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What is pension
Governance?
Pension governance concerns a multitude of administrative and operational issues
regarding a pension plan and its investment strategy. Its primary maxim largely
revolves around responsibility, and how it is delegated to individuals. A key
objective of good governance is ensuring the structural integrity of a pension plan.

Why is it
Important?
There is an intrinsic link between good governance and the performance of a
pension plan. One affects the other – a plan is less likely to experience solid
growth without the pillars of good governance in place. Good governance
is the bedrock of a well-run pension plan.
It is important for the long-term stability of a plan. Good governance assists in the
minimising of risk and the maximising of opportunities for a plan and its members
and beneficiaries.
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Why guernsey?
Choosing a jurisdiction in which to locate a pension plan is a key part of
achieving good governance.
Guernsey is the global leader for administering global pension schemes.
Guernsey has a track-record of providing high-quality, specialist pensions
services to clients from across the world for more than 40 years. The island
is a centre of excellence for the establishment, administration and management
of international retirement benefit and savings plans, and has been in the
forefront of innovation for decades.
Guernsey adheres to all appropriate international regulations and is a
member of, or works closely with, key standard-setting organisations around
the world. For pension plans, the principal regulatory standard-setter is the
International Organisation of Pension Supervisors (IOPS). Guernsey prides
itself as being a member of IOPS.
Willingness to promote consumer protection is a strong indicator that a
jurisdiction is serious about encouraging a well-regulated environment.
In Guernsey, an independent financial services ombudsman oversees
the pensions industry and its activities, which means better protection
for consumers than in some competitor jurisdictions.
The Guernsey Financial Services Commission (GFSC), which conforms to
the highest international standards, is respected by overseas clients, both
private and corporate, and is recognised as a serious regulatory body in
upholding compliance and high standards. The GFSC is a member of several
international initiatives, including the Network for Greening the Financial
System (NGFS) and the Sustainable Insurance Forum (SIF).
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Guernsey offers clear and concise regulatory oversight both of providers
and pension plans in what is otherwise a “grey area” internationally. It has
also embraced anti-scam and anti-liberation initiatives as they have been
developed internationally. Guernsey’s alignment with the US, UK and other
major economies when it comes to provider regulation gives plan
beneficiaries a great deal of comfort.
Guernsey has clear regulation on fees charged so that all fees and
commissions must be disclosed to pension plan members.
Guernsey offers an excellent environment in which firms can flourish
and innovate. A substantial amount of international economic activity
is undertaken on the island and it is the base for many international
retirement plans and savings plans for major multinational corporations.
Tax neutrality is important, particularly when a plan is seeking to minimise
costs. Guernsey provides a tax-neutral environment in which the assets
of the plan grow free of taxation and, on drawdown, are paid gross to plan
members. Guernsey is at the forefront of standards on tax transparency and
cooperation and is on both OECD (2009) and EU (2019) white lists.
The jurisdiction of choice should offer stability and security as a base
expectation. Guernsey offers economic and political stability and security,
through constitutional autonomy from the UK in its capacity as a Crown
Dependency. As a result it is shielded from ongoing EU-UK political
ramifications, and the other “unknowns” that affect other jurisdictions
around the world.
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The key drivers of
good governance
To ensure that good governance is not only achieved, but also maintained,
pension plan trustees should be considering the following key drivers. The
implementation of the principles outlined should mean that the foundations
for good governance are laid, and can be maintained and nurtured further.
Each of the following drivers listed will develop a framework which encourages
the creation of a governing body with clear lines of responsibility, and
accountability, and which operates of its own accord, but also considers
the advice of experts. And, perhaps most crucially, it allows for the
continuous development of good governance.
Ultimately, good governance is not an endpoint or destination, but a journey.
Continuing to scrutinise, develop and improve the existing structure is
necessary to maintaining and improving good pension governance.
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Achieving good governance
Where do you start? How can you ensure that the pillars of good governance are
cemented within the structure of the plan?
Choice of jurisdiction
Choosing the right jurisdiction to administer a pension plan is a key part
of achieving good governance. A stable and secure environment with
experienced and knowledgeable pension professionals is key to ensure
the long-term success of any retirement or savings plan.
Suitability
Membership of the governing body should be subject to minimum
suitability standards, to ensure a high degree of integrity, experience and
professionalism in the governance of the pension plan. Building a suitable
governing body of talented and experienced individuals is imperative to
successfully laying the foundations upon which lasting good governance
can be secured.
Identification of responsibilities
There should be clear identification and separation of responsibilities
in the governance of a pension plan. As good pension plan governance
should be “risk-based”, the division of responsibilities should reflect
the nature and extent of the risks and the main strategic and oversight
responsibilities. This might include arrangements for administration,
investment, funding and risk management.
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Delegation and expert advice
Where the governing body lacks the expertise to make decisions on
specialist issues, it should take expert advice and may delegate to
sub-committees which may include relevant experts.
Clear lines of accountability
The governing body is accountable to the pension plan members, any
other beneficiaries, the regulator (where relevant) and other competent
authorities. We think that clarifying accountability over governance functions
is crucial to allowing the regulator, plan members and beneficiaries to hold
the governing body to account. Ideally, this should include arrangements
for “whistleblowing” where needed, the ability to appeal to an independent
Ombudsman, and the right to appeal to an independent judiciary.
Internal controls
Checks and balances should ensure independence and impartiality
where appropriate, and that all internal stakeholders adhere to agreements,
by-laws, statutes, contracts, or trust instruments, and uphold the interests
of all stakeholders. Ideally, these should be tested by regular on-site
reviews by the regulatory body.
Reporting
All reporting channels between all persons and entities involved in the
governance structure of the pension plan ought to be defined, to promote
the effective and timely communication of information.
Disclosure
All relevant information regarding all connected parties should be disclosed.
Such parties include pension plan members, plan sponsors and regulatory
authorities. They must be made aware of all developments which affect
them on a timely basis.
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Contingency planning
Having a “back-up plan” is essential. As the foundations of good governance
are soldered to the core of the pension plan, improving the nature of the
governance means being prepared for disaster, no matter how unlikely one
may seem. A recent example is the global COVID-19 pandemic – pension
structures must be robust enough to continue operating in the face of
adversity, and nimble enough to find solutions to economic concerns
that threaten the protection of assets.
Addressing conflicts of interest
Conflicting interests between internal stakeholders has been identified by
several sources, including research conducted by WE ARE GUERNSEY,
as a largely underestimated issue, but one which has huge ramifications
for the erosion of assets. As a result, we think implementing a clear “code
of conduct”, committed to addressing conflicts of interest head-on, is the
answer to mitigating such financial loss. Conflict should never be brushed
under the carpet; similarly to building a culture of openness, a plan structure
should be built on a culture of addressing conflicting interests.

Culture of governing body
Achieving consensus within the governing body is important, even
crucial, to resolving key issues. Healthy debate ought to be encouraged.
Disagreements are natural, and devising a culture of openness to
disagreement may be necessary, not only to maintain a positive
culture in the long-term, but also to create an atmosphere in which
all ideas, irrespective of how questionable they may seem in the first
instance, are heard and appreciated. Developing such a culture could
also offer the added benefit of innovative solutions arising to solve
complex, unsolved issues.
Culture of improvement
Fostering a culture of improvement is paramount to ensuring that the
governance structure remains nimble and flexible in the medium to
long-term. It is suggested that the governing body should set aside
time dedicated solely to discussing the ways in which plan
governance could be improved.
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Changing the
stereotype
The importance of attaining good governance is often undervalued. The difference
between good and bad governance is almost the same as the difference between
achieving and failing to improve and grow financial return. The lack of attention
placed upon governance is often just as misrepresented as the extent of its
importance, with it often being viewed as a “lesser” issue than it really is.
WE ARE GUERNSEY is keen to tackle the view that governance is unimportant, and
certainly not a priority. We want to transform it from being thought of as a mere
buzzword, only deployed when it is deemed “useful”, to instead being a core value.
With the importance of pension governance assured in the island, Guernsey is the
natural jurisdiction of choice.

This paper was published in association with the
Guernsey Association of Pension Providers (GAPP).
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Why is Guernsey a
centre of fintech
excellence?

Image: Liberation Monument, Guernsey
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+44(0) 1481 720 071

info@weareguernsey.com

Guernsey Finance, PO Box 655, St Peter Port, Guernsey, GY1 3PN

Please recycle me

70% of the wood used in creating this brochure
is recycled material, with the remaining 30%
from a ‘controlled/sustainable’ wood forest
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