GOOD GOVERNANCE

in Pension Schemes in Kenya

ood governance in pension schemesiscrucialtoensure thatthe retirement

savings of individuals are managed effectively, transparently and securely.

Kenya's pension system has undergone significant reforms focused
on enhancing governance structures. These reforms are essential for fostering
trust among contributors, enhancing the sustainability of pension schemes and
ensuring that retirees receive their due benefits. This article delves into the key
aspects of good governance in Kenyan pension schemes, examining the current
landscape, the challenges faced and the measures being implemented to
promote best practices.
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The Current Landscape of

Pension Schemes in Kenya

Kenya's pension systemisa blend of publicand private schemes. The public system
is primarily managed by the National Social Security Fund (NSSF), a statutory
retirement benefits scheme mandated to provide basic financial security upon
retirement. Additionally, numerous private pension schemes operate within the
country, including occupational schemes and individual retirement benefits
schemes.

The Retirement Benefits Authority (RBA), established by the Retirement Benefits
Act of 1997, plays a pivotal role in regulating and supervising the pension industry
in Kenya. The RBA's mandate includes protecting the interests of pension scheme
members, promoting the development of the retirement benefits sector and
advising the government on matters related to retirement benefits.
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Principles of Good

Governance in Pension
Schemes

The Retirement Benefits Authority in 2018 issued guidelines on good governance
practices for pension schemes to adhere to. Some of the main practices outlined
in the guidlines include:

i. Risk management

il. Code of conduct and ethics

iil. Conflict of interest

iv. Communication policies

v. Data protection and Cyber security

vi. Funding policies

vii.Internal audit policy

viii.Procurement policy

iX. Transparency, accountability and disclosure to stakeholders
X. Trustee conduct and practices.

Universally, good governance in pension schemes revolves around several key
principles, including accountability, transparency, integrity and efficiency. These
principles ensure that the management of pension funds is conducted in a
manner that serves the best interests of the members and their beneficiaries.

1. Accountability: Pension schemes must have clear lines of responsibility and
accountability. Trustees and fund managers are accountable to the members of
the scheme, and they must act in the best interests of these members. Regular
audits and reporting are essential in maintaining accountability.

2. Transparency: Transparency in operations and decision-making processes
is vital for building trust among scheme members. This includes clear
communication about investment strategies, fee structures, and the
performance of the pension fund.
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3. Integrity: The governance of pension schemes must be grounded in ethical
conduct and integrity. This involves adhering to the highest standards of
professional and ethical behavior, avoiding conflicts of interest, and ensuring
that decisions are made in an unbiased manner.

4. Efficiency: Efficient management of pension schemes ensures that
administrative costs are minimized, and investment returns are maximized. This
requires effective administration, prudent investment strategies, and regular
performance evaluations.

5. Public Participation: Citizen involvement in decision-making processes
is essential for democratic governance. It ensures that policies and decisions
reflect the will and needs of the people.
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Challenges in Governance of

Pension Schemes

Despite the regulatory framework and principles in place, Kenyan pension
schemes face several challenges that impact governance.

1. Regulatory Compliance: Ensuring compliance with regulatory requirements
can be challenging for some schemes, particularly smaller ones with limited
resources. Non-compliance can lead to penalties and erode member trust.

2. Investment Management: Achieving optimal investment returns while
managing risks is a significant challenge. Trustees and fund managers must
have the expertise to navigate complex financial markets and make sound
investment decisions.

3. Transparency and Communication: While transparency is a cornerstone
of good governance, achieving it can be difficult. Pension schemes must
ensure that their communication with members is clear, comprehensive, and
accessible.

4. Conflict of Interest: Avoiding conflicts of interest is critical for maintaining
the integrity of pension schemes. Trustees and managers must act solely in the
interest of scheme members, but conflicts can arise, particularly in schemes
with ties to sponsoring employers.

5. Member Education and Engagement: Educating scheme members about
their rights and the workings of the pension scheme is essential for fostering
trust and engagement. However, achieving effective member education can be
challenging due to varying levels of financial literacy.
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Measures to Promote Good Governance

To address these challenges and promote good governance, several measures
have been implemented and continue to evolve within the Kenyan pension sector.

1. Strengthening Regulatory Oversight: The RBA has enhanced its regulatory
oversight through regular inspections, audits, and enforcement of compliance
standards. This helps ensure that pension schemes adhere to best practices and
regulatory requirements.

2. Capacity Building: Training and capacity-building programs for trustees
and fund managers are crucial. These programs aim to equip them with the
necessary skills and knowledge to manage pension funds effectively and
ethically.

3. Enhanced Transparency: Efforts to improve transparency include mandating
regular disclosures of financial performance, investment strategies, and fees.
These activities are crucial for building and maintaining trust among scheme
members. Schemes are encouraged to use technology to facilitate better
communication with members.

4. Conflict of Interest Policies: Implementing robust policies to manage
conflicts of interest is essential. This includes clear guidelines on the roles and
responsibilities of trustees, and mechanisms for addressing potential conflicts.

5. Member Education Initiatives: Educational initiatives aimed at improving
financial literacy among scheme members are being promoted. This includes
workshops, seminars, and the provision of educational materials to help
members understand their pension benefits and make informed decisions.

6. Technological Advancements: Leveraging technology, such as mobile
apps and online portals, improves administrative efficiency, enhances
communication, and provides members with real-time access to their account
information and scheme performance.
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CONCLUSION

Good governance in pension schemes is essential for ensuring the sustainability
and effectiveness of retirement benefits in Kenya. By adhering to the principles
of accountability, transparency, integrity and efficiency, and by addressing the
challenges faced, the Kenyan pension sector can provide secure and reliable
retirement benefits for its members. Continued efforts to strengthen regulatory
frameworks, build capacity, enhance transparency, manage conflicts of interest
and educate members will play a vital role in achieving these goals. As the pension
landscape evolves, a commitment to good governance will remain central to
protecting the interests of all stakeholders and fostering trust in the system.

For enquiries about the information contained in this research report,
please contact us on the address below:

Pensions Research Team,

Actuarial Services (EA) Ltd,

M3 Kayahwe Rd, Off Galana Rd, Kilimani,

P. O. Box 10472 - 00100 Nairobi, Kenya.

Tel: +254 202710028 || Fax: +254 202726844

Mobile (Office): +254 708710028 || +254 786710028

Email: pensions_team@actserv-africa.com || Website: www.actserv.co.ke

in v ¥ &

)

OVER

7O

Impacting Lives Positively




