Best Practice Paper No 2

Retirement Scheme Governance

Introduction

Retirement scheme governance refers to the processes used in the management, oversight and administration of a retirement scheme.  Good governance is essential if scheme members are to receive the benefits they have been promised.

An effective governance system establishes a framework for the division of responsibility and the accountability of all participants in the process.  It considers all areas of retirement scheme management, including funding, investment and benefit administration.  Effective governance provides reasonable oversight and enhances benefit protection, but does not discourage the establishment of retirement schemes.

Good governance is important for retirement schemes, as it is essential to the fulfillment of fiduciary obligations.  A good governance structure serves to minimse risks and maximise efficiencies.  

The following section sets out the best practice governance principal.

Principal 1

A retirement scheme should have clearly stated objectives which are documented and made available to scheme members and beneficiaries.

Retirement schemes should have objectives that explain why the retirement scheme exists and affirm the scheme’s intent to achieve its goals.  The scheme’s objectives provide guidance in setting funding and investment policies and set goals for the administration of the scheme.

Principal 2

There should be clear documentation of roles, responsibilities and accountabilities of all participants in the governance structure.

There should be clearly defined and documented roles, responsibilities and accountabilities for all participants in governance (oversight and policy making), management and operation of the retirement scheme

All roles and responsibilities should be identified and assigned in accordance with appropriate commitment, knowledge, experience and time availability.

The governing body is expected to oversee and assume responsibility for the scheme, but is not expected to manage the scheme on a day-to-day basis.  The governing body can delegate management functions, but retains ultimate responsibility and accountability for supervision and ensuring that the promised benefits are provided.

The governance role consists of establishing the scheme’s objectives, policy, goals, strategy and governance structure as well as performing high-level monitoring.  The management role consists of assisting and supporting the governing body, and translating their decisions into operational plans for execution by staff and others.  The operating role consists of implementation of the objectives, policy and strategy by staff on a day-to-day basis.

Principal 3

The governing body must fulfill its fiduciary responsibilities to scheme members and beneficiaries

The governing body has a duty to act in good faith and in the best interests of the scheme members and beneficiaries of the retirement scheme.  This may require advice and impartial recommendations from appropriate professional advisers.

The governing body should recognise that the greater the discretionary powers of the fiduciary, the greater the scope of their fiduciary duties.

The governing body has a duty to act in good faith in the best interests of the beneficiaries of the retirement scheme, to treat members impartially and with loyalty, to exercise the care, skill and diligence of a prudent person, to interpret the scheme teams fairly, impartially and in good faith and to prevent personal interests from conflicting with those of the scheme.

Matters that fall within the fiduciary obligations of the governing body include ensuring prudent investing (including investment policy development and effective implementation, proper benefit payments, proper remittances of contributions, appropriate communications to scheme members, and compliance with legislation and scheme policies.

Principal 4

For member choice defined contribution schemes, the governing body should take into account specific considerations about the selection of investment options offered to retirement scheme members.

The governing body should consider the following issues:

· Who will make the investment decisions

· Whether members will invest the total account or just their own contributions

· The number and diversity of investment choices required to materially affecting the potential returns and degree of risk

· Whether member representatives will participate in the selection of investment options

· How frequently the members can modify the investment choices

· How performance and costs will be monitored

· What the default investment selections will be

Member choice defined contributions schemes should provide enough investment options to satisfy the different risk tolerances and investment horizons of scheme members.  The governing body should provide members with appropriate tools to help them make informed investment choices.

Principal 5

The governing body should have the right mix of skills and experience and the members of the governing body should collectively demonstrate the skills, capability and dedication required to fulfil their governing responsibilities.

The members of the governing body should collectively demonstrate the skills, capability and dedication necessary to fulfil their governing responsibilities.  Where appropriate, the governing body should seek information and advice from qualified external advisors.

Where the governance structure includes sub-committees, the sub-committee members should collectively demonstrate the skills, capability and dedication necessary to fulfil their governing responsibilities.  The sub-committees should have the right mix of skills and experience.

The governing body should delegate responsibilities to subcommittees where appropriate.  The roles and functions of the sub-committees should be clearly set out.

Possible committees include an investment committee, an administration committee, a communication committee, and audit committee.

Principal 6

The governing body members should have or acquire the knowledge and skills required to make informed decisions.

Members of the governing body should be provided with appropriate training and ongoing education.  Areas which members should have an understanding include:

· Duties under the scheme documentation

· Benefit rules

· Regulatory or other requirements relating to the retirement scheme

· Financial markets

· Risk management

· Actuarial principals (for defined benefit schemes)

· Investment principals

Principal 7

There should be a formal procedure for the selection and secession planning of members of the governing body.

The selection and succession planning structure should deal with the term, selection, appointment/election and removal of members of the governing body.  The term of the governing body members may vary depending on the type and context of the scheme.

Principal 8

The governing body should receive appropriate, timely and accurate information.

A process should be in place to ensure that the governing body members receive appropriate, timely, accurate, complete, consistent and easily comprehensible information such that they may discharge their responsibilities effectively, and ensure that delegated responsibilities are fulfilled.

The information could include:

Investment related

· Investment performance of each investment managers, including the effect of the asset allocation policy and investment structure

· Information relating to the changes at the investment manager

· Risk management and compliance reports

· Any recommendation to changes related to investment actives

Funding policy related (for defined benefit schemes)

· Actuarial reports

· Financial statements, including analysis of expenses

Operations related

· Membership reports

· Benefit payment activities

· Report detailing member enquiries/complaints and actions taken

· Reports detailing actual and proposed communications

Principal 9

A communication policy should be established for scheme members and beneficiaries to ensure transparency and accountability.

A communication policy should be established for the disclosure of governance information to members and beneficiaries.  Communication should be appropriate timely, accurate, complete, consistent, cost-effective, useful, comprehensible and accessible.

Principal 10

The governing body should have appropriate mechanisms in place to ensure compliance with legislative requirements.

The governing body should have an internal control framework place to ensure compliance with minimum legislative requirements, including filing requirements.

Principal 11

The governing body should periodically review governance procedures to ensure the objectives of the retirement scheme are effectively pursued.

Ongoing review of the governance procedures will held determine the effectiveness of a retirement scheme’s governance structure and operations in meeting the retirement scheme objectives and discharging the governing body’s fiduciary responsibilities. The governance structure should be modified as required to ensure its effectiveness.

Disclaimer

The document provides a guide for Retirement Scheme Association members on best practice in governance.  The information is intended to be a general guide and should not be used or relied upon as a substitute for specific professional advice.

The Retirement Scheme Association disclaims all liability and responsibility to any person who relies, or partially relies, upon anything done or omitted to be done by this document.
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