ONLY PUBLIC SECTOR PLANS HAVE THE MIGHT TO
ENFORCE GOOD GOVERNANCE ON CORPORATIONS
WHOSE SECURITIES THEY OWN. HOWEVER, PUBLIC-
SECTOR PLANS OFTEN DO NOT FOLLOW THE VERY
PRINCIPLES THAT THEY APPLY TO CORPORATIONS.

corporations, and increasingly, there is a movement afoot
that would put benefits changes in the hands of the fidu-
ciary boards whose members would directly reap the
rewards from these changes.

* Lesson 4: Self-regulation is toothless. Governance
is an evolving concept that simply cannot and should not
be regulated. The recommendations of governance work-
ing groups have not been as successful as hoped for
because establishing the requisite ‘constructive tension’
was not acknowledged as the most important goal in the
governance system.

The capital markets are a focus for such tension. They
register feedback on company performance and expecta-
tions in real time. What is interesting about the Enron
case is not the fact that the energy giant collapsed but how
fast the market brought it down.

The bottom line is: attitude cannot be regulated. We can
be fairly certain that Enron and Andersen executives knew
what they were doing. This is why it is so important to
build constructive tension into any governance system.

Proposals by Canadian pension regulators that say self-
assessment or increasing regulation is the key to upholding
governance standards must be rejected. If for $25 million,
Andersen would not, or did not, make Enron’s audit com-
mittee and board aware of its concerns, then middle man-
agers, whose careers could be seriously impacted, cannot be
expected to tell senior officials that something is amiss.

* Lesson 5: Current practices are not best practices.
Enron’s pension plan was in no way wide of the mark. Its
401(Kk) plan offered 20 options. Company stock was only
one. Even the highly publicized ‘blackout’ period, in
which no trading was allowed, was by no means excessive.

Clearly, prudence—as defined by doing what every-
body else does—Ileads to conformity and eventually medi-
ocrity, and this is exactly what is happening in the pension
community today. Adopting practices by others must
include understanding why these practices are followed,
what the underlying principles are, and most importantly,
regular scrutiny and affirmation of those principles.

* Lesson 6: Defined contribution (DC) plan risks are
different. DC plans assume that sponsors can shift invest-
ment risk to plan members. The validity of this assumption
has not been tested in a prolonged bear market. What will
happen if members’ expectations regarding retirement
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income are not met 10 years from now? No one knows the
answer, and even worse, there is little, if any, serious discus-
sion of this issue and related matters among high-level exec-
utives and directors.

Fiduciary and governance structures developed for defined
benefit plans are not designed to deal with DC-related issues.
Standard industry practices for managing DC risk have been
put in place without rigorous and informed input from exec-
utives. Active and meaningful involvement by senior execu-
tives and board committees is sorely needed in the DC area.

e Lesson 7: The need to take stock. In the not-too-
distant future, corporations and governments may face
potentially crippling pension problems that are currently
not even being contemplated. Executives, directors and
pension boards must take the time to understand these
issues so they can make informed decisions.

The driving force behind DC plan design has been
freedom of choice, leading to an ever-increasing number
of options. But the case for a large number of options has
never been made. How can members with limited invest-
ment knowledge make sound investment choices from,
say, 20 options, as was the case with Enron? How could a
DC sponsor offering sporadic investment education pro-
grams defend itself against claims of insufficient fiduciary
oversight? It is time that simplicity and rationality, and
not choice, be the guiding principle in DC programs.

Perhaps the most important lesson of all is this: pension
issues—though they may seem to be incidental to the core
business of an organization and society at large—must
gain the attention of corporate executives and public poli-
cy makers. The attention should be informed, critical and
future-oriented. Without these individuals’ meaningful
involvement and the courage to buck current trends and
practices, future generations of retirees, shareholders and
taxpayers will surely suffer.

We do not need new or better codes of governance, but
an increased effort to bring to bear the already well-docu-
mented best practices in this area. Fortunately a number
of U.S. and Canadian corporations and pension funds
have consciously elected to take this path. Now we need
to make sure the rest will follow suit. BC
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