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FEATURE ARTICLE

The Canadian Association of Pension Supervisory 
Authorities has released for consultation an update of its 
Guideline No. 4: Pension Plan Governance Guidelines.
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S pring brings renewal. This spring, the Canadian 
Association of Pension Supervisory Authorities 
(CAPSA) introduced the updated Guideline No. 4, 
Pension Plan Governance Guidelines and its com-

panion Self-Assessment Questionnaire.
The guideline was first introduced in 2004 and may be the 

common thread that links thousands of Canadian pension 
plans. The guideline was designed to accommodate all pen-
sion plans, from the very small to the mega-plans. Plan spon-
sors were welcome and encouraged to scale the guideline to 
actual plan circumstances. Guideline No. 4 is a world-class 
governance beacon, referenced and practiced internationally.

Twelve years later, CAPSA has released an updated Guide-
line No. 4 for consultation. The refreshed guideline takes into 
consideration the evolution of the pension industry since 
2004—clearly with a greater focus on oversight and risk 
management—perhaps influenced by lessons learned from 
the 2008 financial crisis but also mindful of the importance 
pension plans play in Canadian monetary and social policy.

The guideline is meant to bridge concerns of pension 
regulators and policy makers and realities faced by plan ad-
ministrators and sponsors. The updated guideline does not 
propose lofty goals—It sets out standards any pension plan 
can achieve.

The principles do not stand alone. They are linked to each 
other by expanding on the concept of fiduciary responsibil-
ity. They are also linked to other CAPSA guidelines, resulting 
in an intelligently developed architecture for pension plan 
management.

As guidelines, no rigid rules are struck. Plan administra-
tors can interpret how Guideline No. 4 and its principles ap-
ply to their plans. The plan administrator, whether that is a 
committee, a board of trustees or an individual, should be 
able to navigate the guideline without professional assis-
tance, but professional guidance may be prudent.

Overview
The consultation draft, released in March, states that the 

goals of the revisions are to help plan administrators:
• Clarify when a fiduciary relationship exists and what 

obligations flow from such relationships

• Encourage the establishment of a governance frame-
work

• Provide plan administrators with more tools to iden-
tify the various roles in plan administration

• Broaden the scope of performance measurement to in-
clude all those involved in plan administration

• Identify best practices for identifying and managing 
plan risks.

The highlights of the changes to the guideline are as fol-
lows.

Principle 1: 
Fiduciary Responsibility

This principle stresses that there are important distinc-
tions between duties that are fiduciary and those that are not. 
Fiduciaries know that they must act honestly, in good faith 
and in the best interest of plan members and beneficiaries. 
With the ability to exercise discretion comes fiduciary re-
sponsibility.

The principle defines a fiduciary relationship as “one 
of trust between two or more parties where one (or more) 
person(s) (the fudiciary[ies]) has an obligation to act in the 
best interests of the other party.”

The revision adds clarification that fiduciary obligations 
are owed when legislation imposes them or when a plan ad-
ministrator and/or delegates can exercise discretionary pow-
er to affect the interest of members or beneficiaries or can 
exercise that same power unilaterally. Fiduciary obligations 
also are owed if members or beneficiaries are in a position 
of vulnerability at the hands of the plan administrator or any 
delegate.

The guideline now stresses that plan members must be 
treated in an evenhanded manner. Administrators and their 
delegates should be clear about the boundaries for decision 
making and the process for dealing with situations that push 
the limits.

Principle 2: 
Governance Framework

This principle has changed from a focus on governance 
objectives to documentation of governance responsibili-
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ties—identifying the duties of the plan administrator and 
how they will be carried out.

Pension administrators will benefit from the principle’s 
guidance on creating a library of key documents. Operation-
ally, plans that identified governance objectives (perhaps im-
proved funding or service levels) using the 2004 version of 
the guideline might incorporate the objectives into the gov-
ernance framework.

Principle 3: 
Roles and Responsibilities

The growth in this principle reflects the passage of time 
since the 2004 guideline. Being clear about the scope of each 
role in the governance process is essential for minimizing 
faults in plan administration. Plan administrators should, as 
is suggested by the review process, have a periodic checkup 
on the needed skills and skill gaps, filling them with qualified 
persons.

Principle 4: 
Performance Monitoring

The revised guideline encourages plan administra-
tors to look inward to measure their own performance. 
This might mean a board of trustees or pension commit-
tee conducts a self-assessment including asking questions 
such as  “Do we spend the right amount of time on mis-
sion-critical issues?”

This principle asks administrators to identify key per-
formance benchmarks that will help meet their governance 
objectives. Most administrators measure investment per-
formance; the guideline’s challenge is to dig deeper: What 
performance matters?

The principle also continues to highlight that every 
person in the governance process should have perfor-
mance targets against which actual results are mea-
sured. Plan administrators should be prepared to take 
corrective action if needed and periodically reconsider 
targets to ensure they remain relevant. Principle 4 is 
linked to Principle 5, which covers the knowledge and 
skills plan administrators and their delegates should 
have.

Principle 5: 
Knowledge and Skills

Education is essential to understanding the complex 
world of pensions. Plan administrators must be knowledge-
able about regulations, investments, communications, fund-
ing and actuarial concepts.

Principle 5 asks plan administrators to review whether 
they need specialized education in pension plan manage-
ment in order to perform at a high level. Similar to the con-
cept of the “skills inventory,” the principle encourages ad-
ministrators to engage in education for their own sake.

The guideline further stresses that administrators should 
assess whether their delegates demonstrate the appropriate 
level of knowledge for their role. Importantly, this is an on-
going test—It’s critical that the knowledge of administrators 
and their delegates keeps pace with the increasingly complex 
pension world.

Principle 6: 
Access to Information

It seems simple, doesn’t it? Share the right information 
with the right people at the right time. This principle asks the 
plan administrator to consider what information is needed 
by third parties, and itself, and set down explicit protocols 
for getting and sharing it.

To set up that process, plan managers should thought-
fully consider who might need to know about a policy, pro-
posed action or decision and take action to include others. 
This includes ensuring that the plan administrator, acting as 
a fiduciary, has timely, complete and accurate information 
when being asked to make a decision. Adoption of Principle 
6 will mean deferring decisions until sufficient information 
is available.

Principle 7: 
Risk Management

The new work done on this principle is evident. To meet 
the principle’s standard, administrators must step back and 
consider risks that can impact the pension plan, then con-
sider what the impact might be (there could be a range) and 
how the plan will manage the risk. Plan administrators usu-
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ally are familiar with investment risk but must think deeply 
about all risks.

The guideline sets out a number of considerations includ-
ing interest rate risk, currency risk (a timely item considering 
the importance of currency lately), funding risk, operations 
risk and governance risk. The guideline provides excellent 
discussion about the identification, documentation and 
management of risk and underscores the need to continually 
review this.

Those wishing to dig deeper into risk management, which 
has become a regulatory focus, could refer to the Financial 
Services Commission of Ontario 2011 Risk-Based Regulation 
Framework, a gold standard for risk management.

Principle 8: 
Oversight and Compliance

It’s essential that pension plans comply with all appli-
cable legislation. Noncompliance could result in financial 
penalties that diminish the assets available for benefits and 
shift resources away from productive work to unproductive 
scrambling.

Plan administrators should have methods that might in-
clude a simple report card from their small “a” administra-
tor or other delegate that lists the applicable legislation and 
whether the plan is in compliance. Periodic higher level, more 
detailed overviews of compliance also would be well-advised.

The guideline helps administrators become aware of the 
importance of keeping tabs on new legislative developments 
and understand how they might impact the plan.

Principle 9: 
Transparency and Accountability

Plan members and others will be confident about the 
pension system only if they know how important decisions 
are made. All Canadian pension benefits acts prescribe the 
information that must be given to plan members and some 
other stakeholders. Plan administrators are encouraged not 
just to understand what information they are required to 
share but to push beyond minimum standards by providing 
more information about the pension plan.

Plan members and others who have more information are 
likely to make better decisions about the future and understand 
their responsibilities. While some pension legislation prescribes 
policies for handling member inquiries, adopting the spirit of 
Principle 9 will encourage all plan administrators to have clear 
information ready for plan members who ask questions.

Principle 10:  
Code of Conduct and Conflict of Interest

Having the appropriate knowledge, through education and 
experience, will assist the fiduciary in understanding what be-
haviour is appropriate as she/he manages the pension plan. 
An experienced fiduciary may not need a code of conduct, but 
it provides an important framework for everyone in the gov-
ernance process. A published code of conduct will help plan 
members and others understand the rigorous process used for 
making decisions and avoiding inappropriate influences.

The guideline also encourages plans to investigate the con-
duct policies that would apply to delegates. Digging deeper, 
the guideline encourages plans to adopt methods to identify, 
disclose and manage conflicts of interest—moving beyond 
what pension and other legislation might require.

Principle 11: 
Governance Review

A careful reading of the draft guideline makes it clear that 
setting the governance structure for any pension plan is not 
a “one-and-done” activity. It is a continuous, living process 
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of thoughtful investigation, observation, review and growth. 
An administrator would benefit from having a special meet-
ing or a focused time to complete a review of the updated 
self-assessment questionnaire.

Conclusions
Since 2004, many Canadian and other pension plans 

have adopted CAPSA’s Pension Plan Governance Guidelines 
and used the self-assessment tool. Belief in the value of the 
guideline and putting its concepts into action improved pen-
sion plan outcomes for plan administrators and plan benefi-
ciaries. Following the 2004 guideline allowed fiduciaries to 
be mindful of key governance concepts. Bringing these con-
cepts to the front of decision making meant good outcomes 
were not accidental—They were the result of deeper thinking 
and consideration about what the decision might mean to 
plan beneficiaries. The new guideline pushes earlier bound-
aries and not only reflects changes over the last 12 years but 
also helps steer pension plans to continuous improvement.

CAPSA has invited interested persons to submit con-
structive comments on the new guideline by June 10, 2016. 
The full draft guideline, self-assessment questionnaire, fre-
quently asked questions and explanatory notes are at www 
.capsa-acor.org.   &
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