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ABSTRACT
The KNEC pension scheme is under management hyag@administrator. Like all such
administrators, Liberty Pensions Itd is under bagdof the sponsor to adopt the new pension
plan for and on behalf of KNEC. It is known thatvate pensions are not generally actuarially
neutral. To the contrary, an important functiorpehsion plans is to structure benefits so as to
induce employees to exit the organization at a goresistent with the employer’s preferences.
The organization is posited to have a target e date when the value of compensation paid

to the employee equals the value of the employg®ductivity in the organization.

On the other hand, the employees are posited ectdbleir desired retirement dates by
maximizing remaining lifetime utility, as a functi@f consumption and retirement leisure,
subject to time and money constraints. The timesttamt recognizes the finiteness of the
employee’s expected remaining lifetime. The moraystraint however, is determined by labour
market earnings for as long as employment contianesby pensions and social security after

retirement.

This study therefore shall assess the income-effguict on the employees due to the revised
contribution scheme. At the same time, the studlyfiwd out if there was another option for
KNEC employees to choose another pension plan witheing seen to contradict the

government position.

viii



CHAPTER ONE

INTRODUCTION

1.1 Background of the study

The Kenya National Examinations Council is a Not-Poofit Government Corporation. It is
mandated through an Act of Parliament (CAP. 225A380, Revised 2012) to conduct school
and post-school national examinations, except usityeexaminations. It awards certificates to
successful candidates, besides undertaking otlaenieations related functions. The KNEC has
a permanent workforce of 504 employees who arerumdedatory registration as members of
the organization’s pension scheme, the KNEC StafirBnent Benefits Scheme (KNEC SRBS

Report, 2012).

This scheme was inaugurated in 1989 as a DefinedfB&cheme and remained so until the
year 2010. The Government directed all its Depants)eState Corporations, Semi-Autonomous
Government Agencies and Parastals to covert tlegisipn schemes to Defined Contribution
Schemes in that year (GoK, 2010). Thus, the KNEhda State Corporation, had all

pensionable staff automatically absorbed into #ae scheme.

The term pension is used interchangeably with sticlr terms like retirement benefits,
retirement package, among others (GoK, 1997). Bypadoension is a contract for a fixed sum
to be paid regularly to a person, typically follogiexit from service at a predetermined age. A
pension created by an employer for the benefinaéraployee is commonly referred to as an
occupational or employer pension. Occupational ipessare a form of deferred compensation,

usually advantageous to employee and employegaforgdasons. Many pension schemes
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invariably carry an insurance component, becausa ofhey will pay benefits to nominated
survivors or disabled beneficiaries of the pensip(aailable on http://www.wikipedia.com.

Retrieved on 12 April 2013).

In this study, the term pension will be used toalerthe arrangement for the payment of some
financial benefits to an employee upon exit from dinganization at a predetermined date, the
retirement age (Cole, 2009). The specific areduwfyswill focus on the defined benefit and the

defined contribution schemes as applicable to tNE& SRBS.
Overview of Pensions Sector in Kenya

The pensions sector in Kenya had an undefined tortih 1963 (GoK, 2000). A Kenyan
concrete plan for pension scheme administratiok &ffect in 1963 with the establishment of
the National Social Security Fund. Into this fuathployers were mandated to contribute a

percentage of the worker’s pay on monthly basi® flimd was run as a defined benefit scheme.

Besides the NSSF, Kenya has had other pensionsstimames, namely the Civil Servants
Pensions Scheme otherwise referred to as the Wiildrén Pension Scheme; the Occupational
Retirement Scheme; and the Individual Retiremehe8®. The four schemes combined serve a
mere 2 million workers out of an approximate workfof 7 million Kenyans (Kakwani, et al,
2006). More recently, the government has show moneerted effort in improving the lifestyle

of retirees as shown in Kenya Vision 2030 Docunfé&ukK, 2005) and elsewhere (UN 2008,

July).



Background of Pension Schemes

Historical Background

The history of pension schemes is rightly attribluie western civilization (Trousdale, 2005).
Widows' funds were among the first type of pensimangement to appear in Europe. For
example Duke Ernest the Pious of Gotha in Germiauyded a widows' fund for clergy in 1645
and another for teachers in 1662. Various schergouision for ministers' widows were then
established throughout Europe at about the staheogighteenth century, some based on a
single premium while others were based on yeadynmums to be distributed as benefits in the
same year. The earliest pension fund plan is trexedperannuation schemes in Germany in
1889 set up as part of Otto von Bismarck's soemiklation, the Old Age and Disability
Insurance Bill (available from http://www.wikiped@m. Langley, 2006). In 1875 the
American Express Company established the firsiapeipension plan in the United States. Prior
to the 1870s private-sector plans did not exismarly because most companies were small
family-run enterprises. Public pensions got th&rtswith various ‘promises’, informal and
legislated, made to veterans of the Revolutionasy whd, more extensively, the Civil War.
They were expanded greatly, and began to be offeyednumber of state and local
governments. This trend gained momentum duringthealled &arly progressive eran the

late nineteenth century (available on http://wwwi.ebg. Retrieved on T2April 2013).

There is a history of pensions in Ireland that loartiraced back to Brehon Law. The law imposed
a legal responsibility on the kin group to takeecaf its members who were aged, blind, deaf,
sick or insane. In the UK, the beginning of the erodstate pension was the Old Age Pensions

Act 1908, that provided UK (£0.25) a week for thoser 70 whose annual means did not
3



exceed £31.50. It coincided with the Royal Comnoissin the Poor Laws and Relief of Distress
(1905-09) then deemed as the first step in therhibeelfare reforms to the realization of a
system of social security. It was to become thanpleyment and health insurance through the
Irish “National Insurance Act” 1911 (available bttp://www.wikipedia.com. Retrieved on 12

April 2013).

Modern Pension Schemes in Global Scene

A growing challenge for many nations is populatageing. As birth rates drop and life
expectancy increases an ever-larger portion optipellation is elderly. This leaves fewer
workers for each retired person. In almost all dtgved countries, this means that government
and public sector pensions could collapse theinegoves unless pension systems are reformed
or taxes are increasé€dne method of reforming the pension system isdcese the retirement
age. Two exceptions are Australia and Canada, wherpension system is forecast to be
solvent for the foreseeable future. In Canadainfstance, the annual payments were increased
by some 70% in 1998 to achieve this. These twmnatalso have an advantage from their
relative openness to immigration. However, thepuydations are not growing as fast as the U.S.,
which supplements a high immigration rate with ohéhe highest birth rates among Western
countries. Thus, the population in the U.S. isag#ing to the extent as those in Europe,

Australia, or Canada.

Another growing challenge is the recent trend afest and businesses in the United States
purposely under-funding their pension schemesdermto push the costs onto the federal

government. For example, in 2009, the majoritytates have unfunded pension liabilities



exceeding all reported state debt. Bradley Bettnfey executive director of the PBGC (the
Pension Benefit Guaranty Corporation, the fedegahay that insures private-sector defined-
benefit pension plans in the event of bankruptiegtified before a Congressional hearing in
October 2004, "I am particularly concerned with tiptation, and indeed, growing tendency,
to use the pension insurance fund as a meansdamabt interest-free and risk-free loan to
enable companies to restructure. Unfortunatelycthreent calculation appears to suggest that
shifting pension liabilities onto other premium pag or potential taxpayers is the “path of least

resistance rather than a last resort."

Challenges have further been increased by thetanedich of post-2007. Total funding of the
nation's 100 largest corporate pension plans fe#i303bn in 2008, going from a $86bn surplus

at the end of 2007 to a $217bn deficit at the €DO8.

India is a developing economy that has made impressrides in the sector of pension schemes.
The Employees' Provident Fund Organisation (EPB@)statutory body of the Government of
India under the Ministry of Labour and Employmdhadministers a compulsory contributory
Provident Fund Scheme, Pension Scheme and an hesugeheme. It is one of the largest social
security organisations in the India in terms of tlsenber of covered beneficiaries and the
volume of financial transactions undertaken. Th&@RB apex decision-making body is the
Central Board of Trustee (CBT). The Employees' Ri@wt Funds and Miscellaneous Provisions
Act, 1952 came into effect o'arch 1952. The organisation is administered Byeatral

Board of Trustees, composed of representativeseo&overnment of India, provincial

governments, employers and employees. The Unionwaldinister of India chairs the board.



The Chief Executive of the EPFO, the Central Prentd-und Commissioner, reports to the

Union Labour Minister through the Permanent Secyatathe ministry.

The Constitution of India under "Directive Prin@plof State Policy" provides that the State
shall within the limits of its economic capacity keseffective provision for securing the right to
work, to education and to public assistance incas@nemployment, old age, sickness &
disablement and undeserved want. The EPF & MP 1882 was enacted by the Parliament of
India and came into force with effect frofi March 1952 as part of a series of legislative
interventions made in this direction (availablehttp://www.wikipedia.org. Retrieved on 20

June 2013).

The term retirement plan is referred to as superatiwnplan in Australia and New Zealand.
Superannuation in Australia refers to the arrangesevhich people make in Australia to have
funds available for them in retirement. In Austiathe government supports and encourages
superannuation arrangements, and minimum provisiemsompulsory for employees. Frofh 1
January 2014, employers are required to pay defaulributions to an authorized “MySuper”

product.

The graph in figure 1 shows a typical pensions sehgrowth in Australia, a developed
economy country. This is the total superannuatnolustry liabilities for members funds and
reserves (A$ millions) since 1988 (available ompi#tbww.wikipedia.org. Retrieved on 20

June 2013).



Tolal superanmuation fund asseal growif (5 Avarage | 1 EeE- 005

Fig.1. Annual total superannuation industry assetvth 1996-2005 in Australia.

In Malaysia, the pension scheme is called Empldy@ewident Fund (EPF). The Malay KWSP
is the Malaysian government agency, equivalenh@d\NSSF in Kenya, under the Ministry of
Finance. It is mandated to manage the compulsagpgsaplan and retirement planning for
legally employed workers in Malaysia. The EPF hawers to invest members’ funds for
income generation as evinced by the purchase 8d@de 2012, of the London's Battersea
Power Station site according to Bloomberg in “204éibers General Information”. (Available on

Official EPF websiteRetrieved 14 June 20)L3

1.2 Statement of the Problem

The KNEC SRBS has been in existence since 198%lareed benefit plan. As such, the employer was
under the terms defined in the Trust Deed supptsedntribute 28% of the employee’s basic pay & th
plan. The employee on the other hand was obligatedntribute 2% of his/her basic pay towards this

pension plan (KNEC SRBS Trust Deed, 1999).
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However, this arrangement was altered by the gowent decision to have KNEC scheme, among other
government agencies and corporations changed tofa@SJuly 2011. When this new pension plan
was adopted, the contributions made to the perssibeame changed to 20% for the employer and 10%
of the employee’s basic pay respectively. Thisgtlthll establish if the change from DBS to DCS had
any impact on the employees. It will also estahligtNEC staff stands to gain better retirement

benefits under DCS.

1.3 Overall Objective of the Study

The overall objective of this study was to assesstiier KNEC staff have suffered any financial

distress as a result of the change from DBS to DCS.

Specific Objectives

The objectives of this study were to:

i) To establish if the pension scheme conversion hgdreeome-effect impact on the

pensionable employees of KNEC;

i) To establish whether the defined contribution saheffered a better financial

retirement position to the KNEC retirees as oppdedte defined benefit scheme;

iii) To determine the extent the scheme conversioaffested the employer and employee

contributions.

iv) To make recommendations based on the study outaatmeespect to the best option for

KNEC retirement benefits scheme administration.



1.4 Resear ch Questions

i) To what extent did the pension scheme conversi@ctahe income of the pensionable

employees of KNEC?

i) To what extent did the scheme conversion affecethployer and employee

contributions?

iii) Did the defined contribution scheme afford a bditeancial retirement position to the

KNEC retirees as opposed to the defined beneférse?

iv) In terms of the projected benefits, is there aifigant difference between the benefits

accruing from DCS compared to those realizable fiB% for a retiree?

1.5 Justification of the Study

The Kenya National Examinations Council is a fastwng organization in terms of staff
numbers (KNEC Bulletin, Sep. 2012). The compositbithe staff is such that the professional
cadre in some key departments such as ReseardiD@&edopment and ICT form the majority.
In order to retain such professionals, one pririgipzentive that the employer could use is a
financially promising retirement benefits plan. Tdw#come in this study could therefore be a
pointer to KNEC on whether DCS as the current memplan holds out this prospect to the

professional cadre.

1.6 Assumptions

In this project, it was assumed that:



The respondents to the instrument of informatiapture were free of any inhibitions to self
disclosure;

The respondents had understood the working nmésrna of the DCS even though no
option to another pension plan was available;

There were no extraneous variables that wouldretike influence the outcome of the
project findings.

The respondents would be unbiased in their regsoinem the point of view of the

researcher being their colleague at work.

1.7 Limitations of the Study

This study was exclusively conducted on the KNE@spenable staff. As such the sample
population may not be representative enough torgéne the results to other government
corporations that had their pension schemes cat/étDC. Again, the KNEC operations and
staff are scattered in six locations within the.cithis arrangement is due to lack of central
premises for the organization. The movement of etiveen these operating stations is high.
This may have affected effective gathering of infation from the staff whole will formed the

sample population in his study.

Costs were incurred in travelling and other aaggito KNEC stations on data collection and
analysis. In consideration of financial constraithe researcher used only one method of data
collection, namely, questionnaires. A sample paputeof KNEC employees was used and thus

reduced the number of questionnaires sent ousfwralents.

10



The major constraints to authentic responses waeaalpersonal biases, inhibitions on self-
disclosure, or lack of basic understanding of pmmschemes in completing the questionnaires
by respondents. To mitigate some of these constrahre respondents were reached each in
person. To minimize respondent bias, the questioemavere hand delivered to the respondents
personally rather than sending through third partdes far as possible it was explained to the
respondents the purpose for the study in ordeisjgetiany fears they may have in their

responses.

For some reasons, some respondents may have nwowedlk in other stations or failed to return
the questionnaires. To mitigate such occurrencesdsearcher gave one week for completing

the document. For those questionnaires not retuthedesearcher ignored that input.

1.8 Definition of Terms

Annuity

This is a financial product sold by financial ingtions that is designed to accept and grow funds
from an individual and then, upon maturity, pay awtream of payments to the individual at a
later point in time. Annuities are primarily useslameans of securing a steady cash flow for an
individual during their retirement years (availabke http:www.investopedia.com. Retrieved"17

June 2013).
Gratuity

In Business and Commerce, a gratuity is a gifearard, usually of money, for services rendered

or tip. It also means something given without clanobligation. In the military, a gratuity also

11



means a financial award granted for long or maata service (available from http://www.the
freedictionary.com. Retrieved on"13une 2013).

Pension

Pension means a regular payment made by the Statpdrson who is old, disabled or widowed

or by a former employer to an employee after lognyise and retirement (Hornsby, 2012).
Pension scheme

A pension scheme is a way of saving for ones regérg so that one has an income after exiting
from employment. Pensions saving may be done hingeine through the employer or joining
a personal pension scheme. One can save for aopamsng both types of pension scheme at the

same time if one so chooses (available on httpyvihmrc.gov.uk. Retrieved f7June 2013).

Retirement benefit plan

The term retirement plan refers to a pension goanp®n retirement of the individual.
Employers, insurance companies, the governmenther astitutions such as employer
associations or trade unions may set up retireplans. Retirement pensions are typically in the

form of a guaranteed life annuity, thus insuringiagt the risk of longevity (Armstrong, 2011).
Superannuation

This is a monthly payment made to someone whetied from work. It is a regular payment to
a person that is intended to allow them to sulgisiout working ((available from

http://www.the freedictionary.com. Retrieved or"1lune 2013).

Trust

12



A trust is a relationship whereby property, reapersonal, tangible or intangible, is held by one
party for the benefit of another (beneficiaries)trdst conventionally arises when property is
transferred by one party to be held by anotherydartthe benefit of a third party (the trustee). |
is however, also possible for a legal person (viddial, company or partnership) to create a trust
of property without transferring it to anyone elsenply by declaring that the property will

henceforth be held for the benefit of the beneffic(doles & Terry, 1999).

1.9 Summary

The objective of this chapter was to highlight ém¥ironment of the pension scheme for KNEC
employees. It has examined the history of the pensthemes in a global perspective, but more
specifically the Kenyan scenario. It has also aetli the research problem including the problem
statement, purpose, objectives and the researdtigo® In addition, the importance of
assumptions made, the scope and the limitations discussed. In addition, less familiar terms
used in the study were defined. Chapter 2 willeevthe related literature in seeking to
understand the mechanisms of pension’s adminstraitnd management. Chapter 3 will
describe the research methodology for this stutlis ihcludes the research design, population,
sampling design, types and sources of data, quadityrol, ethical issues, data collection and
design and data analysis. The analysis of dataatell is presented in chapter 4 while chapter 5

is the summary of the study outcome, conclusiomsracommendations.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The process of Literature review in research ingslieading into the field of study in order to
gauge where the researcher’s ideas fit (Wisker@R0he researcher would be interested in
what can inform her/his ideas and what others thmk have discovered. The focus is to define
where and in which ways her/his area of questigniegsearch and findings could contribute to
existing knowledge as well as extending meaninguantterstanding in the area under research

(Mugenda & Mugenda, 2008).

This chapter examines the work done on pensioKeiya and beyond by the various interest
groups, among them the government, researchersthads. The chapter also looks at the

theoretical framework that will form the basis bistreport.

The pensions system in Kenya is anchored in thedRetnt Benefits Act (RBA) of 1997. Prior
to the Act, pensions were under the control ofdagous institutions and organizations that
managed their employees’ retirement benefits (Kimup99). The National Social and Security
Fund catered for the private sector; universitie$ some corporations had superannuation
schemes such as the defunct East African Examimsa@muncil Superannuation scheme while

still other organizations operated individual ociggational retirement schemes (Mwangi, 2012).

14



2.2 Typesof Pension Schemes

Pension schemes may be divided according to thenselplan or the sponsorship. There are four
main categories, namely Defined Benefits plan, ibeefiContributions Plan, a Hybrid of the two
and provident fund plans. On the other hand, spshgoor ownership may be used to define a
pension scheme. In this case, there are schemestegpéy private sector organisations where
the National Social Security Fund falls. Then thierthe Government sponsored Public Service
Pension Scheme, wholly catering for the Civil SegviThere are also schemes set up by
employers for the benefit of their employees ompwn as Occupational Schemes. The last
category in this group is the Individual PensioarRIset up by institutional providers to cater for
members who are neither tied to an employer nardtirm of formal employment (RBA,

2000). A brief overview of each category follows.

The Defined Benefits Plan
Thisis designed to guarantee an individual a specifiedusanof benefit after retirement. These
benefits undergo actuarial valuations based ommauia. The defined benefit depends on certain
factors such as years of service and member’sreggnMembers in this type of plan are advised
on a specific amount that they are to contributdnéoscheme. The main types of pension
schemes that operate under defined benefits atgational retirement schemes and civil
service pension schemes.

Defined Contributions Plan
This is where a member’s contribution together aitly funds from her/his employer is
deducted and remitted to a registered pension sli@nnvestment. The amount that the

member receives at retirement is dependant orotakamount of money contributed and the

15



investment performance over the period of timeividdial pension schemes and occupational

schemes can be found under this category.
Hybrid plan

Hybrid plan combines the features of DCS and DEf plesigns. One form of hybrid plan is the
cash balance plan which is basically a defined titgplan made by the employer, with the help
of consulting actuaries who make it appear asis#f i defined contributions plan. In general,
they are usually treated as defined benefit plansaik, accounting and regulatory purposes. As
with defined benefit plans, investment risk in hglatesigns is largely borne by the plan sponsor.
As with defined contribution designs, plan beneddits expressed in the terms of a notional
account balance, and are usually paid as cashdeslaqpon termination of employment. These
features make them more portable than traditioehhdd benefit plans and perhaps more
attractive to a more highly mobile workforce (agaile on http://www.wikipedia.com.Retrieved

26" June 2013).

Provident plan
This is a fund that pays retirement benefits agygl sum on exit. Under this scheme, a
stipulated sum is deducted from the salary of thpleyee as her contribution towards the fund.
The accumulated contribution along with the intefedich is calculated as a percentage of
one’s salary) is paid to the employee at the tilretrement. The main difference between a
provident fund and a pension plan is the paymeth@funds' benefits. Upon retirement, a

provident fund's benefit is available in full teettmember. In contrast, a member of a pension

16



fund is restricted to a lump sum proportion witke temaining benefit commuted on a regular

basis.

2.3 Pension Schemesin Kenya

The current pension system in Kenya may be categgbinto four groups, namely the National Social

and Security Fund; the Public Service Pension Sehéme Occupational Scheme; and the Individual

Personal Plan. The structure of the pension sysemown in table 2.1.

Table 2.1 Current pension scheme structure in Kenya

No. | Type of Scheme NSSF PSPS Occupational| Individual Plan
Plan
1. | Legal Structure| Act of Parliament]  Act of Parlamh | Established | Established
under Trust under Trust
2. | Membership Employees in All public service | Formal sector | Open to all on
formal sector employees, workers in voluntary
establishments withincluding civil companies that basis.
5 or more servants, teachers, operate
employees disciplined forces | retirement
excluding civil but excluding the | schemes
servants armed forces who
have a separate
scheme
3. | Funding Funded Non-funded Funded Funded
4. | Regulation RBA Act of Parliament| RBA RBA
Source: http://www.rba.org.ke
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National Social Security Fund
An Act of Parliament established this fund in 1@65a provident fund on defined benefit
scheme basis (RBA, 1997). In 1997, the Act was a®emo re-define NSSF as a retirement
benefits scheme, making it effectively subjectaguiation by the Retirement Benefits
Authority. It covers all employees in the formatte except for public service (Kimuyu, 1999).
All employers are required by law to register witBSF but only those with five or more
employees are required to contribute. The NSSkeidargest pension fund in Kenya, with
cumulated membership of 3.4 million, although oalwillion are actively contributing
(Kakwani et al. 2006). Over 5 million Kenya workerr® not secured under any pension scheme.
The statutory contribution is 10% of an employgq®ly, shared equally between employer and
employee. Among the disadvantages of the schemedie
0] That NSSF only provides lump sum benefits and tleen® provision for
annuatization. Lump sum benefits tend to be paaplylied or squandered hence
providing inadequate protection against povertsetoees (Armstrong, 2008);
(i) The range of benefits provided under the scherhimnied. There is no pooling or
sharing of risks and no minimum of safety net aidfés to cushion contributors;
(i)  NSSF continues to pay a paltry outgo, less than dDeéapitalization standing,
reflecting a combination of a decrease in earlyhdiawals and the impact on
benefit outgo of the lower allocation of interestiembers’ individual accounts.
However, the NSSF scheme has some advantages @hipather schemes.
(iv)  The adoption of ICT in its functions, a feat aclaiele only by the rich schemes,

has afforded better accountability;
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(v) The NSSF has a wide regional coverage, 35 regaffiaés that make it the largest

retirement benefits scheme in Kenya.

The Public Servants Pension Scheme
This scheme caters for public service employeesuaifdrmed forces except the armed forces.
It has a cumulative membership of over 400,000 setivants, teachers, the police and prisons

service. Armed forces and other military persorraele their own pension arrangements.

Among the disadvantages of the scheme, include:
(1) Lack of portability of benefits or provisions fataining deferred benefits.
This restricts job mobility among civil servants;ause for the apathy in
service delivery;
(i) The pensions Act does not contain any explicit {zown for the
constitution, operation and management of the sehem
(i)  There are no explicit provisions for disclosureggovernance structures in
the scheme, exposing it to funds misdirection.
However, under the current constitution (2010is pprovided that any modifications to the PSPS
must not be less favourable to existing members tihe existing arrangements. This would

serve as a check against funds misappropriation.

Occupational Schemes
These are retirement plans set up by employeratér tor the benefit of their staff. They are

voluntary and operate under a trust (Sharma, 200®)e are just over 1700 occupational
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schemes in Kenya (RBA Act, SG. No. 2). The compasiis roughly 10% DBS and 90% DCS.
The total contributing membership is about 300,00 members are also registered with the
NSSF as a government regulation for retirementrgga@asons. Occupational schemes
however command a capitalization base of more ism180 billion compared to NSSF’s Ksh
6 billion though with far less membership (KNBS,12).

Individual Personal Pension Plans
These plans are set up by institutions with a uigtap members who are not necessarily tied to
an employer or formal occupation (King & KennetB9#&). They are however open to any
member even those from formal sector. In Kenyaetlaee 17 registered individual pension
schemes, although the number is increasing ann@atythe current membership stands at over

10,000. The capital base of these schemes stakdh & billion.

2.4 Theoretical Framework

A theoretical framework is a system of concepts r@hationships formulated to ascertain or test
a particular theory or framework (Mugenda & Mugen2@08). The researcher attempts to show
how the investigation at hand is related to thetéical background. It is possible for a
researcher to set out to test a particular relatigmin a theory or on the other hand s/he may
only want to concentrate on a few selected conaigised from a given theory. The key issue
is that whatever the approach, the theory mustdiedescribed as well as how the particular

study fits into that theory (Reichel & Ramey, 1987)

The theoretical framework for this study is to l@séd on the maximization of returns through

prudent choice of pension fund plan. The bendiigs inay accrue to a fund depend on the
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country where the employer is based, supervisasi lef the government through taxation and
availability of government funded pension schemeil(NL977). These factors will however be

assumed constant in the model to be adopted ®sthdy.

Financial management as basis of a sound longfteaemcial perspective is central to the
viability of a pension scheme. Periodical actuareaiew and the actuarial assessment of the
pension reforms are means of providing such petisesdor managers and planners of pension
schemes. Actuarial reviews require long-term demoigics and financial projections. In
complex financial systems such as pension scheunobspsojections can only be done by models
(Mathuva, 1996). Such models assist in providingmiative basis for making policy decisions
on social security pension schemes. Among otheargdges, a pension’s projection model will

offer the pension scheme managers the following:

i) Capacity to project future benefits expenditure eoidtributions base through year-by-

year simulations;

i) Capacity to determine the future contribution sdig members under alternative

financing methods such as DBS and DCS;

iii) Opportunity to simulate the development of the me== of the scheme; and

iv) Ability to assess the financial impact of modificaus to the pension scheme, such as

proposed reforms, scheme contribution plan anddafgdio mix.

To determine a scheme performance in the long-temiributions scenario, a mathematical
model of the form given in chapter three underaegedesign or the other models described

there may be used. Using two base years’ reQdlfis] and 2012, the data of which are given in
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appendix B, the mathematical model approach withjyelied to test efficiency of the KNEC-

SRBS funding.

2.5 Summary

Chapter Two was devoted to discussion of the parstbemes operations and development.
The types of schemes in operation globally andeny& specifically were discussed. In the
Kenyan scenario, the various schemes in use wariaed in ration to their scope and
portability mechanisms. The theoretical framewagokmwhich this study is based examined the
survival and viability of a pension scheme givea plossibility of plan mix. Pension scheme
managers and planners can make a choice of ruarid®S, a DCS or a combination of the two
with a view to maximizing contributors’ wealth. Hewer, any choice has consequences

depending on the organization matrix, politicabmentions or economic down turns.

Chapter Three, shall discuss the methodologyhisrdtudy. This would include the research
design, population and the sampling design. Theratbmponents of this study to be examined
include: types and sources of data; quality conéthlical issues; data collection and data

analysis.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

Research may be defined as the scientific andregsie search for some desired information
aimed at discovering knowledge on a specific tgplagenda, 2008). Research methodology is
then the process of “systematically solving theaesh problem” (Kothari, 2004, pp.8).

Research methodology therefore involves considehadogic behind the methods the
researcher would use in the context of the resesditady so that the results may be capable of
being analyzed and evaluated. In research methgydlioe researcher would explain the reasons
for using a particular method or technique andatibérs (Kothari, 2004). In this chapter, the
following elements of research methodology willdigcussed: an overview of the research
design for this project; the population and ratlera choosing the sample size; sampling
designs and the sampling technique used in thegirajata types and data collection tools;
guality control in the study; ethical issues angl tiethods to be used in analyzing the data to be

collected.

3.2 Resear ch Design

The plan that the researcher presents to show hmnrgends to solve the problem under
investigation is known as the research desigs. dni “arrangement of conditions for collecting
and analyzing data in a manner that aims to conmeilesance to the research purpose with cost
and time considerations in the procedure” (Koth20D4, pp. 31). It is the blueprint to be used to

execute the objectives of the study and answehagdsearch questions. Research design may
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be complicated by the availability of a large virief methods, techniques, procedures,
protocols and sampling plans (Cooper & Schindlé86). The more complicated the approach
taken the more expensive the process could becd@mdlustrate this point, the following

models of pension schemes’ viability may be appieegensions fund analysis:

Mathematical Model for Pension Scheme Financing

Let:

F = reserve at end of year t;

I = annual total income in year t including net& income;
P =  contribution income in year t exchglinterest income;
R: = annual interest income in year t;

S = annual expenditure in year t;

Gt = total insurable earnings in year t;

Pt = contribution rate in year t;

interest rate in year t.

Then, the calculation of various quantities of asttng identities is given by:

O T L T (1)
S N (R B Y B — - (2)
Fe = Fk—Ri= h-S-mmmmrmmm oo 3
e 4)

These equations enable the calculation of schentkedperational costs through year-by-year

simulations. From these equations, we deduce tlmiag relationships:

o= (L+0) Rt [V(L+ )] [PGrS] --rmmmmmrmmemromememmemeoeenes -~ (5)

=> W= Rt A (PG = §) e (6)

whered = (1 +{)*

Equation (6) gives a recursive formula with respgedk. It describes the evolution of the scheme

fund in each year. The solution is given by:
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ViFt = Vha I:n—l"'p[(A}t'(A}n—l] - [ St —Sn—l]

where Gt = Ei:‘l GcW; St = Ei.:: SWi
and V= IT ket Wk = Ve

This mathematical model is sufficient for the potidin of pension scheme financial projections

such as the KNEC SRBS.

Other Models for Dealing with Financial Pension &dles Analysis.

Systems Approach Modeénsion funds may be treated as open systemsiamtige of
operation is systemic. Basically, the funds aréected and accumulated from sponsor and
employees’ contributions. The contributions arenthiested and the proceeds held in
stewardship by appointed custodian for the benétihe members upon retirement, (Davis,
2005). More recent development in pensions proceglization allows members to borrow
from the fund to invest in housing mortgages (RB&252007). Davis thus posits that pension
funds have a definite input that they convert mtefinite output, a systems approach model
(input-conversion-output).The efficiency and progetperformance of the pension fund may
therefore be predicted as the funds ability to im&e financial outputs (present fund value)
from scarce financial resources (contributions iardstment). In support of this model,
Chansarn (2005) asserts that a financially effigemsions system ensures distribution of

limited funds to most beneficiaries through applma of the most effective manner.

The OECD Modeis the measure of efficiency of a pensions fun8CO defines efficiency as
the controlling of spending, accomplishing morehwéss financial resources, commissioning

long run investments to save resources in the eddializing budgets prudently.
25



Thus, essentially, a pensions fund should be alxeatximize its financial outputs, operate at

minimal costs, pay retirees benefits promptly affieicively optimize gains for the members.

In analysing statistical data, the procedure adbgepends on the research design (Mugenda &
Mugenda, 2003). Seven key research designs, naeglgrimentaldescriptive; correlation;
case study; explanatory; cross-cultural researdhsarvey research have been identified

(Kombo and Tromp, 2006). These research desighdevibriefly explained.

Experimentsare studies that involve an intervention by a nedes beyond that required by
measurement through manipulation of some variabéedertain situation. The researcher is then
able to observe how such a variable affects thgestsdunder study (Cooper & Schindler, 2006).
In experimental design, cause and effect are databie. The subjects under study are assigned
randomly to an experimental group, which is giviea tequired treatment, or a control group,

which is not subjected to the treatment (Kombo &nfip, 2006).

This research design is limited in scope due tathi&ciality of the laboratory situation besides
the researcher being influenced by extraneoushagaSuch extraneous variables “affect the
outcome of a research study either because tharobse is not aware of their existence, or s/he
has no control over them” (Mugenda & Mugenda, 2@@83,60). A researcher is bound to control
or eliminate extraneous variables in a study stttieresults show a dependent variable that is

wholly influenced only by the independent variable.

In correlation designthe researcher is able to assess the degreeatbnship that exists
between two or more variables through a correladioalysis. It is posited that if a statistical

relationship exists between two variables, thes fitossible to predict the value or characteristics
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of one variable from information available on thkey (Mugenda, 2008). Correlation, as a
degree of association between two or more variablased to explore relationships between
such variables and to predict the score for a stibje one variable when given the score on

another variable (Mugenda & Mugenda, 2003).

For a case study desigthe researcher has an opportunity to make inkhdmalysis of a unit in
a cluster of related elements in context and fmaspective (Kombo & Tromp, 2006). The
emphasis is on detail in a case study becausevidas valuable insight for problem solving,
evaluation and strategy setting. Such detailserstdy are obtained from multiple sources of
information. The advantage of a case study apprizattiat it can provide a new challenge to a
theory or be a source of new hypotheses and catstf@ooper & Schindler, 2006). However,
case studies have a limitation in that it is nategaasy to determine the actual degree to which

the selected case is representative of the popnléiombo & Tromp, 2006).

An explanatory desigattempts to explain an event, situation, act aratteristic of a scenario,
which is being researched, on (Nyandemo, 2007).ré&earcher using the explanatory approach
manipulates the independent variable so as to@lés\effect on the dependent variable.
Manipulation of the independent variable and ottwerditions leads to “control of extraneous
variables in the research study” (Mugenda, 20088%). Explanatory research design uses two
main techniques, namely the laboratory experimedtthe field experiment. Laboratory
explanatory designs are suitable for physical aabbgical studies because the researcher can
better control and manipulate the variables. Ferstbcial sciences, explanatory field

experimentation is used because it is easily abbpta social reality (Nyandemo, 2007).
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Cross-cultural research desigs a comparative technique used when the reseanamds to
compare the behaviour patterns of any two diffecaiftures, ethnographic subjects or other
socio-economic phenomena (Kombo & Tromp, 2006)i&acientists use this technique to
overcome the challenge in the impossibility of sefey, for instance, two identical groups

before they can apply treatment to one of them @dyzo0, 2007).

A surveyis “an attempt to collect data from members of pytation in order to determine the
current status of that population with respectrie or more variables” (Mugenda & Mugenda,
2003, pp.164). Itis concerned with a descriptesgearch study where the researcher is
interested in describing, recording, analyzing emerpreting conditions or relationships that
exist, opinions held, processes that are on-gairigeads that are developing about given

phenomena (Kothari, 2004).

A descriptive surveginswers questions such as who, where, how muehptany, what or
when. In general, a survey is designed to coltfdormation that describes, explores and helps
the researcher to understand some aspect of $izidlhe researcher focuses on the links
among a smaller number of attributes across a saafgases determined by considerations of
available resources and the size of the targetlpopn (Mugenda, 2008). In a survey,
information is collected through a highly structliiateractive media such as an interview

instrument or questionnaire (Cooper & SchindleQ&0

Descriptive Designin descriptive design, the researcher is suppasgi/é a description of the
state of affairs about a phenomenon, as it is (K& romp, 2006). In addition, descriptive
design in research has been defined as the protesBecting data in order to test hypotheses

(Gay, 1981). The questions concerning the curratas of the subjects being studied would be
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answered. The core of a descriptive design is émegting of hypotheses and employs the
statistical principles of measures of dispersioth eentral tendency, to bring forth the

interrelationships between variables under studyg®hda, 2008)

This project adopted the descriptive survey apgro@be basis for this approach was derived
from the fact that where research questions asedahat require gathering information by
means of questionnaires then the researcher shdojut a design of descriptive survey approach
(Kombo & Tromp, 2006). The researcher will therefgather data from pensionable employees

of KNEC and use the descriptive survey approach.

3.3 Population

A population is a well-defined group or set of humieeings or other entities under study (van
Dalen & Deobold, 1979). In addition, a populatisrdescribed as the total collection of the
elements about which the researcher wishes to méences (Cooper & Schindler, 2006). The
population therefore forms the aggregate of ali Waich conforms to a certain specification and
upon which the researcher would like to generdheeresults (Mugenda & Mugenda, 2003).
The population in the investigation under study i the 504 pensionable employees of

KNEC.

Target Population

The target population is derived from the aggregatements forming the population
(Mugenda & Mugenda, 2003). The target populatioalss defined as the composition of “all
individuals, objects or things that the researdagr reasonably generalize his/her findings to”

(Mugenda, 2008, pp. 181). It may however, not laetzally possible sometimes to access the
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target population. Sampling becomes necessary bedtaffers several advantages in a research
over collection of data for the entire populatiortiee target population. The researcher
purposively selected a sample of employees at KiE€onstitute a study population from the
target population. The key findings in the resegmaject were analyzed using statistical

application tool, the SPSS. The data was then ptedén the form of tables.

Major recommendations

From the analysis of the data, the researcher blag@ proffer some recommendations. These
are to be found in chapter 5. An informed choica pension scheme plan may be an incentive
to enhance employee loyalty to the organizationdesscreating good hope for leaving

employees.

Target population for this study

The researcher conducted the research projectghragministration of questionnaires. The
target population was the permanent and pensiomstdiieof the KNEC. The population

distribution of the pensionable staff in KNEC wasgaven in table 2.

Table 3.1Distribution of Pensionable Staff at KNEC by Depaghts

Department No. Of Personnel
Test Development 66
Examinations Administration 193
Printing and Manuscript 47
Research 45
General Administration and Human Resource Managemen 66

ICT 31
Planning/Corporate Affairs/CEQO’s Office 56

Total 504

Source KNEC HRM Division. Database June 2011
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3.4 Sample Size

Researchers normally settle for a representatingte from the target population. The
representative sample drawn from the target pojpulas referred to as the accessible population
and comprises the elements of the population tieatailable to the researcher (Christensen,
2001). Sampling is less time-consuming and lesdycds addition, sampling may be the only
practical method of data collection, especiallg@structive experiment studies. Sampling is also
a practical way to collect data especially wheeeghbpulation is infinitely large so as to render a

study of all of its elements impossible (Nyadem@)2).

The accessible population comprised the sampledbeaesof staff of the various departments in
KNEC. A generalization of outcomes in the restribsn these Departments was based on the
fact that the nature and mode of selection or @éofgpension scheme plan for all the staff was
based on similar criteria. Each one only fitteddi@S or DBS plan to guarantee population

validity (Mugenda, 2008).

The sample size is the number of elements to leeteel from the target population (Kothari,
2004). The sample size in this study comprisediNEC staff members selected from each
department, that is, 30% out of each Departmerg.30% representative sample was considered
large enough to represent the staff populatiorOdf &aff retirement benefits membership. In
Mugenda and Mugenda (2003), a population thatiiy faomogeneous in its composition or
activities may be represented by a relatively sisathple that would yield fairly representative
results for the target population. On this basis,KNEC staff in the researcher’s view was
considered homogeneous for purposes of investgé#tigir response to a common event such as

the DBS conversion. Besides, Kothari (2004) exglaivat for a fairly homogeneous population,
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the sample size may be relatively small and theatjpmal sample size percentages chosen may

be regarded as satisfactory percentages of thettaogulation.

3.5 Sampling Techniques

Sampling is the procedure that a researcher adopgtthering people, items or other elements
for study (Orodho, 2003). Sampling entails selecimumber of elements from the population
such that the selected group contains elementegeptative of the desired characteristics in the
target populationThe researcher should formulate a procedure oftsaiethe subjects to be
included in the sample (Kothari, 2004). Samplingigie techniques fall under two main types,
namely non-probability and probability samplingdéscription of the two design techniques

follows.

Non-probability Sampling.

The non-probability sampling may be described asstimpling procedure “which does not
afford any basis for estimating the probabilitytteach item in the population has of being
included in the sample” (Kothari, 2004, pp. 59)eThachnique is often used when the interest of
the study is to establish how a small group ompaesentative group is doing for purposes of
illustration or explanation (Kombo & Tromp, 2008)on-probability sampling is used when the
researcher is not interested in the selectionsafmaple for the purpose of making inferences or
generalizations from the information gathered (Mwpge& Mugenda, 2003). The two authors
have identified a number of non-probability samgliachniques, that is: purposive; judgement;

maximum variation; homogeneous; snowball; quotaamenient sampling.
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Purposive Sampling DesigA.non-probability sample that conforms to certaitecia is
called purposive sampling (Cooper & Schindler, 2006this technique, the items for the
sample are selected deliberately by the investigatd her/his choice concerning the items
remains paramount. Thus, as observed by Mugends8)2d non-probability sampling, the
researcher purposively picks the particular uriithe population for constituting a sample on
the basis that the sample so selected possessesjthieed characteristics and will be prototype
or representative of the entire target populafidre cases of subjects are hand picked because
they are informative or they possess the requinedacteristics. The method is used when the
investigator wants to locate the units of obseorathat have the required characteristics
(Mugenda, 2008). Such units may be clustered iarolar setting or geographical area. The
researcher could select a cluster from such aitocat area, and then randomly sample a
number of cases or subjects for her/his study.uBeeof clusters however, does not imply
multistage sampling. The multi-stage sampling lsgher-level cluster sampling approach. It
involves a “primary selection of large sample urstsch as states, then districts, then towns” and

finally certain categories of elements within tbevbs (Kothari, 2004. pp16).

Judgement Samplingn this method, the researcher selects the elenoérthe sample
frame to suit some specific criterion. A sample rbaypicked by this technique out of a criterion
of past predictive record (Cooper & Schindler, 20@B®sides, when one wishes to select a
biased group for screening purposes, such as inttioth of a new product in the market,
judgement sampling is appropriate. Kothari (20028 tescribed judgement sampling as
frequently used in qualitative research where thjeative mainly is to develop hypotheses

rather than to generalize the results to the widgulation.
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Maximum Variation Sampling Desighhis is a method of sampling where the aim is to
get a sample with wide variety of cases (Mugendd&enda, 2003). In such a case, the central
themes that characterize participant variationdevaght forth. For instance, subject variations
such as age, gender, religion, marital status ewvel bf education in a study where the central

theme is child labour may be brought out (Kombo&nhp, 2006).

Homogeneous Sampling Desigtomogeneous sampling involves the selection of a
sample from cases with similar characteristicsradeoto carry out an in-depth study of the group
(Mugenda & Mugenda, 2003). Since the cases beudjest are similar, the researcher would

select a small sample and thus conduct a moresivemvestigation.

Snowball Sampling Desigifihis is a chain sampling process that begins viagh t
researcher asking a few subjects about an issutugthdr adding more contacts as provided by
the first lot of subjects (Kombo & Tromp, 2006). yenda and Mugenda (2003) describe the
snowball sampling as a method where the desiredctaistics are identified using purposeful
sampling technique. The few identified “subjectegaothers that they know to have the
required characteristics until the researcher thetiumber of cases s/he requires” (Mugenda &

Mugenda, 2003. pp 51).

Quota Sampling DesigfThis technique starts by dividing the populatiotoirelevant
strata that could be gender, education level, imconmarital status (Kombo & Tromp, 2006).
The criteria of selection are based on subjectsfitiiae quotas identified. The selection of
actual subjects is not random as in stratified degpThe subjects are purposively picked as

they fit into identified categories or groups, whare the desired quotas (Mugenda, 2008).
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Convenient Sampling’he method is also called accidental sampling beethe
researcher picks cases or units of observatiohegsttecome available to her/him (Mugenda &
Mugenda, 2003). The researcher using convenienplgagmmethod uses people who s/he meets
haphazardly or accidentally. For instance, theare$er may use people who just happen to be
walking by, or show special interest in the topncler research at that particular moment

(Kombo & Tromp, 2006).

Probability Sampling Designs

Probability sampling, also called random samplsgased on random selection methods where
every item in the population has an equal chandgeatision in the sample (Kothari, 2004). The
results obtained from this technique have certamtgrms of probability. One can measure the
errors of estimation or the significance of thautssin the final analysis. As such, results from
random sampling technique obey the law of statibtiegularity, which states that if on average
the sample chosen is a random one, then it wilkllhg same composition and characteristics as
the population (Kothari, 2004). Key probability saling techniques include simple random
sampling, systematic sampling, stratified sampéind cluster sampling (Mugenda and

Mugenda, 2003).

Simple Random SamplinBhis is an unrestricted probability selection metkdere
each element in the population has an equal chafrloeing picked (Kothari, 2004). The
technique has the advantage that it provides geareher with a sample of elements that
represent those of the target population (Christen2001). Selecting a random sample may be
done with the help of customized computer softwBesides, tables of random numbers such as

drawn by the Rand Corporation may be used to ieletements for the study. Simple random
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sampling has some inherent shortcomings that ntd&ss popular in research studies (Kothari,
2004). Among the most common shortcomings ardlyfjihe method requires a population list
or sample frame that is often not readily availales practically impossible to get. Secondly, it
fails to use all the information about a populati@ading to a design that may be wasteful of
resources. Thirdly, the method may be a bit cdstiyre researcher. Researchers (Mugenda,
2008) have developed more effective and efficieahhiques of sample design that mitigate

these shortcomings.

Systematic Samplinghis technique employs the method of natural ordeof the
elements in the population (Chandran, 2004). Ifrthaber of elements in the target population
is N then the researcher divides N into equal ramge elements each. Every'ralement in the
range is sampled, starting with a random elemexkigpl from within each range of n elements.
The first unit is thus picked randomly and the rammag units of the sample are selected at fixed

intervals, which is the skip interval maintained floe selection of all the other elements.

Systematic sampling is both simple and flexibl&srapplication, hence its popularity among
researchers (Mugenda & Mugenda, 2003). The proeddwsystematic sampling involves firstly,
identifying, listing and numbering the elementrthhe skip interval is determined, followed by
determination of the point of random start. Lasélygample is drawn by choosing every nth
element in the population. Some of the shortcomiagad when systematic sampling is used
include the error of periodicity in the populatiéteriodicity refers to the recurrence of an
element at regular intervals so that if it happ®ense chosen as the starting element it will
definitely yield false results because of simikaof occurrence in the series of elements

sampled. Secondly, a false result may occur imnidystiue to monotonic trend in the population
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elements. This occurs when the population listesafiom the smallest element to the largest and
vice versa. A researcher using this technique wipdiag needs to exercise constant vigilance for

such behaviour in the population.

Stratified SamplingSometimes a population from which a sample is regunay
consist of non-homogeneous group. Stratified sargpd employed in such populations in order
to get a representative sample (Kothari, 2004).d@rbeess entails dividing the population into
several categories or groups that are individuallye homogeneous than the mother population
(Nyademo, 2007). The sub-populations are calledastand from each stratum, a set of elements
is selected to constitute a sample. The resulis fhe study are then weighted in accordance
with the proportion of the strata to the populatiand then combined into appropriate population

estimate for the final analysis.

The process involves first identifying some basisstratification. A good stratification base will
normally maximize the difference among the stragans and minimize the within-strata
variances for the most significant variable. laiso noted that the more strata used, the closer
one comes to maximizing intra-strata differencdsictvis the difference between strata, and the
closer one gets in minimizing intra-stratum var@nehich is the difference within a given

stratum (Cooper & Schindler, 2006).

Cluster Samplingin this technique, the sample unit contains grafpdements or
clusters instead of individual members or itemth@population (van Dalen, 1979). The process
involves dividing the population under study intawanber of smaller non-overlapping
populations. Then, a number of these smaller pdipuals, the clusters, is randomly selected with

the final sample comprising all or samples of umtthese small populations or clusters.
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The sampling design to be used in this investigatidl be non-probability sampling, namely
purposive method. The researcher will purposigaiynple, out of the seven departments, 30
percent of the staff to be subjected to the questoes. The proportionate sample size for each

Department selected from the accessible populaigiven in table 3.

Table 3.2KNEC Staff Retirement Benefits Scheme Membershipl8aistribution

Department Number of Staff Sample size Sample ptimpo%
Test Development 66 20 30.0
Examinations 193 58 30.0
Administration
ICT 31 10 30.0
Printing & 47 15 30.0
Manuscript
General 66 20 30.0
Administration &

HRM

Planning/Corporate 56 17 30.0
Affairs/CEO Office

Total 504 140 27.8

SourceComplied by the researcher, June 2013

3.6 Typesof Data

Data may be defined as the information that isey&ith by an investigator to facilitate the
analysis and conclusion for the study (Mugenda &gkhda, 2003). The major types of data are
the primary data and secondary. Primary data ammétion collected from respondents (Babbie,
2008). This may be obtained through questionnainés;views or other research tools. The
process of collecting primary data creates new filata these primary centres. On the other

hand, secondary data involves sourcing informdtiom data that has been previously gathered
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by someone else (Kombo & Tromp, 2006). It includesuments such as can be extracted from
published information records, electronic storagelia (desk research) and the print media such
as encyclopaedias, textbooks, handbooks, magapiesals and newspaper articles. Other
authors add data classification according to forofgresentation, namely numerical form

(quantitative) or words and phrases form (qualiggt{iMugenda & Mugenda, 2003).

The researcher used both primary and secondargesoaf data. Primary data was gathered
from the KNEC staff by engagement of respondentsuih questionnaires. Secondary data
however, came from mainly relevant works on persiemd pension scheme plans information

as available in print media and the electronicagjermedia.

3.7 Data Collection Tools

Data collection tools are the instruments thatrésearcher uses to gather the specific
information aimed at proving or refuting some fagembo & Tromp, 2006). There are a
number of data collection tools, which include dimsaires, interview schedules, observation
and focus group discussions (Kothari, 2004). Tlterga for selecting one or more tools for use
by the researcher depend on factors like the ataghof the subjects, research topic, and
problem and question at hand (Ngechu, 2006). Argesm of key tools for data collection

follows.

Questionnaires

Questionnaires gather data over a large sampteder to ascertain effectiveness of the
guestionnaire, it is necessary to pre-test it (@o@Schindler, 2006). Some of the features that

make questionnaires a popular research tool inclnéta@mation can be gathered from a large
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sample and diverse spheres; confidentiality is taaied; time and costs can be saved and
respondent bias is minimized because there isteoviewer/respondent contact during the
completing of the document. However, limitationstbis method have been cited (Kombo &
Tromp, 2006). These include: the response ratdearery low; difficult to follow up on
incomplete responses and lack of opportunity tofaskurther information or clarification on

unclear responses.

Interview schedules

An interview schedule is a direct communicationrapph between the researcher and the
respondent. It involves interviewing the people eewbrding their responses for analysis
(Cooper & Schindler, 2006). Interviews may be oé @f three forms namely the unstructured,

semi-structured and the structured interview (Kor&bbromp, 2006).

In unstructured interview, the researcher uses gomeof topic list as a reminder when asking
guestions. The interview is informal and converwsal in character. The semi-structured
interview is based on the use of an interview giKtembo & Tromp, 2006).The format is a list

of questions or topics that are to be addressadgltive interview. In this form of interview, a
researcher may use focused interviews that intehsinvestigate a particular topic or adopt a
case study interview format where s/he collectspr@mensive systematic and in-depth data on a
specific case. The third format, the structuredrview is designed to subject each respondent in

a sample to the same stimuli (Ngechu, 2006).

Kombo & Tromp, (2006) have cited the advantagestroictured interviews as including

reliability of the information gathered, in-deptbverage of topics, timesaving and the collection
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of quantifiable data. However, there are limitat@f rigidity of the researcher on the laid down
guestions. Besides, there could be over-cautiogsmeshe part of the respondent in answering

the questions and the possibility of missing pomdscaptured in the formulated questions.

Focus group discussions (FGD)

A focus group is a special forum of research pigndints, usually comprising 8 to 10 persons
who interact as directed by a moderator with a\t@ generate data on a particular issue or
topic (Cooper & Schindler, 2006). Predetermineteda are used in selecting focus group
members according to Kombo & Tromp, (2006). Sudeiga include that topics for discussion
are decided in advance; also, a predeterminedflgpen-ended questions is prepared besides

focus centres on discussion by participants ablmithosen topics.

Observation

Observation is deemed a research tool when itnducted specifically to answer a research
guestion, is systematically planned and executeek proper controls and provides reliable and
valid account of what happened (Cooper & Schindleg6). In Kombo & Tromp, (2006)
observation techniques include participant, unstimec and structured observation. The
participant method is where the researcher is imeaftinctioning member of the issue under

study. The setting is such that the researcheraadt®th an observer and participant.

The unstructured method involves the researchardake position of an onlooker. Data is
gathered in the form of descriptive accounts. Esearcher would then be in a natural or field

setting endeavouring to adapt to the culture. Thetired method also has the researcher as an
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onlooker. However, s/he focuses on a small numbsgpecific behaviour patterns. Only those

patterns appearing on a pre-defined observatibargsrecorded.

Observation method has such advantages as thergpotimformation about people or
activities that cannot be derived from experimemtsurveys, avoiding participant filtering and
forgetting. The limitations associated with obsénramethod include the constraint of long

periods of waiting to capture the relevant phencméigh equipment and observer costs;

3.8 Pre-testing of the Questionnaire

Pre-testing is the process of trying out a resetmohon a small sample of a population similar
to the larger population (Kombo & Tromp, 2006). Qu@nnaire pre-testing is done in order to
detect weaknesses and presumptions in the desigimstrumentation of the data collection tool
(Ngechu, 2006). For purposes of this project thestjannaire was not subjected to a pre-test

because the subjects are homogeneous.

3.9 Quality Control

The essence of any quantitative research is taugmdvidence to establish a hypothesis or to
answer a research question (Chandran, 2004). Theeed therefore for the investigator to
incorporate elements of quality in the informatgathered, analyzed and presented in the final
report. Two key quality control parameters, nanreliability and validity will be highlighted to

show how the researcher intends to ascertain gualthis study.

Reliability
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Reliability is a characteristic of measurement @ned with accuracy, precision and
consistency. Some degree of inconsistency is prasatl measurement procedures (Thorndike
et al., 1991). The responses obtained from the leahgpoup may be affected to some extent by
inconsistencies. In order to maintain a sustaireggtek of reliability the researcher will develop

a guestionnaire with more objective type questibas the open-ended type of question.

Validity

This is a characteristic of a measurement concenécthe extent that a test measures that
which the researcher actually intends to measueg€r & Schindler, 2006). As such, the
differences found with a measurement instrumetecefrue differences among the participants
in the sample frame. The researcher in this statinds to apply three forms of validity
measures, hamely content-related validity, criternelated validity and construct-related

validity.

Content-related ValidityContent validity is a rational and judgmental asayof the
content of the questionnaire. It may be descrilzetha extent to which a measuring instrument
provides adequate coverage of the investigativeteures guiding the study (Cooper &
Schindler, 2006). In this project, content validitgs ensured through closely building the items

in the questionnaire around the specific objectives

Criterion-related Validity.This is an indicator of the success of measured iose
prediction or estimation. Criterion-related valjdis manifest in a measuring instrument if the

latter contains a predictor of some specific futbmécome (Thorndike, et al, 1991). Criterion-
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related-validity was ascertained by creating itéinad were relevant, free of bias, reliable and

information availability.

Construct-related ValidityConstruct-related-validity refers to something it
researcher is unable to observe but instead $émally constructs an abstract conceptual frame
to summarize or account for the regularities aatrehships in observed behaviour or pattern
(Thorndike, et al., 1991). In order to achieve asuge of construct-related-validity, the
guestionnaire had in-built items that brought dwt ¢haracter and personality traits of the

respondent.

3.10 Data Analysis Procedure

Data represents the raw facts that are collectatidyesearcher from the study environment
(Cooper & Schindler 2006). In addition, such datacollection of observations on one or
more variables of interest (Toh & Hu, 1998). Onee data from the field is gathered, they will
be organized so as to be analyzed. The researsbdmuantitative and qualitative methods in

the analysis of the data.

Quantitative Analysis

In this approach, the researcher attempts to (fyaatime social phenomena by collecting,
analyzing and interpreting numerical data (Muger2@88). The core concept in quantitative
research is to test a hypothesis but not alwaygsa@arch study that yields quantifiable data is
according to Mugenda and Mugenda (2003) a quagtatudy. The researcher therefore used
the computer, Ms-Excel and the statistical packagsocial sciences to analyze the quantitative

data.
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Qualitative Analysis

The qualitative analysis approach includes desigusiniques and measures that do not yield
discrete numerical data (Mugenda & Mugenda, 20D3ja for qualitative research is often
gathered through direct observation or particigdoservation with the observer being a regular
and full time participant in the scenario. Anothjerlitative analysis approach uses the interview

technique. In this study, interviews were not uaggart of the data collection instruments.

3.11 Summary

Research methodology deals with the systematicoaglving the research problem (Kothari,
2004). It is in research methodology that the netea expounds the various steps that s/he
would generally apply in her/his study in an acabf# scientific method (Mugenda & Mugenda,
2003). Following the research methodology, the paetse is collection of data. The data
gathered was analysed quantitatively. The quaivéapproach used the statistical tools of
measures of central tendency and measures of gigpemhe findings and the analysis of the

results was dealt with in chapter four.
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CHAPTER FOUR

ANALYSISAND INTERPRETATION OF DATA

4.1 Introduction

This chapter deals with the analysis of the dathegad in the sample population. It is presented
with interpretations deduced from the analysis. Stuely was done to assess the impact of
pension scheme conversion from defined benefietmdd contribution in the staff retirement

scheme of the Kenya National Examinations Council.

In presenting the findings, the sequence in theamef questions was followed. Section 4.2 of
this chapter therefore discusses the extent tohmiie pension scheme conversion affected the
income of the pensionable employees of KNEC. SecttB analyses whether the defined
contribution scheme afforded a better financialreetent position to the KNEC retirees as
opposed to the defined benefit scheme. The ektenhich the scheme conversion affected the
employer and employee contributions is discusseseiction 4.4. The last Section 4.5 discusses
in terms of the projected benefits, if there wasignificant difference between the benefits

accruing from DCS compared to those realizable % for a retiree.

4.2 Effect of Scheme Conversion on Employees

In analysing the extent to which pension schemev&x@mon from DBS to DCS affected the
pensionable employees, the researcher capturedathes to depict the kind of population being

studied.
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Table4.1 Sample population age distribution

Age bracket | Frequency Percent
25-29 9 6.2
30-34 14 9.7
35-39 27| 18.6
40-44 43 29.7
45-49 26| 17.9
50-54 13 9.0
55-59 13 9.0
Total 145, 100.0

It is normal for persons near to retirement ageeionore concerned about retirement package

than those with more years of working life like d®&lforties. The age distribution of the sample

population is shown in table 4.1

Table4.2.Sample Gender Distribution

Gender | Frequency Percent
Female 50| 345
Male 95| 65.5
Total 145, 100.0

The gender representation is also given in tate Eom the table, it is apparent that the male

respondents performed better than the femalesréihevay of returning the questionnaires or

by participation in the study.

Table4.3.Duration that one has been a member of the KNECSSRB

Duration that you have been a member of the KNEC SRBS| Frequency Percent
1-3 years 13 9.0
3-Syears 19 13.1
5-7years 46| 31.7
More than 7 years 67| 46.2
Total 145| 100.0

Table 4.3 was captured to show the significancappfreciation of KNEC SRBS by respondents
by virtue of ones longevity of service. The datawhhat the sample comprised 77.9% of

respondents with over 5 years of service at KNEC.
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Table4.4.Effect of change in deductions of contribution frammember’s salary the due to
scheme conversion

Asfar asdeduction of contributions |FrequencyPercent
from my salary is concerned , the

effect dueto scheme conver sion was

Low 9 6.2

Medium 65| 44.8

High 59| 40.7

Very high 3 2.1

Missing 9 6.2

Total 145/ 100.0

Table 4.4 shows that the effect of increased deshuwupon scheme change lay between

medium and high assessment in the opinion of thigoredents. Only 6.2% felt it was low while
2.1% thought it was very high. In essence the medpots said the deductions had a significant
impact on their pay.

Table 4.5.Sampled Population Job grades: EC Scale

Job grade: EC | Frequency Percent
2 3 2.1
3 2 1.4
4 10 6.9
5 11 7.6
6 21| 145
7 29| 20.0
8 28| 193
9 24| 16.6
10 11 7.6
11 4 2.8
missing 2 1.4
Total 145| 100.0

To add credence to the result in table 4.4, the uhatable 4.5 was included. In KNEC, the lower
salary cadre lie below EC6, the middle are in ECEE€ 8 while EC 9 and above are senior
officers. From the data, the increased deductibasefore affected over 80% of staff in middle

and senior level cadre. This was so notwithstanthiegact that some 22% of the respondents

had other sources of income apart from salary aastin table 4.6.
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Table 4.6.Sample population other source of income apart fsatary

Do you have another source of income apart from the salary | Frequency Percent
No 123| 84.8
Yes 22| 15.2
Total 145| 100.0

4.3 Contributions I mpact

Employer versus employee contributions impact waasured by checking the preference of
choice by employees for rate of contribution. Tésults were as depicted in table 4.7.

Table 4.7.Sample population preferred rate of contribution pension purposes by

employer

What would you have preferred asreasonablerate of contribution for | FrequencyPercent
pension purposes by your employer

28% 43| 29.7
25% 82| 56.6
20% 19| 131
Missing 1 4
Total 145| 100.0

But also according to the respondents, the scheraedes had not registered a significant

growth since adoption in July 2011 to date. Thieffected in table 4.8

Table 4.8Whether, since the scheme conversion in 2011 tlegdeen a significant growth

in the scheme’s capital base

Since the scheme conversion in 2011 hasthere been a significant

Frequency Percent
growth in the schemes capital base
Yes 31 21.4
No 105 72.4
| do not know 9 6.2
Total 145, 100.0

This outcome may have influenced the choice for DB#6.9% of respondents compared to

27.2% who felt DCS was the better choice for pampian as shown in table 4.9. Conversely,

the following mathematical model as explained iragter three on research design was applied
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to check for SRBS growth. Thus, applying this Matlagical Model for Pension Scheme
Financing and using SRBS financial report for 2@012 we have,

Let:

F = reserve at end of year 2012, REQUIRED

l¢ = annual total income in year 2011 includintgrest income, = ksh.952757096
P =  contribution income in year 2011 lexiing interest income = ksh.105317080;
R: = annual interest income in year 2011 =45841023

S = annual expenditure in year 2011 = ksh.834983

Gt = total insurable earnings in year 2011= kS6938510

Pt = contribution rate in year 2011 = ksh.208962.5

interest rate in year 2011 = 10%

Then, the following calculations of various quaestof accounting identities become:

tl = R + R
= 105317080 + 45941023
= 15_1258103

R = [(1-)+1] [(P—9) + it Fq]

45941023 =  (1-0.1) +1][(105317080-83498315) + 0.4 F
Fei = 17576606

Fi k-S

151258103 — 83498315
67759788

Reserve at end of year 2012 shoulkBe67759788.

The net return on investments for the year 20X2asrded aksh.26153844. This shows the
fund is operating well below par.

Table 4.9 Sample population preference for pension schenegogy.
Given that DCS grows through investments of scheme fundswhile Frequency Percent

DBS grows through employer/ employee contributions and longevity
of service, which scheme would suit you best

DCS 40| 27.2
DBS 69| 46.9
None 36 24.5
Missing 1| 0.68
Total 147, 100.0
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Now, the RBA guidelines allow a sponsor to contréa maximum of 30% of employee’s salary
to the pension scheme. However, it is left to tiser@tion of the sponsor how to spread the 30%
factor between the employer and employee contobutt was perhaps for that reason the
respondents to felt that 8% increase for their @ad an equal reduction on the employer’s
previous contribution was not fairly matched asvahan table 4.10.

Table 4.10Sample population assessment of the 8% changentnbedions

The 8% increase and decr ease on contributions by employee and Frequency Percent
employer respectively wasfair

Yes 68| 46.9

No 76| 52.4
Missing 1 7

Total 145/ 100.0

4.4 Comparison of DCSto DBS Returns

To understand whether DCS afforded members a dattercial retirement position compared to
the DBS plan, the researcher conducted the sunviaples 4.11, 4.12, and figure 2.

Table 4.11Sample population opinion on difference in benefits

| do not foresee a significant differencein benefitsaccruing from DCS | Frequency Percent
compared to DBS

Yes 421  29.0
No 57| 39.3
| do not know 46| 31.7
Total 145, 100.0

While 39.3% of the respondents felt that, there avd#ference between DCS and DBS, 31.7%
did not know the difference. This could be evideatpoor civic education by scheme
administrators to the members. However, 29% agitesidoenefits accruing from DCS and DBS

would not significantly differ.

4.5 Members Opinion on DCS Projections
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Members’ opinion of scheme administration and biehefojections were
There is evidence of conservatism in members abbigh scheme suits them. Only one quarter

of the sample population thought that DCS was #st bption. As shown in table 4.12, members

were inclined to DBS and Hybrid pension plan.

Table 4.12Sample population preferred pension scheme

If you had an opportunity of free choice| Frequency Percent
DCS 37) 255
DBS 59| 40.7
Partly DCS and partly DBS 49| 33.8
Total 145| 100.0

However, the choice of pension plan may have be#ueinced by lack of proper information
and induction of members on scheme categories andltey function as shown in figure 2.

Sample population assessment of clarity of AGM @atsoand information presentation

Information symmetry chart for KNEC SRBS
KEY

Frequency

ml
m2
m3
m4

Fig.2

LEGEND

1. Strongly agree

2. Agree

3. Disagree

4. Strongly disagree
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This study set out to investigate the impact of pension scheme conversion from definegkfieto
defined contribution at the Kenya National Examimradé Council. A survey research design was
adopted and respondents were served with questresrithat captured their views on various
aspects on the study theme. The results were autednalysed using the statistical package

for social sciences (SPSS) and tabulated as inehép
5.2 Summary

From the study it was noted that the greater nurabENEC work force are in the age group 35
years to 49. As such this could have a bearingenittay they viewed retirement issues given

that the retirement age in KNEC is 60.

As far as the conversion of the pension scheme BD&8 to DCS was concerned, the
respondents (87.6%) felt this took a large patheir salary. However, since it was a
Government directive, there was no option left tnember to choose another pension scheme

plan.

The pension scheme conversion took effect from 20ly1. Although this was a relatively short
period to make informed financial performance assest of the fund, the respondents felt there
was no significant difference between DCS and DBShown in table 14. The views of the
respondents are apparently in agreement with thétref the mathematical model outcome that
showed the DCS to be operating at a low level eéstment returns according to the returns
report of the SRBS AGM in year 2012.

Information and knowledge are power tools in asagss programme performance. The study

revealed that there was information asymmetry énrtinning of the KNEC SRBS. Respondents
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agreed that the SRBS management needs to do mignens of members’ education and clarity

in presenting scheme accounts and other finaneiasactions.
5.3 Conclusions

This study brought several issues to light. Firdtie Government directive to all its
Departments and parastals to convert from DBS t& B@s one sided. Although, Government is
the principal custodian of its citizen’s welfargesially in old age, differences exist between
departments and parastals in individual capaditiean different pension plans. Perhaps it
required a stakeholder’s participation in this diexi in order to allow for appropriate choices of

pension scheme plans by individual organizatidkestihe KNEC, which are semi-autonomous.

It is also apparent that young employees are legvated on matters of pension than their older
counterparts are, say in the 50 years and aboekdirdt may be a challenge to retain these
young people, especially the professionals in Gawent service where there is no flexibility of
choice of pension scheme and contributions areqabgg a scale (Treasury Circular No.

18/2010). This is reflected in the respondentsiwgi@s shown in table 4.12.

Lastly, the challenge to the sponsor and manageaiehée KNEC SRBS is to provide members
with adequate education on matters of pensiongansdion scheme plans. In this way members
could start feeling they would be sufficiently proted in their retirement.

5.4 Recommendations

The following recommendations were proffered fa& KNEC SRBS in line with the results

obtained in this study:

i) That the sponsor should scan the market for investradvisers in order to maximise on

the DCS investment portfolios since now DCS isrttadatory pension plan;

i) In order to best realise the objective recommend€i above, the sponsor should put in
place a mechanism for competitive bidding for sex\providers to the scheme

including managers, custodian, auditors, actuaesadministrators.
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iii) That the trustees of the SRBS be given adequatwation, fiduciary and otherwise in

order for them to discharge their mandate effettive

Further study on retirement benefits schemes inyKen

Following the outcomes of the study on the KNEC SRiBis apparent that other schemes
especially in the public service sector have chglis that need immediate attention. If as
directed by the government, they have embraced ®®@8ow-up survey on how they are
performing would be necessary in order to gaugeieffcy in performance. Besides, DCS being
an investimentwise-centred plan, it would be praderstudy and find out how different

organisations are performing in investing membfnsds.

55



REFERENCES
Babbie, E. (2008)A practice of social researcid" ed.). New York: Wardsworth Publishers.

Chandran, E. (2004Research Methods. A quantitative approdghirobi: Starbright Services
Ltd.

Chansarn, S. (2005) Efficiency in Thai financiattee after the financial crisis. University
Library of Munich. Germany. (Available on http://wwrepec.org/f/pch 509 html.)

Christensen, L.B. (2001Experimental methodolodg™ ed.). Massachusetts, US: Allyn &
Bacon.

Cooper, D. R. & Schindler, P.S. (200Business Research Metho(®" ed.). Singapore:
McGraw-Hill.

Davis E.P. (2007) The role of pension funds astirtginal investors in emerging market
economies. Proceedings at the Korean Developmestitiite Conference on population
aging in Korea. Economic impacts and policy issiar.ch 2007.

Gay, L. R. (1981)Educational research: Competencies for analysis amalication.London:
C.E Mairill Publishers

GoK (1997) Retirement Benefits Authority Act, CAR..Laws of Kenya. Available from
http://www.rba.go.ke. Retrieved 30 April 2013

GoK (2000) Retirement Benefits Authority Act, CAR..Laws of Kenya (Revised) SG No. 2.
GoK (2005)Vision 2030: Government Development P{pp. 12). Nairobi: Government Printer.

GoK (2010). (n.d.) Online Ministry of Labour. Retvied September 27, 2008 from
http://www.labour.go.ke.2008.

Kakwani N., H. Sun & R. Hinz (200€)Id age poverty and social pension in Kenya
International poverty Centre. Working paper no. [34.

Kenya National Bureau of Statistics (2012) Kenyadand figures 2012. Nairobi: Government
Printer.

Kimuyu, P. (1999). The African factor in enterpriteucture and performance in Kenya.
Discussion Paper Series (DP/No 019/99) (pp 4).dbaiinstitute of Policy Analysis and
Research.

Kombo, K. D & Tromp A.L.D (2006)Proposal and thesis writing. An introductidii™ ed.).
Nairobi: Pauline publications Africa.
56



Kothari, C.R. (2004)Research Methodologilew Delhi: New Age International.

Mathuva, M. J. (1996). Identification and profilio§ groups of metal workers and food
processors in Kenya. FIT background paper on Ké&ya28. FIT programme. Nairobi:
International Labour Organization.

Moles, P., & Terry N. (1999 he handbook of international financial ternigp.326). London:
Oxford University Press.

Mugenda, A. G. (20085ocial science research. Theory and princip{éS ed.). Nairobi:
Applied Research and Training Services.

Mugenda, O. M., & Mugenda, A. G. (200Research Method¢Revised edition). Nairobi:
African Centre for Technology Studies Publishers.

Mwangi, M. D. (2012) MBA Thesis, University of Naloi. Unpublished.
Neill, A. (1983)Life contingencied_ondon: Heinemann Educational Publishers

Ngechu, M. (2006)Understanding the research process and methodsntfeduction.(1% ed.).
Nairobi: University of Nairobi publishers.

Nyandemo, M. S. (2007Research methodology: Methods and approadNasobi: University
of Nairobi Publishers.

Orodho, A. J. (2005Elements of education and social science reseaethads.Nairobi:
Masola Publishers Ltd.

Reichel, M., & Ramey, M. A. (Eds.), (198Tonceptual frameworks for bibliographic
education. Theory and practickittleton, Colorado: Libraries Unlimited Publisiseinc.

RBA SN (1997). Available on http://.www.rba.org.letrieved 7 June 2013.
Sharma, M. (2003)mproving peoples live€alifornia: Sage Publications. (pp. 182).

Trousdale, W. (2005Rromoting local economic development through sgiatplanningVol.4:
Action Guide. Nairobi: United Nations Human Settéts Programme (UN- HABITAT)
& Vancouver, Canada: EcoPlan International Inc.

Wisker, G. (2008)The postgraduate research handb¢@¥ ed.) Houndsmills, UK: Palgrave
Macmillan Publishers.

57



LIST OF TABLES

Table 2.1: Current pension scheme structure in leny...........ccccccccceeieiiieeeeeeeeeeeen, 17
Table 3.1: Distribution of Pensionable Staff at KBIBy Departments .................... 30
Table 3.2: KNEC SRBS Membership Sample Distributian..............cccoevvvvvvinnnnnens 38
Table 4.1: Sample population age distribution..........cccoovveeeieeiiiiniiiiiiiiiii 47
Table 4.2:Sample Gender DiStribULION..........ccooiiiiiieeeeeeccce e a7
Table 4.3: Duration that one has been a memben@iNEC SRBS.............ccccccnnen. a7
Table 4.4: Effect of change in deductions of ctwition from a member’s

salary the due to scheme CoONVersioN .........cceeeceiiieinieeeeeeeeieeeeeeeeiiiiiinnnnn. . 48
Table 4.5: Sampled Population Job grades: EC Scale.............cccoovvvvvvviiiivnnnnnnnnnn. 48
Table 4.6: Sample population other source of incapert from salary .................... 49
Table 4.7:Sample population preferred rate of contribution pension

PUIPOSES DYEMPIOYEI .. et 49
Table 4.8: Whether, since the scheme conversi@01d there has been

a significant growth in the schemes capital base..........cccccccceeeeeieiiieiiiviiiinnnns 49
Table 4.9: Sample population preference for pensireme category................... 50
Table 4.10: Sample population assessment of thetéige on contributions.......... 51
Table 4.11:Sample population opinion on difference in benefits.......................... 51
Table 4.12: Sample population preferred pensioreBT..............ccoevvvvvvvvinciiiieneenn. 52

58



LIST OF FIGURES

Figure 1. Annual total superannuation industry tgsewth 1996-2005

Figure 2. Sample population assessment of clarity of AGM actsoand information

PreSENTALION........cceiiiiieeieieiiei s mmmmmm e e e e e e e e e e e e e e e eaes

59



Appendix A

QUESTIONNAIRE FOR KNEC PENSIONABLE STAFF ON THE ASSESSMENT OF THE IMPACT OF FUND
ADMINISTRATION CHANGE FROM DBS TO DCS.

Dear respondent,

I, Johnson W. Mutheke, a final year PGD in Actuarial Science student at the University of Nairobi wish to
request you for your time to complete this questionnaire. The information gathered shall be used to
fulfil part of the requirements for my graduation.

You are requested to answer all the questions provided truthfully and honestly. Your responses will be
treated in strict confidentiality and shall not be disclosed to any party except for the sole use of the
academic requirements of the University of Nairobi for which it is sought.

Personal Data: (Tick one)

1. Age bracket:

25-29 [ ] 30-34 [ ]35-39 [ ]40-44 [ ] 45-49 [ ]50-54 [ ]55-59[ ]

2. Gender

Female [ ] Male [ ]

3. Duration that you have been a member of the KNEC SRBS

1-3yrs |:| 3-5yrs |:| 5-7 yrs |:| More than 7 yrs |:|

SECTION A: Extent of income effect to you due to pension scheme conversion from DBS to DCS.

4. As far as deduction of contributions from my salary is concerned, the effect due to scheme
conversion was :( Tick as may be applicable)

Verylow[ | Low [ ] medium [ ] high [] very high [_]
5. Job grade:(EC-)

2[ ] 3[JalJs [ ]e[J7z[]8[]9o[] 10 ][ J22[]13[Jaa[Jas[]
6. Do you have another source of income apart from the salary? No |:| Yes |:|

7. If YES to question 6, what approximate percentage does this other income form out of your total
monthly earnings? 0-30% [ | 30-50% [ ] 50-100% [ | More than 100% [ |

8. What would you have preferred as a reasonable rate of contribution for pension purposes from
yoursalary?2% [ ] 5% [ ] 10% [ ] 20%[ ]
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9. What would you have preferred as a reasonable rate of contribution for pension purposes by
your employer?28% [ | 25% [ ] 20% [ ] 10%[ ]

SECTION B: Did the defined contribution scheme afford a better financial retirement position to the
KNEC retirees as opposed to the defined benefit scheme?

10. Since the scheme conversion in 2011, has there been a significant growth in the scheme’s capital
base? Yes [ | No|[ | | do not know [_]

11. If your answer to number 10 is yes, what would you say contributed to such growth?
Investments| |  members contributions [ ] interest from banks [ ]I do not know [ ]

12. Given that, DCS grows through investments of scheme funds while DBS grows through
employer/employee contributions and longevity of service, which scheme would suit you be4st?
pcs[ ] DBS [ ] None [_]

SECTION C: To what extent did the scheme conversion affect the employer and employee contributions?

13. Since the conversion of the pension scheme from DBS to DCS the capital base of the fund has
significantly grown.

Yes |:| No |:|

14. The 8% movement on contributions by employer (28% to 20%) and 8% movement for
employees (2% to 10%) favoured one party.
Yes |:| No|:|

SECTION D: In terms of the projected benefits, is there a significant difference between the benefits
accruing from DCS compared to those realizable from DBS for a retiree?

15. | do not foresee a significant difference in benefits accruing from DCS compared with
those from DBS in view of the DCS investments earnings so far.

Yes[ ] No [ | | do not know [_]

16. If you had an opportunity of free choice what mode of funding would you recommend
for your retirement benefits scheme.

DCS |:| DBS |:| partly DCS and partly DBS |:|
17. To what extent is the DCS more motivating than DBS to encourage you to stick with your
current employer till retirement

Excellent [_] Good [_] Satisfactory [_| poor [_]

18. The annual returns on the scheme are not presented in a clear and plain accounting format
to enable me to do a smart comparison of DBS and DCS plans.

Strongly agree |:| agree |:| disagree |:| strongly disagree |:|

I sincerely thank you for making time to complete this questionnaire. May God bless you. J.W. Mutheke
61



Appendix B

62



SARNAL ¢

ity iy, &6
b e e Wi

$93)s14) 2y} Aq 3anss| 1oy panoidde a1om 6| 03  sabed uo syuswelS [epueuy ay |

01586056 565'86€'09Y
709y S€0'858'L €l
T€5'00£'556  0€9'9S7'89%
9EV'EV6'T LL0'6LLT 4
S0v'£8%'T i L
lzl'ety'lc  §26'905'T Ll
A S95'LE

> 0001168 ol
£€90'801'0cC  955'8€5'TT 6
L0S'TEL'B0L  €9¥'6VB'LSE 6
sys sys

Llozaunr  ziLogsunf dJoN

10z 3unf og papua pouiad Ay 1oy sJusLUSIeS |

SJUSWIIEIS [RIDURUIY 3]

S1YaUaq Joj 3[qe[IRAR S}35SE JOU [e10]

sasuadxa panioy
saiq

s)asse |ejoy

jueq Je yse
BWBLPS I WOy NP Junowy

3WODUI PaNIIe PUB S3|GRAIZIBI IBYI0
3WBYIS I WOJJ BN SI0JGIP UOHNGLIUC)
3]qe12A0231 Xe) BUIpjoYyIM

Josuods 3y wiol anp Junouty

1502 PAsIIOW Je - SJUSWUISAAU|

3N[eA JIB} Je - SJUBWISIAU|

s)assy

S13SSV 1IN 40 INJWILYLS

ueuly 3 Loday

JO Alewwing

}oday [enuuy s931sn] (GQ8DA) SEYS [1PUN0Y UOHRUIWEX] [eUoieN eAuSY

015'8€6'056

€2e01Y'L68
£81'875'€S
(826'019%)
(88€"91€)
(185207'€)

(0£8%50'e)
€20'LY6'SY

€05'5S1'85

(££5'198'9%)
(££5'198'91)

080°£1€'501
08021501

sys
LLOZ aung

S65'86€°097
015'8€6'056
(S16'6€5'06Y)
(ves'ees's)
(r¥8'€51'97)
(£86'78¢')

(£80'016'F1)
0€T'LY1'LT

(£¥5'295'09%)

(€1€'609'£59)
(1£8'£69'881)
(6%S'2LL)
(88£'269'T1)
(901" 14#'55h)

000'02L'LL
99£'9z€'61L1L

sys
210z sunr

1834 JO pu3 1B S1YaUB( IO} 3[qe|(eAR $13558 JaN
1834 JO 11e1S 18 S1YBUIY IO} D[R|IRAR SI3SSE 19N
194 3y} 10} 53355L 13U Ul 35BADUI/(3583109(])

S95UDAX dAINRIAS

wpy

SIUSWISaAUL UO Uinjal 19N

$95U9dX3 JUBWISIAU] 1S5
anjea Jiey ui abueyd)
SUIODUI JUBWISAU|

SJUDLISIAU] UO UIN}RY

sIaquiBW Yiim sBujesp woly 3seaidul/(2seainap) 19N

N o omo

aoN

3|qeAed pue pied uoisuad

N0 SIBJsUR)|

s1aquisW bumelpylim oy ajqeked siyauag
BWIAYIS UOANGLIUOD PAULIP 0} J3jSuBI|

siaquizw yum sbuljeap wouy sbuiohing
Josuods ay Aq papuny 1yap [elendy
$9|QRAIDIRI SUOINGLIIUC)

SI3QUIBW Y)m SBUIjeIP W) SLIOdU|

SL13SSV 1IN NI SIDNVHD 40 LNIJWILYLS

10T 3unf og Papu poLad 2y} 10j SJUWRRIS [elDUeUl 1 Jioday
SIUBLIRILIS |PIDURUI4 BY) JO AJeiWNgG

1ioday [enuuy $931SNIL (§@SDA) SAYS [1PUN0) UoKRUIWEX] [uone) eAUSY

Trustee’s annual report- KNEC SRBS 2012

Source

Appendix C

63



UNIVERSITY OF NAIROBI
-SCHOOL OF MATHEMATICS

Email: maths@uonbi.ac.ke P. O. Box 30197
Telegrams: "Varsity" Nairobi NAIROBI
Telephone: 4445751 KENYA

August 28, 2013

The Chief Executive Officer

Kenya National Examinations Council (KNEC)
NAIROBI.

Dear Sir,

RE: REQUEST FOR DATA AND INFORMATION FOR RESEARCH

The School of Mathematics (UoN) has been offering a B.Sc. and
graduate courses in Actuarial Science for more than ten years. The
students in these programmes are required to undertake a research
project to qualify for their degrees.

The purpose of this letter is to request your office to assist Johnson
Wambua Mutheke — [46/68532/2011 who is pursuing a Postgraduate
Diploma in Actuarial Science in our school with the necessary data
and information to enable him complete his project.

| promise to make sure that confidentiality is maintained throughout
the study and the results will not be used for any other purpose other
than academic matters.

Your assi}stance in this regard will be highly appreciated.

Head Actuanal Science and Financial Mathematics Division.
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