversiongfiofed benefits scheme to defined
contribution scheme as well as new defined contiobuscheme establishment. In the
beginning defined contribution scheme were estabtisby employers purely as a
supplementary channel for their employees to salditianal income for retirement

(Chirchir, 2010). A defined contribution pensiocheme provides an income for the
pensioner after retirement from a fund built up fiovesting a series of contributions
during the period of employment. The financiakris taken by the member of the

scheme since the fund is associated with an indalidnd there is no guarantee of a fixed
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benefit level at retirement. The pension is sphito two phases. During the
accumulation phase, scheme members and/or theilogenpcontribute to the pension
fund, which is invested in a portfolio of assetshwa particular risk profile. In the
distribution phase, pensioners receive periodionme from the fund in order to provide

support in old age (Lunnon, 2002).

Despite a shift toward defined contribution scheoméy plans over the last 10 years,
retirement plan strategy remains a matter of utrmostern to employers and employees
alike. Employers are looking to reduce cost anst eolatility but also understand the
impact that any plan changes can have on talenwankforce planning. Employees hit
hard by the recent recession and slow recoverjoatesed on greater retirement security
(Towers Watson report, 2012). The pension resplfom a defined contribution
scheme depends solely on the size of the fund adeted at retirement. The
accumulated fund must be used to buy a life anpaithiough up to 25 per cent of the
fund can be taken as a tax free lump sum on redinérdate. A defined contribution
scheme makes the financing of benefits explicitlbaving the cost of the outcomes or
benefits fairly unclear unlike in a defined beretcheme where the individual benefits

are visible but the financing of benefits is typigaopaque (Colin et al, 2002).

Watson, (2008) argues that defined contributiones@h plans are superior to defined
benefits scheme plans especially for the mobileleyse and provide both employer and
employee with the most cost-effective way of saving a pension due to the low

operational, governance and regulatory costs andbility. From an employees’ point
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of view, it seems that defined contribution scheare more attractive for newer,
younger, more mobile employees (Aaronson, 200%)e fise in the number of women in
the workforce has resulted in employees with weakt&achment to a single employer
and higher demands for more portable pensiongiefned contribution scheme plans.
This increase in women means overall, the mobditghe workforce is increased, thus
decreasing the demand for traditional long tenessarding defined benefits scheme

(Williamson, 2003).

Shifts in worker demand play a large role in theera¥l shift from defined benefits
scheme to defined contribution scheme where emp®yend to favour more flexible
employment contracts. The recent acceleratiometitend towards defined contribution
schemes appears to be linked to a confluence abrfae.g. under funding and its
persistence due to a decline in long term intera&sts, the move to more market based
accounting, increasing regulatory burden and uas#yt and recognition of the effects of
increased longevity on plan costs that has prompltad sponsors to improve their
management of the financial risks in defined besedtheme. Whereas the evolution
towards defined contribution scheme pension plaams lbe beneficial for both the

employees and employers, it nevertheless reallgcesie within the financial system.

In defined benefits scheme pension plans, respdihsibbr funding and investment
management rests with the firm sponsoring the plena defined contribution scheme
plan these tasks and associated risks are typiasdiymed by the employee. This shift of

responsibilities and risks from the corporate setiahe household sector has potential
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implications for financial stability. Proponent$ defined contribution scheme argue
that the defined contribution schemes are morersdoeicause the participants actually
see the contributions deposited in their individaetounts (Aiyabei, 2011). The decline
in defined benefits scheme with less than one-tlmfdschemes still open to new
members, and their replacement by the less genelelused contribution scheme has
been overwhelming been seen by employees, the ajgmablic and government as an
unwelcome development that shifts significant pemgisks from the employer onto the

employee (Hudson, 2008).

Defined contribution scheme is often perceivedfterdetter value for money for people
who change jobs than the defined benefits scheMalue for money however is a
difficult concept to judge. For instance definedntibution scheme might offer
employees the opportunity for a better rate of #weent returns than a defined benefits
scheme, but there is also the possibility of a waeturn. In a defined benefits scheme,
the investment risk is largely carried by the spoimg employer while in a defined
contribution scheme, it is the employer who takbe tisk. This makes defined
contribution scheme more or less attractive acogrth the risk aversity of the individual
concerned. Similarly, there might be far greakexibility within a defined contribution
scheme for an individual with a personal pensi@ns he will be able to choose which

benefits the scheme should provide, and to sdieatdatirement age.

In a defined contribution scheme, even though alvidual has contributed prudently

throughout their working life, a fall in the inves¢ént market, or a drop in interest rates,
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just prior to retirement can have a significanieeffon the level of pension purchased.
Increasingly, employers are replacing, or considgrieplacing defined benefits scheme
with defined contribution scheme partly because the less heavily regulated and so
cheaper to administrate, and they do not have plea ended liability of defined benefits
scheme. In addition, the employer’s contributisfixed and thus predicated, whereas in
a defined benefits scheme the employer's contdbuttan vary from year to year

according to the demographic and investment expegief the scheme. (Cooper, 1999).
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Research Design

For this study, a descriptive survey design willtbe appropriate method based on two
reasons. First, the study targets a populatiorrevtiee best way of obtaining information
will be using descriptive survey and secondly tlaéure of information i.e. perceptions

will best be gathered through this method.

3.2 Population

The target population for this study are the emgésyin Public Sector Occupational
Pension Schemes registered by Retirement Benaiitsofity (RBA) that are members in
the defined contribution scheme. The target patpn is about 30,000 employees in the
Public Sector. There are a total of 30 Public &eCtccupational pension Schemes that

have the defined contribution scheme.

3.3 Sample Design

The population being in the Public Sector is vaasgé. Krejcie and Morgan, (1970)
came up with a formula and developed a table oérdehing sample size. For a
population of 30,000 employees, the sample si3&@%semployees. The sampling method
shall be purposive sampling technique. This isst@pling method where a researcher
purposely targets a group of respondents believdxktreliable for the study, Kombo et

al, (2006).
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3.4 Data Collection

Primary data will be required for this study. Tdesta will be collected from employees
in the 30 Public Sector Occupational Pension Scekem@ structured questionnaire with
close ended questions will be used to collect #ia.d The questionnaire will have two
(2) sections. Section A will collect personal imf@tion regarding the respondents.
Section B will collect information regarding the ployees’ perceptions towards the new
defined contribution scheme. The questions aretsired in tandem with the objective
of the study. The questions shall be administehredugh email and drop and pick
method. The advantage of using questionnaireseddct that they will reach a large

sample size. Further, questionnaires are chegpieker and easy to quantify.

3.5 DataAnalysis

After gathering data from questionnaires the daiih ve analysed using descriptive
statistics. Means and percentages will be compwigd the aid of the Statistical

Package for Social Science (SPSS) software.
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CHAPTER FOUR: DATA ANALYSIS INTERPRETATION AND

DISCUSSION

4.1 Introduction

This chapter presents the findings of this studye study attempted to determine the
employee perception to the new defined contribupension scheme from the previous
defined benefits scheme. The findings are predeamte interpreted in sections focusing

on each of the research question. The analysadsiptesented in tables.

4.2 Responserate

The response rate was high and therefore the sangdesufficiently representative for
making inference and generalization. Out of al tot@50 questionnaires sent out to the
various Public Sector Occupational Pension Fundisarcountry, we were able to receive
405 questionnaire duly filed and responded to. Thsponse rate was a fair
representation and conforms to Mugenda and Mug€@683) stipulation that a response
rate of 50% is adequate for analysis and reporangte of 60% is good and a response

rate of 70% and over is even better for socialaste

4.3 Profile of the respondents

The profile of the respondents provides informaborthe age, gender, level of education
and level in the organizational structure. The aeda analysed and is shown in the tables

that follow.
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4.3.1 Age Bracket

Table 4.1 shows the age bracket of the respondents.

Table4.1: Age Bracket

Frequency Percent
21-30 121 29.9
31-40 166 41.0
41 - 50 86 21.2
51-60 32 7.9
Total 405 100.0

Sour ce: Author (2014)

The age bracket of the respondents was fairlyidigegd. As shown on the table 4.1
above 29.9% of the respondents are between 21-88,y£1% are between 31-40 years,
21.2% are between 41-50 years and 7.9 of the rdspts were in the age bracket
between 51-60 years. This means that all ageswateepresented.

4.3.2 Gender

Table 4.2 provides how many of the respondents eher male or female.

Table4.2: Gender

Frequency Percent
Male 220 54.3
Female 185 45.7
Total 405 100.0

Source: Author (2014)
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The gender of the respondents was fairly distridhutd&he male respondents were 220
and accounted for 54.3% while the female respoisderdre 185 and accounted for

45.7%. There were however more male than the f2megbondents.

4.3.3 Level of education

Table 4.3 shows the level of education of the redpats.

Table4.3: Levd of Education

Frequency Percent

Post University 73 18.0
University 142 35.1
Higher National Diploma 77 19.0
Diploma 41 10.1
Form 6 29 7.2
Form 4 37 9.1
Other 6 15
Total 405 100.0

Sour ce: Author (2014)

The level of education amongst the respondentedas represented in table 4.3 above.
35.1% were undergraduate holders followed by Higkational Diploma holders who
were 77 and accounted for 19.0%. Post Universilgdrs were 73 and accounted for

18% while Diploma holders were 41 representing 16%4he respondents. A small
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number held Form 6 and Form 4 certificates. Theans that most of the respondents

are educated and therefore had an understandihg giiestions asked in the study.

4.3.4 Level in the organizational structure

The level of the respondents in the organizatistraicture is shown in table 4.4 below.

Table4.4: Leve in the organizational structure

Frequency Percent
Senior Management 36 8.9
Middle Management 138 34.1
Junior Management 164 40.5
Support Staff 67 16.5
Total 405 100.0

Sour ce: Author (2014)

Most of the respondents i.e. 164 respondents 05%Care in Junior Management
followed closely by those in Middle Management where 138 in total and accounted
for 34.1%. Support staff were 67 and accounted 1#6/55% while those in Senior
Management were 36 and accounted for 8.9%. Thianmdhat all levels in the

organizational structure were well represented.
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4.4 Members of Pension Scheme

Table 4.5 shows the number of respondents who arebars of a pension scheme

Table 4.5: Membership in a Pension Scheme

Frequency Percent
Yes 400 98.8
No 5 1.2
Total 405 100.0

Sour ce: Author (2014)

A huge majority of the respondents are members Bémsion scheme. This accounted
for 400 respondents or 98.8%. A very small peagati.e. 1.2% or 5 respondents are
not members of a pension scheme. This means tharevlikely to get good feedback

from respondents based on the fact that the stidg pension schemes.
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4.4.1 Design of retirement type plan

Table 4.6 below shows the design of retirement fHahthe respondents belong to.

Table 4.6: Design of retirement type plan

Frequency Percent
Defined Benefit 73 18.0
Defined contribution  |329 81.2
Don’t Know 3 v
Total 405 100.0

Sour ce: Author (2014)

Majority of the respondents are in the Defined @bation retirement plan. This
accounted for 329 respondents or 81.2% while tiho&B Scheme were 73 respondents
or 18%. A small number accounting for 3 responsl@mt0.7% said they did not know
the design of the retirement plan. Consideringstuely is on the employee perceptions
to the conversion from Defined Benefits to Definédntribution, we are likely to get

employees perceptions on the DC scheme.
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4.4.2 When Conversion from Defined Benefit to Defined Contribution
occur (years)

Table 4.7 shows the number of years since the csioveof the pension scheme from

Defined Benefits to Defined Contribution occurred the respondents.

Table4.7
No. of years since D
was introduced Frequency Percent
1 12 3.0
2 158 39.0
3 166 41.0
4 25 6.2
5 3 7
7 1 2
Total 365 90.1
No response 40 9.9
Total 405 100.0

Sour ce: Author (2014)

Majority of the respondents indicated that the @awn from Defined Benefits to

Defined Contribution happened in the last threas/ed 66 respondents or 41% said that
the conversion from DB to DC happened in the lage&rs. About 158 respondents or
39% said that the conversion happened in the Ilgss and 12 respondents or 3% said
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that the conversion happened in the last 1 yeailhis means that a majority of the
respondents are aware of the Defined Contributidreise and therefore able to give

useful feedback on the perceptions of the Definedtbution scheme.

4.5 Perceptions of the employeesto the conversion

The general objective of the study was to estabiigh perceptions of Public Sector
employees to the new DC pension scheme from thaque DB scheme. This section
therefore deals with the perceptions. The peroeptivere analysed in four parts namely
the effects of the previous DB scheme on the redpats, the effects of the DC scheme
on the respondents, effects on the respondentslmain and benefits and the effect on
the respondents when seeking employment. The mdspts were asked to rate their
perceptions on a scale of 1 to 4: To a great €xtgnmoderately (3), to a little extent (2)
and to a little extent (1). An average mean effilbrceptions was established in order to
provide a generalized feeling of all the responsle#t mean greater than 3.5 implied that
the employee perception was to a great extent. eArmbetween 2.5 — 3.5 implied the
employee perception was moderate while a mean s¢dr®& — 2.5 implied the employee

perceptions were to a little extent. Less thamigan implied not at all.

The standard deviation on the other hand desctheeslistribution of the responses in
relation to the mean. It provided an indicationhafw far the individual responses to
each question vary from the mean. A standard tewmiaf more than 1 indicates that
there is no consensus, greater than 0.5 and lassltlindicates that the responses were

moderately distributed.
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45.1 Respondents perception to the previous DB scheme

The respondents’ perception about the previous @Brse is shown in table 4.8 below.

Table4.8
Statement Std.

N Mean Deviation
Conversion from defined benefit to defined05 2.57 1.484
contribution affected me
| had an adequate understanding of the previddb 3.07 1.354
defined benefit scheme
In general, the previous defined benefit scheme |M66 2.99 1.368
my expectation

Sour ce: Author (2014)

From the analysis, it is clear that the conversaodnthe Public Sector occupational

pension scheme from DB to DC affected the employ@@smoderate extent at a mean of
2.57 and standard deviation of 1.484. However etim@loyees in the Public Sector did
have to a moderate extent an adequate understaatiithg previous DB scheme at a
mean of 3.07. In addition the previous DB schene¢ thme expectations of the employees

in the public sectors to a moderate extent at anméa.99.
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In conclusion, the analysis implies that the empésywere moderately affected by the
conversion from DB to DC scheme particularly theseployees who had been in the
previous DB scheme for a number of years and naivtbaconvert to the DC scheme
following the directive from Government. Havingeoein the previous DB scheme, the
employees had a bit of understanding of the previdB scheme as they had been part of

it and further that the previous DB scheme met tlgpectations to a moderate extent.

35



4.5.2 Respondents perception of the new DC scheme

Table 4.9 shows the respondents perception oféteDdC scheme.

Table4.9

Statement Std.
N Mean Deviation

gl4: When the retirement scheme was beifg5 2.90 1.205
changed to defined contribution, | received
adequate communication.
gl5: | have an adequate understanding of| #@5 3.20 .958
defined contribution scheme and its benefits.
g16: Generally, the defined contribution scherd®5 2.20 1.213
meets my expectation
g17: When | retire the defined contribution scherd@5 2.26 1.193
will provide me with adequate income
g18: Generally, the change from defined benefit405 2.08 1.225
defined contribution was good for me.
g23: My level of job satisfaction increased wjth05 2.00 1.303
the new Defined Contribution scheme.
g27: With the new defined contribution schemé05 3.31 1.172
my employer will no longer be liable in the event
of any loss in the pension scheme.

Sour ce: Author (2014)
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Table 4.9 above reveals the effects of the DC sehamthe respondents. It is clear that
when the pension scheme was change to the DC schieenemployees received to a
moderate extent adequate communication at a mear®0f In addition, the employees
had adequate understanding of the DC scheme drehéfit to a moderate extent at a
mean of 3.20. However, the DC scheme met the ¢xfi@es of employees in the Public
Sector to a little extent at a mean of 2.20. T™as be attributed to the fact that the DC
scheme would provide the employees to a little rexéath adequate income when they

retire at a mean on 2.26.

It is clear from the analysis that the change fioB to DC was good for the Public

Sector employees to a little extent at a mean 08.2. In addition, the level of job

satisfaction for the employees in the Public Seatith the new DC scheme increased to
a little extent at a mean of 2.00. On the wholee of the greatest effects of the DC
scheme on the employees of the Public Sector Otiomp&Pension scheme was the fact
that the employer is no longer liable in the evanany loss in the DC scheme unlike in
the DB scheme where the employer was liable inetrent of any loss in the pension

scheme.

In conclusion, the analysis implies that althoubgke employees in the Public Sector
Pension scheme received adequate communicatioheo€ scheme and further had
adequate understanding of the DC scheme and iefitegrthe change from DB to DC
was neither good for the employees nor did it iasestheir level of job satisfaction.
This goes to show that the employees in the P@aditor were not enthusiastic about the
conversion from DB to DC particularly because ie #vent of any loss in the pension

scheme, the employer would not be liable as wasdke in the DB scheme.
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4.5.3 Respondents perception about their contributions and benefits

The respondents’ perception about their contrim#tiand benefits with the new DC

scheme is shown in table 4.10 below.

Table4.10
Statement Std.

N Mean Deviation
The new defined contribution scheme will provid&05 2.79 1.272

me with less retirement benefits than the previous

defined benefit scheme.

The new defined contribution scheme will provid&05 2.63 934

me with about the same benefits.

The new defined contribution scheme will provid&05 2.25 1.187

me with more retirement benefits than the previqus.

In the new defined contribution scheme my beneft65 3.34 1.195
at retirement will be affected in the event my

employer becomes insolvent

My contribution to the pension scheme increaséd5 2.87 1.432

with the new defined contribution scheme

My employer's contribution to the pension schemé5 2.86 1.421
increased with the new defined contribution

scheme.

Sour ce: Author (2014)
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The new DC would to a moderate extent at a mea®. 43 provide the employees of
Public sector occupational pension scheme withrietgement benefits than the previous
DB scheme. In addition, with the conversion frtira previous DB scheme to the new
DC scheme, the employees in the Public Sector @atmral pension scheme would to a
moderate extent at a mean of 2.63 receive abowatime benefits as those received in the
previous DB scheme. However, it is clear from #malysis that the new DC scheme
provides to a little extent at a mean of 2.25 tmepleyees in the Public Sector

occupational pension scheme with more benefitstttgaprevious DB scheme.

The greatest effect on the employees of the P@#ictor occupational pension scheme
with regard to their contributions and benefits whaes fact that to a moderate extent at a
mean of 3.34, the benefit at retirement would becééd in the event the employer
became insolvent. Further, another effect on thwleyees of the Public Sector
occupational pension scheme was the fact thatrtipdogees contributions as well as the
employers contribution increased to a moderatenéxd a mean of 2.87 and 2.86

respectively.

In conclusion, the analysis above implies that vitb new DC scheme, the retirement
benefits of employees in the Public sector occopapension schemes is less compared
to the benefit they would have received in the s DB scheme. Further in the event
of the employer becomes insolvent in the new D@&swh the retirement benefits of the
employees shall be affected. It is evident tbatlie employees and employers of Public

Sector occupational pension scheme, their contabsitin the DC scheme increased. As
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such, it is evident that the conversion from DB D& affected the benefits and

contributions of employees in the Public Sector.

4.5.4 Respondents perception of the new DC scheme when seeking
employment

The respondents’ perception of the new DC scheneskeking employment is shown
in table 4.11

Table4.11

Statement Std.

N Mean Deviation

With the new defined contribution scheme| |
would consider the pension scheme type provided

by an employer when seeking employment. 404 3.26 186L.

The new defined contribution scheme |is
convenient for me in the event | want to chanpge

jobs. 405 3.19 1.157

Sour ce: Author (2014)

The study sought to know the effects of the conwardrom DB to DC on the
respondents of Public Sector pension scheme whekingeemployment. It is clear that
with the new DC scheme, the employees in the Pudictor occupational pension
schemes would to a moderate extent at a mean 6fcBrdsider the pension scheme type
provided by an employer when seeking employmentaddition, the new DC scheme is
convenient to a moderate extent at a mean of 2lthd employees in Public Sector

occupational pension scheme in the event they teactiange jobs.
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In conclusion, the analysis implies that employaeshe Public Sector occupational
pension schemes would with the new DC scheme censgite pension scheme type
provided by an employer when seeking employmentaddition, the new DC scheme is
convenient for employees in the Public Sector oatiopal pension schemes in the event

they want to change jobs because accrued bene@tC scheme are portable.

4.6 Discussion of findings

DB schemes are employer sponsored where employesfitseare based on a formula
utilizing factors such as salary, longevity of epyshent etc. The investment risk and
portfolio management are entirely under the comfalhe employer. In a DB scheme,
the employee earns a unit of pension usually espresas a percentage of nominal
earnings, or each year of credited service. Thel@yar bears the risk of providing the
employee with a pension benefit (Broadbent et @062. According to Adkins, (2010)

DB schemes tended to afford employees a greaissment benefit than what employees
could expect to receive through other retiremehesees. The study found out that for
majority of the respondents, the DB scheme met thgiectation and that the conversion

from DB to DC affected them to a moderate extent.

The reasons why most of the respondent said thes@®me met their expectation is
because the benefits accruing from the scheme pvedictable and could be determined
as a proportion of their earnings just before eatient. In a DC scheme, members will
not normally know until very close to retirementatltheir benefits will be. The pension

benefits accumulated during the employee’s workicayeer will depend on the
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contributions made while working and the investmezturns earned on the schemes
balances. This again is the reason why for theontgjof the respondents were of the
view that the DC scheme did not meet their expextatat all and further that the change

from DB to DC was not good for them at all.

Broadbent et al, (2006) observe that employeesarDIC scheme are exposed to inflation
risks while assuming other risks such as markegdoity and market timing risk that was
formerly borne by the Employer in a DB scheme. Shuly revealed that under the new
DC scheme, the employer would not be liable in g¢kent of any loss in the pension
scheme. Majority of the respondents were awathisffact. In addition, in the event of
the employer becoming insolvent, under the new Digzsie, the respondents’ benefits
would be affected to a great extent. This howeveuld not have been the case in the

previous DB scheme as the employer was liablerfgri@asses.

DC schemes are by their nature fully funded thahes market value of the scheme’s
assets equals the liability of the sponsor to theme’s beneficiaries (Bodie, et al, 1988).
DC schemes avoid the accrual losses that can beiatsl with DB schemes and provide
mobile workers with a much more flexible means @naging their retirement savings
(Broadbent et al, 006). In addition, employees wb&ep moving from one job to another
generally fare better in DC scheme than in DB sa®m The employees account
balances in a DC scheme once vested are fully ldertaBy comparison, the accrued
benefits in DB schemes generally are not portahiease reduced in value for employees

who change jobs.
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Employees would prefer a pension scheme that doepenalize them in the event of
movement to another job (Turner et al, 2008). barefits in a DC scheme are easily
transferable between employers. DC scheme fudtiers better value for early leavers
in comparison to early leavers under the DB scheffibe study revealed that for the
majority of respondents, they were of the view ttha& new DC scheme was convenient
for them in the event they wanted to change jdbsaddition, a majority of respondents
also said that to a great extent, they would candige pension scheme type provided by

an employer when seeking employment.

The shift towards DC schemes has largely been ponsg to changes in industrial
structure and labour force composition that hawemirise to an increasingly mobile
workforce. Employee movement to other jobs haseased over the past 30 years.
Explanations include changes in the industry contiposof employment, technological
change and changes in the demographic composifiaineolabour forward towards
employees with less stable labour supply. Mor@legyees who change jobs find DC
schemes relatively advantageous because benefitese schemes accrue more evenly
through their career and are entirely portable khdlbe employee separate from the

employer or leave the workforce for a period (Bioaat et al, 2006).
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CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATION

5.1 Introduction

The objective of the study was to establish thegions of Public Sector employees to
the new DC scheme from the previous DB scheme.s Thapter covers summary of

findings, conclusions and recommendations.

5.2 Summary and Discussions

The profile of the respondents was all inclusiveahsages were well represented. In
addition the gender of the respondents was faiidyriduted though there were more
male than female respondents. The respondentswetfeducated with the majority of

respondents having at least a university degrede respondents therefore had an
understanding of the questions asked during thdystuFurther, all levels in the

organizational structure were well representedll the respondents were members of a
pension scheme with the highest majority being nemsibf a DC scheme and therefore

aware of the new scheme.

It is clear from the responses that employees ibli®Bector pension schemes were
moderately affected by the conversion to the new 42@eme from the previous DB
schemes. In addition the previous DB scheme netethployees’ expectations to a
moderate extent as compared to the DC scheme winétithe employees’ expectations

only to a little extent. Employee in Public Secfmnsion schemes had a moderate
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understanding of the DB scheme having been inNbotwithstanding the fact that the
conversion from DB to DC was a Government diregtitee information on the
conversion was to a moderate extent disseminategsimployees in the Public Sector

pension scheme.

The information relayed to the employees gave thgave them a moderate
understanding of the DC scheme and its benefitewdder, in spite of the information
given, employees in the Public sector pension selsdelt that the conversion was good
for them only to a little extent. Job satisfactiohthe employees in the Public sector
occupation pension scheme also increased to @ éitent with the conversion. The
contributions and benefits of the employees inRblic Sector Pension schemes were
affected with the conversion from DB to DC. Itdear from the analysis that with the
new DC scheme, the contributions of both the emgdeyand the employers increased

moderately.

The study revealed that with the new DC scheme btreefits at retirement would be
affected to a moderate extent in the event the @yeplbecame insolvent. Further, in the
event of a loss in the pension scheme, the emplayttre new DC scheme is not liable.
The new DC scheme however is the occupational penstheme of choice for the
mobile employees who like changing jobs every derofis their benefits were easily

transferrable and they would not incurring any loss
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5.3 Conclusion

The study sought to find out the employee percepiiothe conversion of Public Sector
Occupational Pension schemes to the new DC schemethe previous DB scheme. It
is evident that the conversion from DB to DC motkdyaaffected employees in the
Public Sector Occupational Pension scheme. Howehatrnotwithstanding, following

the Treasury circular requiring all Public SectenBion Schemes to convert from DB to
DC, conversion is likely to continue. It is furthelear from the study that employees
who wish to change jobs several times during tanmeer have opportunity to do so
because the DC scheme is portable and the acdiskahgsociated with the DB scheme

does not arise.

The Government’s directive for the conversion dfPalblic Sector Occupational Pension
schemes from DB to DC was as a result of a reviéwh® public service retirement
benefits scheme where it was found that most sch@meald not meet the funding level
required by the RBA. As such in the event of lrsg in the Public Sector Occupational
Pension schemes, the Government as the sponsanédiedle. The directive therefore
that conversion from DB to DC takes place was a feayGovernment to try to ensure
there is equity in sharing cost of funding betweemloyer and employees thus reducing
the financial strain on the part of the Governmwhich has been achieved where the

conversion from DB to DC has taken place.

The conversion from DB to DC has not been withdw#tllenges owing to the fact that the

risks that were previously borne by the employespmnsor have now been transferred to
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the members of the DC scheme. Example it was flear the study that the DC scheme
will no longer be liable in the event of pensiosdes. Other risks include investment

risks and inflation risks.

5.4 Recommendations

The study recommends that whereas the Governmehnamabjective when they gave
the directive that all Public Sector occupationathgion scheme convert from DB to DC,
Government should provide ample time for the octiopal pension schemes to first and
foremost understand the implications of the cosieer and then in turn cascade that

information to their employees.

The study also recommends that going forward in&diom on the conversion from DB
to DC is given to a great extent with them aim mgwring that employees are well aware
of the DC scheme and its benefits. The study tedehat with regard to communication
on the conversion from DB to DC, employees in Rul8ector occupation pension

schemes were given information only to a moderstens.

The study further recommends for more sensitizadioemployees on the benefits of the
new DC scheme as it was clear from the study tleahew DC scheme did not meet their
expectations and neither was the conversion goothtoemployees. For a majority of
the employees, their contribution increased. Sigasion of the employees will be
geared towards making them understand and seeetiedits of the new DC scheme in
the long run. The sensitization of employees algb ensure that they are aware of what

is expected of them in the new DC scheme.
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The study also recommends for further researctetddme to establish if the employees
perceptions to the conversion from DB to DC havanged. This would augment this
study as it would show whether employees percepti@ve change and therefore justify
the Governments decision for the conversion ofPalblic Sector occupational pension

schemes.

48



REFERENCES

Aaronson, S., Coronado, J. (2005), “Are firms orkeos behind the shift away from  DBS
pension plans?”: Finance and Economics Discuss@mes$ No. 2005-17, Divisions of
Research and Statistics and Monetary affairs, lbdRaserve Board of Governors, San
Francisco, CA.

Aiyabei, J. (2010), “Challenges of Pension Schetmié $rom Defined Benefits to Defined
Contribution”: Paper presented at the 6th Annuadt&@a and Central Africa Pension
Funds Conference in Nairobi.

Anderson, C.R., & Paine, F.T. (1975), “Managinggegtion”, Strategic Behaviour Academy of
Management Journall8: 811-823.

Blake, D. (1999), Portfolio choice models of pension funds and ligsumance companies,
similarities and differencésGeneva paper on Risk and Insurance, 24, 327-357.

Blake, D. (2000), “Does it matter what type of pensyou have?”the Economic journalVol.
110, February.

Blake, D. (2003), Financial System Requirement for Successful Peri&gdorm”: Unpublished
paper University of London.

Bodie, Z. Marcus, A. J. & Merton, R.C.(1988)Défined Benefits Vs Defined Contribution
Plans: What are the Real Trade-Offsniversity of Chicago press. Page 132 — 162.
http://www.nber.org/books/bodi88-1

Barnow, S. B and Ehrenberg R. G. (1979he Cost of Defined Benefits Pension Plans and
Firm Adjustment® The quarterly journal of economics, Vol. 93, Nb.(November,
1979), pp. 523 — 540. http://www.jstor.org/stab834468

Chirchir, S. (2010), Conversion of Defined Benefits Schemers to Defi@eamtribution
Schemes”Available onhttp://www.rba.go.ke

Chitembwe, S. (2007),The Role of NSSF in the welfare and developmethiedfenyan Society
NSSF, Kenya” Paper presented at the ‘Mijadala on Social Ppli@pvernance and
Development in Kenya’ sponsored by Developmentdydilanagement Forum on 28
April, 2007 at Nairobi Safari Club.

Clark, R. L. and Munzenmaier, F. W. (2000): “Impat replacing a defined benefits pension
with a defined contribution plan or a cash balaptan”. North American Actuarial
Journal Volume 5, Number 1.

Colin, H. and Orla, G. (2002) Employee evaluati@iscompany occupational pensions HR
implication. Emerald Personal Review Vol. 32 Np2G03 pp 319 — 340.

49



Cooper, D. R. (1999), Occupational Pensions foeaiployees. Vol. 21 No. 2, 1999, pp 145-
158.

Davis, E. P. (2000), Regulation of private pensj@sase study of the UK. Working paper No.
P1-2009, The Pension Institute, Birkbeck Collegadon.

Demler, W. W. (1960), Psychology of Perceptionin¥ton Publishers New York.

Elsbach, K.D. Barr, P.S. & Hargadon, A.B. (2005yertifying situated cognition in
organizations. Organization Science 16(4), 422-433

Fishbein, M. & Ajzan, I. (1975)ntroduction to Theory and Researdbxford Press, New York.

Gibson, J. L. Ivancevich, J. M. and Donnely J. H(1996), “Organizational behaviour structure
process”, § Edition, Irwin Chicago.

Hannah, L. (1986), Inventing Retirement: The Depatent of Occupational Pensions in
Britain, Cambridge University Press, Cambridge.

Hudson, R. (2008), “Has regulation killed off thefided benefits scheme as a cost effective tool
for human resource management®urnal of Financial Regulation and Compliance
Vol. 16 No. 3.

Institute of Economic Affairs (2002),'Charting tHeture for Kenya’'s Retirement Benefits
Industry. The Point: Bulletin of the Institute oE&omic Affairs, Issue No. 51: January
2002.

Kakwani, N. Sun, H. & Hinz, R. (2006), Old age Payeand Social Pensions in Kenya,
International Poverty Centre, Working paper No. 24.

Kareithi, A. (2009), Storm over control of Multibon Pension Scheme. The Standard, January
21, 20009.

Kombo, D. S, & Tromp, D. L, (2006), “Proposal andeBis writing: An Introduction”. Nairobi,
Pauline Publishers Africa.

Krejcie, R.V. & Morgan, D.W. (1970), Determining rsple size for research activities.
Educational and Psychological Measurement, 30,63@ -

Kotler, P. (1997), “Marketing Management” Analysiganning, interpretation and control”,
Nineth Edition USA: Prentice Hall.

Kusewa, (2007), The impact of regulation on thérement benefits sector on the financial

performance of occupational pension schemes in &eMBA project (Unpublished),
University of Nairobi.

50



Kyengo, (2010), A survey of Pension coverage afnmifal sector workers in Nairobi County.

Lunnon, M. (2002), Annuitization and Alternatives; Proceedings of the Transaction of the
27" International Congress of Actuaries, Cacun.

McGinnis, S.K. (2007), Organizational behaviour amdnagement thinking. Idntroduction to
Health Care ManagementJones and Bartlett Publishers, Google booksShmgrol Bell
Buchbinder & Nancy H. Shankisttp://bookd.google.co.ke/books?nd=FPH7B

Morindat L.N. (2005), Impact Assessment of Pendreform in Kenya. MBA thesis, Moi
University Eldoret.

Mutua, N. (2003), Survey on the extent of compleanath the Retirement Benefits Act by
retirement benefits schemes in Kenya.

Mutuku, 2004, Role of the actuary in a retirembanefits scheme. Article for the official
journal of the Nairobi University Actuarial Studsmssociation, 2004 publication.

Mutuku, N. (2010), ‘The impact of the Global FinalcCrisis on the Pension Sector in Kenya’' .
http://papers.ssrn.com

Nelson, D. & Quick, J. (2008), Understanding Orgatibnal Behaviour (3 ed.). Mason, Ohio,
Thomson Outh- Western.

Njuguna, C. (2010), Impact of Retirement Benefiegulations on the cost efficiency of
Retirement Benefits Schemes in Kenya.

Omondi, M. (2010, August 12), Employers face KsB@B top up bill in new pension rules.
Business Daily, ppl.

Otieno B. (2003), Challenges facing managememesfsion Funds in the Investment Industry
in Kenya. MBA thesis, Moi University, Eldoret.

Palacios, R. and Whitehouse, E., (2006), “Civilv@sr Pension Schemes around the world”
Discussion paper No. 0602, pp 1-89.

Pattanayak, B. & Mishra, P.K. (1999), Change foovgh, Understanding Organizational
Development. Wheeler Publishing, New Delhi.

Pauuwe J. (1997), “Introduction to Special Issues Human Resource Management and
Retainment”. The International Journal of HRMB;26

Public Finance Notes (2012), Dissemination Notes. Mo “Reforms in Public Finance

Management”. Public Financial Management Reform#jc® of the Deputy Prime
Minister and Ministry of Finance.

51



Raichura, S. K. (2008), Analytical review of thenB®n System in Kenya.

RBA Act (1997), Revised Edition 2000, Incorporatitite Retirement Benefits (Amendment)
Act 1997.

RBA ACT 2000, Government printers. Nairobi

RBA Quarterly report 2008. Available dttp://www.rba.go.ke

Robbins, S. (1996), “Organizational behaviour: Gxgpiccontroversy application”, Seventh
Edition, Prenhallindo, Jakarta.

Roberts, I. (1997), Fringe Benefits”, in Beardwelland Holden, L. (Eds)duman Resource
ManagementA Contemporary Perspectivé®2d., Pitman, London, pp. 549 — 610.

Ross, D., Wills, L. (2002), “The shift from Defindenefits to Defined Contribution Retirement
Plans and the Provisioning of Retirement Savingsiidon Institute, Discussion Paper
P1-0210.

Taylor, S. And Earnshaw, J. (1995), “The provis@noccupational pension in the 1990s: an
exploration of employee objectives”, Employee Rels, Vol. 17, pp. 38-53.

Treasury Circular No. 18 of 2010, “Public ServRetirement Benefits Schemes” issued ofi 24
November, 2010.

Saari, L.M. & Judge, T.A. (2004), Employee attitadend job satisfactionHuman Resource
Managemen#3(4), 395 — 407.

Schuler, T. (1989), “Financial participation”, irtagey, J. (Ed)New perspectives on Human
Resource Managemeroutledge, London, pp 126 — 136.

Stoner J.A.F., Freeman R.E., & Gilbert, Jr. D. R(02), Business Management. Prentice hall of
Inter Private Limited.

Taylor, P. (2000), “Occupational pensions and elygdoretention”, Employee relations, Vol. 22
No. 3, pp. 246 — 259.

Tella, A. Ayeni, C.O. & Popoola, S.0.(2007), Workotivation, job satisfaction and
organizational commitment of library personnel ita@demic and research libraries in
Oyo State, Nigeria. Practice of Library and Plolasy.
www.webpages.uidaho.edu/~mbolin/

Terry, N. G. and White, P. J. (1997), “The role ménsion schemes in recruitment and
motivation; some survey evidence”, Employee Retetjd/ol. 19 No. 2, pp. 160 — 175.

52



Terry, N. G. and White, P. J. (2000), “Occupatiopahsion Scheme and their interaction with
HRM”, Human Resource Management Jouriall. 8 No. 4, pp. 20-36.

Terry, N. G. and White, P. J. (2000), “Occupatiopahsion Schemes and Human Resource
Management”: Survey evidence.

Turner, J. A., Hughes G, (2008), “Large declinePrfined Benefits Plans are not inevitable:
The experience of Canada, Ireland, UK, USA”. Pamdnstitute, Discussion Paper P1-
0821.

Van Dullemen, C. (2007) ‘Pensions in Developing @es: A quest for modern format for
intergenerational solidarity’ United Nations.
http://www.un.org/esa/socdev/unyin/documents/egrhquoct07_vandullemen.pdf

Wanjohi, C. Wanjau, K. and Odhiambo, D. (2011), Toke of Pension schemes on motivation
of employees. A case study of Tuskys supermarkBtime Journals of Business
Administration and Management (BAM) Vol. 1(9), [@25-302.

Wanyama, R. (2002), Pension Schemes and Providlemd investment portfolios in Kenya.
Implications of investment guidelines under retiezn benefits Act (1997) and
Regulations (2000).

Watson, R. (2008), “A review of risks, costs anchdfeés of defined contribution and defined
benefits pension schemeslpurnal of Financial Regulation and Compliandépl. 16
Issue: 3 pp. 230 — 238.

Williamson, J. B. & Howling, S. A. (2003), “The nonal defined contribution approach to

public pension reform: implications for women andwiwage workers”, The
international Journal of Sociology & Social Policyol. 34, pp 660-681.

53



APPENDI X 1 QUESTIONNAIRE

Introduction: Good morning/Good afternoon. Youwddeen randomly selected
for an academic survey on employee perceptionedaméew defined contribution
scheme from the previous defined benefits schekiadly tick or write on the
spaces provided as appropriate.

SECTION A: PERSONAL INFORMATION
1. Name: (Optional) ....cooviieiiiiii e

2. Kindly indicate your age bracket

21 — 30 [ ]
31- 40 [ ]
41 — 50 [ ]
51 — 60 [ ]

3. What is your gender
Male [ ] Female [ ]
4. Highest level of education

Post University [ ]
University [ ]
Higher National Diploma [ ]
Diploma [ ]
Form 6 [ ]
Form 4 [ ]
Others (Specify)

5. What level are you in the organizational Structure

Senior Management [ ]
Middle Management [ ]
Junior Management [ ]
Support Staff [ ]

6. Are you a member of a Pension Scheme
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Yes [ ] No [ ]
7. What is the design of your retirement benefit plan?
Defined Benefit ( ) Defined Contribution ( ) Donow ( )
8. How long have you been in your Pension Scheme? .................

9. When did the conversion from Defined Benefits tofibed Contribution
occur?

10. Before the conversion what was the pension faofoyour retirement
scheme?

SECTION B: PERCEPTIONS OF EMPLOYEES

Using the scale below, please indicate your response by ticking each of
theitemsthat best describes your perception of the pension scheme

1 - Not at all

2 - To a little extent

3 - Moderately

4 - To a great extent

Questions
Not To a Modera- To a
atall little tely great

extent extent
11. Conversion from defined benefit td 2 3 4
defined contribution affected me.
12. | had an adequate understanding bf 2 3 4

the previous defined benefit scheme
and its benefits.
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

In general, the previous defined
benefit scheme met my expectation.

When the retirement scheme wds
being changed to defined
contribution, | received adequate
communication.

| have an adequate understanding bf
the defined contribution scheme and
its benefits.

Generally, the defined contributiod
scheme meets my expectation.

When | retire the definedl
contribution scheme will provide me
with adequate income.

Generally, the change from definedl
benefit to defined contribution was
good for me.

The new defined contributiornl
scheme offers me an opportunity to
select my desired investment
portfolio.

The new defined contributionl
scheme will provide me with less
retirement benefits than the previous
defined benefit scheme.

The new defined contributionl
scheme will provide me with about
the same benefits.

The new defined contributionl
scheme will provide me with more

retirement benefits than the previous
defined benefits scheme.
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23.

24.

25.

26.

27.

28.

29.

30.

My level of job satisfactionl
increased with the new Defined
Contribution scheme.

In the new defined contributiorl
scheme, my benefits at retirement
will be affected in the event my
employer becomes insolvent.

My contribution to the pensionl
scheme increased with the new
defined contribution scheme.

My employer’s contribution to thel
pension scheme increased with the
new defined contribution scheme.

With the new defined contributioril
scheme, my employer will no longer
be liable in the event of any loss in
the pension scheme.

With the new defined contributioril
scheme, | would consider the
pension scheme type provided by an
employer when seeking

employment.

The new defined contributionl
scheme is convenient for me in the
event | want to change jobs.

In  general, the organizatiorl
managed the change in retirement
plan very well
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