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Higher levels of governance
will not necessarily guarantee
more favourable outcomes,
but should promote an
environment for better
decision making and
understanding of risk

lapf
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Presentation Notes
When I was asked by Jerry Moriarty to speak on the topic that Better Governance = Better outcomes I looked for proof to back my assertion.

What I found was more of a contradiction!
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Embracing Governance
Should Produce
Better Outcomes
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Presentation Notes
So I have changed the title to something less absolute!
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Increasing Regulatory Environment

 Pensions Authority — 11 DC Governance Codes

e |ORPII

&
Pension Reform Consultation 2016
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Presentation Notes
We are all operating in an increasingly regulatory environment

Pension Authority  have throughout 2016 announced the Defined Contribution Governance Codes 

IORP 11 

And Pension Reform Consultation Document

 


Pensions Authority DC Codes of 14 pf“jpm
Governance 2016

Pension Authority expects Trustees to establish a
Governance “Plan of Action”

“Help (Trustees) to develop and apply consistent
policies, processes and controls in the management of
their scheme”
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Presentation Notes
What does the “Plan of Action look like”

Firstly I would say that the Codes of Governance are to be welcomed and embraced by trustees and consultants alike

And not only for DC Schemes – they provide an excellent template for the management and good governance of both DB and DC Schemes


Governance Plan Of Action 1apfmm
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Trustee
Meetings

2017 Work
Schedule

Conflicts of
Interest

Scheme
Records

6
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This shows the areas that should be contained in a Governance Plan of Action – 

Sets out how you as a trustee board are going to deal with the issues that arise in the management of your scheme

Structure of trustees meetings – quorum, chairman, decision making… etc

Of the 11 codes of Governance 9 are relatively black and white and relate to managing the scheme in a compliant and efficient way, these include 

Statutory deadlines – Reporting – TAR, Benefit statements, contributions etc

Work schedule – calendar of routing work  - dates for trustee meetings, scheme renewal, member communications, etc

Trustee obligations – terms of reference – schedule of deeds & rules and amending documents

Record Keeping

Risk Management – Risk register

Conflicts of Interest – Conflicts register

The we have …

Investment & Communications….this is what we are going to look at in more detail
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. Trustee Investment Responsibilities — Trust La

; * [nvest in accordance with the powers vested in them
under the trust deed

e Subject to a duty of care (prudent person) to members
and to sponsoring employer

e Requirement to obtain expert input
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Lets take a look at Trustee Investment Responsibilities under trust Law

All well known – Trustees typically delegate the task of investing the scheme or member funds to investment managers but 


Trustees remain responsible - 
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. DC Code 5 — Investing Scheme Assets RS pin

; e Actions

— SLA with Investment Managers

— Develop & Adopt appropriate investment strategy
— Produce SIPP

— Provide SRP annually

— Review performance against objectives

— Provide a Default Investment Strategy that reflects the profile
and needs of the scheme membership

— Meet, monitor and review.....
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Trustees also have investment responsibilities under the Pensions Act

Code 5 sets out what the Pensions Authority expect from trustees when investing the scheme assets

These include – 
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Appropriate Default Investment Strategy

 Reflects profile and needs of the scheme membership

>

Probably the area that is causing
trustees most concern
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A DEFAULT INVESTMENT STRATEGY THAT REFLECTS THE PROFILE AND NEEDS OF THE SCHEME MEMBERSHIP

Vast majority of members end up in the default strategy – more than 80% hence its importance.




Default Investment Strategy — lappf“jpm
N Where are we now

>

JAPF DC Investment Survey
2014
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Lets look at where we are - 

IAPF DC Investment Strategy  - 2 years ago but not a lot has changed since then


. f
I representing pension savers

Question 3:

What percentage of active members are in the default fund?

Active members in the Default Fund | 69% 70%

Question 4:

What percentages of members are in Lifestyle arrangements?

Percentage in Lifestyle 55% 73%
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More than 70% in the default fund

More than 73% of Default Fault funds are in a Lifestyle strategy

So this is where trustees need to get it right
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Question 6:

What is the asset class disiribution of the lifestyling portfolio at Normal Retirement Age?

Asset Allocation of Lifestyle at Normal Retirement Age

w2013
2014

23%
0%

6% 6%
1% 2% o o o 0 I

I
Equity Bond Cash Property Absolute Other
Return
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More that 72% of schemes use Bonds in the consolidation phase

This is typically an Annuity strategy
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Default Investment Strategy —
What is the solution?

Majority of lifestyle strategies target Annuity
option — ARF option available since 2011

Does Annuity strategy reflect the profile and
needs of the scheme membership?
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So I ASK THE QUESTION IS defaulting to bond or in simple terms an annuity  A strategy that reflects the profile and needs of the scheme membership
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>

Does “reflecting the profile and needs of the
scheme membership” mean the majority or
the individual?
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Another question I ask is Does “reflecting the profile and needs of the scheme membership” mean the majority or the individual?
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If majority then requirement to take into
account the demographics of the scheme
membership & analyse how members are
likely to draw benefits.

Default to suit majority — but what of the
minority!
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The minority can be a substantial number – trustees have a responsibility to

“Provide a Default Investment Strategy that reflects the profile and needs of the scheme membership”

So if the responsibility is to provide for the individual how can this be done, It can be done by meeting the minority on a one to one basis

or
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Default Investment Strategy — oo e

What is the ideal solution?

; PHASE 1:

PHASE 2
Grosth Period

Consolidatson Period

E Target

E Optimal

: Member

EE Outcome
i
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Put in place an individualized or personal lifestyle strategy that analyses how members are likely to draw their benefits and defaults them in to an appropriate strategy.

This is probably the nearest we can get to where Better Governance = Better Outcomes

Lifestyling is an administration process – PERSONAL LIFESTYLE STRATEGY  requires a robust administration platform with an appropriate investment strategy to match outcomes
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DC Code 10 — Communication

“Trustee responsibility to satisfy themselves
that the communication is relevant and
understandable”

(Pensions Authority)
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The other code I want to look at is Code 10 – Communication

Significant emphasis is now being put on trustees to ensure member communications are easily understood, right down to how choices are presented.

“Member choices are significantly influenced by how the choices are presented to them.”




.. 1api=En
o DC Code 10 — Member Communication AT

Information is

 Accurate

e Clear

e Simply Expressed

 Helps members make informed decisions
about:-

* |[nvestments

* Benefit options

e Contribution levels

>
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The action points raised in the governance codes require that information is……………..
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DC Code 10 — Member Communication e

User friendly Disclosure information & meeting
legal requirement “not mutually exclusive”

(Pensions Authority)
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The Pensions Authority have recognised that information has to be first and foremost “easily understood”

And that for the sake of meeting the regulatory Disclosure requirements we do not loose the message

Pensions Authority have produced model benefit statements / leaving service options / Retirement Options 

These are a good starting place but all material should bee looked at 


| 1apf =@m
Member BOOkIEtS - Old Ver5|on representing pension savers

E.  DEAIHEEREFIS

L waam owrmrt

F you ce N aervce Selow jour moTTel petEoT Seie B D surm benel will e
payatis io your dependesa sgul i four bres your acheme aalery w S cede ot
cemit, mbjed = sy maTchora mpomsd by e mauEnos corpety W
uriarmeris b anai

1"syrmmat of the lormp sum bersebt

The rurisn &re Eaporase ior smrng (fad ene’fa ae g (o e EpooeiEe
pEFID o peracra. ThE Puaaem can DEr sseesoss tha doamredos 0 opmo wiahan
e amowe. Accordingly, yew Bt instied to compists an espremion of wishas foem
whEn e jE e ey ans keeg | ug b cale (Ses Appends B

Thiz w] weors = (57 53 [oaa Oe B ot Derafis pEpEcie uncler B acheme
= pail N sccorsere wih your imsincion. Tow should be meers, hoeerern, el
= sspramizn & watea ‘o @ pererelly only B pude = e hadess ans @ st
bireing on B broreen.

AEL Limrkwd
I"ERZIUN SCHEME

&
INCOME I"IEQ IECIIUM BENEFI ] SCHEME
o vl a

In Tm weni of your deeit duing IENVCE, your IpCUe oo degpencants wll
Ve T s o e sl Thay iy S B e pied Tomsl i pothems
u apcuas o depencars peraion The smwuri of pemsion will Sspercl, sTong
e futga, on he el 2 yoor rebreest fong ars e el o mises et
i b

Tow izisl psnmc payebie i= your apcuas and depenceta o adsies ot
b ksl down by the Seeenus Comrizmones

1 Uepwriant's pemeen on desth n ssnace

In aciton, § SepercEnt peraon 3 pEyEDE eguE T DTG o acheTe LR
A T apoas B e oo e el e e cete o Semds o oiser i
capedei wha you e edvasd v pertly mairisinesl or reguiarty Nrercely
ERLARS LMY BHIELE ] madEied oy you i io yoo deeh | @ mporant S oo acsiee e hadeea o7
it saparcaris b= srave el e tered 3 maoes e o vmiesie e
ot o pour Seain. Plagss corgiede e fore moappensi S s B rega

Ll et 'l | "eewecaTd

H you s 8 e meoer B0 e sonaed Dy m gapegiacd chikd, & children's
pemee sganl iz 10% of dw aToudt of Sw cepscdesi peneen. will cecoe
pryubie io ssch cepegdagl, ik, muges © 8 mmomwr of bvo chicren. Tha
parEcn wi oaEEe when T chic ceaoes T ooy B3 ciapeeieoe, i | oy
e st rrartesl B R GARSOERR, SRUCEED U reed o o e usises =
wnas i e imaseroe @ gl it glece. Plesas compists e o i sppend G
in e reged.

Sparaty on W drecree
F you wew agaly sscammisd o dvoroec, B couta iy hawe cecicec o- Tm
preporien of your deasth Deeels paymisie iz Be varoua perien.  Susest @ Tm
presmora of any == oders, e nuaisa W, verwew appropeeia, Mooy T
watsa @ = cecsmasc] meThe. Ay peracn achadiTet orsen o by T
cowrin wil e prececencs over your Wil ancl your expression of wizhea form

anne

IAPF Annual Governance Conference www.iapf.ie


Presenter
Presentation Notes
This is an example of what member booklets look like

Very bland and not welcoming
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Member Booklets - New Version
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The ABC Limited Protection 4
Pension Scheme

o for your family if you die

¥our scheme = designed to provide bemsfits for yaur fsmily in the
unfortunete. event thet you e whilsk in empioyment, before your

noarmal retirement dete. This sectinn explaing the benefits which would
become available bo your family

4

Alli=d P ere on Tind shees
Ferman & imesiment Consufants

A DT N
VA Y BN |

ey !

Bxplanatory Booklet

Moo mbar 1038 Editon
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As an organization we have moved to this

Same information – meets all of the disclosure requirements 

But presented in a much more user friendly manner
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; Create a year-round pensions engagement strategy

- Can help maintain and increase interest over the longer term

IAPF Annual Governance Conference www.iapf.ie


Presenter
Presentation Notes
Member communications should not be just a once a year event – 

Creating a year round campaign can help maintain and increase pensions awareness and member engagement on the important issues of 

Joining

Investment options 

Adequacy
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This is an example of a regular poster campaign for Auto enrollment in the UK

Simple messages that get people thinking
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I particularly like the last poster

Employee contribution and then 

Employer contribution 

And Tax relief
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; Consider the role of technology in promoting member engagement
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We have come a long way since using smoke to communicate

Embrace technology
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. Member Communication sl

>

e Use multiple channels of communication

* Target specific member cohorts

pension issues
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We all prefer to receive messages in different ways

It can be via the post or using different electronic communications

Twitter / Email etc
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Communications — dealt with by PA Disclosure Regs

>

Risk Management —
e risk management function
e aninternal audit function - including the oversight of outsourced functions
e an actuarial function (where appropriate)
o effective internal controls and contingency plans.
e arisk evaluation report
e aremuneration policy

Fit & Proper Test — “Professional qualifications, knowledge and experience”

APT) Arequirement for DC plans to appoint a depository
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Fit and proper test – dealt with in the Pension Reform Consultation Document

Trustee experience of 2 years and professional qualifications – likely to see more use of professional trustees 
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3 Actions for Trustees 1a fmlm

 Implement a Governance Plan of Action
 Ensure Default Strategy is “Fit For Purpose”

e Review communications strategy
* Plain language
 Simple messages
* Multiple channels
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You cannot escap’é_f ‘He
responsibility of tomorIows

oy
evadingittoday:
Abraham Lincoln
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This message applies to both trustees and pension scheme members
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