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The Australian Prudential Regulation Authority (APRA) has
proposed eight measures to strengthen governance in regulated
financial institutions, including banks, insurers, and registrable
superannuation entity (RSE) licensees. APRA’s desired outcome
is for entities to maintain a robust governance framework by
requiring stronger governance practices, improved risk
management and reduced likelihood of misconduct, loss and
failure – objectives which are in keeping with APRA’s mandate and
objectives. Achieving these objectives will ultimately be based on
the final detail and how the changes are implemented.

The role of Boards, and the skills of Directors who constitute them,
is always evolving. Incredible technological change, political
uncertainty and changing customer needs means that more than
ever, financial institutions need Boards, and therefore, Directors
with special capabilities. On top of that, Directors without strong
operational expertise are going to face enormous challenges when
it comes to guiding their organisation through these challenges
while successfully implementing their chosen strategy. 

Here we provide a summary of the problem statements along with
proposals. We also share our insights on the proposals and raise
questions for consideration.

Want to be a part of
the conversation?
 
Join us on May 1  2025,
at 1:00-2:00PM for a
webinar with industry
leaders Ian Laughlin,
Julie Elliott and Neil
Cochrane where we’ll
discuss the proposals
with a view to preparing
a submission from PFS
to APRA. 

st

Click here to register -
open to Directors,
Chairs, and other C-
Suite Executives in
APRA regulated entities. 

Note we will not quote any
individual participant views
in the APRA submission.   
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Read more about the special capabilities that financial services Boards need: The
Special Needs of Financial Services Boards - Was the misconduct in financial services enabled
by directors who did not understand their businesses? By Barry Rafe and Ian Laughlin.

https://www.apra.gov.au/governance-review-discussion-paper
https://pfsconsulting.com.au/wp-content/uploads/2022/06/Special-Needs-of-Financial-Services-Boards.pdf
https://pfsconsulting.com.au/wp-content/uploads/2022/06/Special-Needs-of-Financial-Services-Boards.pdf
https://events.teams.microsoft.com/event/87dd3e8a-98b7-42ad-b764-38455a247905@bfac281e-3009-4db1-bf16-6c9d228944b2
https://events.teams.microsoft.com/event/87dd3e8a-98b7-42ad-b764-38455a247905@bfac281e-3009-4db1-bf16-6c9d228944b2
https://pfsconsulting.com.au/wp-content/uploads/2022/06/Special-Needs-of-Financial-Services-Boards.pdf
https://pfsconsulting.com.au/wp-content/uploads/2022/06/Special-Needs-of-Financial-Services-Boards.pdf
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Problem Statement
APRA has observed wide variations in how entities assess and address board skill
gaps. Some entities lack specificity in defining required skills, rely heavily on self-
assessments, and fail to take corrective actions. This has led to boards being ill-
prepared to execute their strategies. 

Proposal
Regulated entities must identify, document, and evaluate the skills and capabilities
necessary for the board and individual directors. Entities must also take active steps
to address any gaps through professional development, succession planning, and
appointments.
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SKILLS AND CAPABILITIES 

Insight: In our experience, skills matrices which include the requirement for
documented and verified evidence of qualifications and experience, add the most
value when it comes to identifying skills and skills gaps. 

Skills and capabilities can be categorised into governance, industry specific,
technical and, importantly, personal/behavioural. The latter can be hard to measure
objectively but are critical when it comes to having the right attributes to govern a
financial institution. 

Questions for Consideration 
What skills and capabilities should be included in a matrix? 
How should regulated entities assess competency levels? 



Problem Statement
APRA believes many regulated entities approach fitness and propriety assessments
as a procedural exercise rather than a substantive evaluation. Weaknesses include
minimal verification, lack of focus on time commitments, reputational risks, and
reluctance to reassess individuals despite concerns. 

Proposal
APRA seeks to tighten requirements to ensure responsible persons meet fitness and
propriety standards. This includes reinforcing responsibility for assessing outcomes,
verifying compliance, and requiring proactive engagement with APRA on potential
appointments for significant financial institutions (SFIs) and non-SFIs under
heightened supervision. APRA intends to clarify the triggers for a fit and proper
reassessment. Entities must also consider time commitments, reputational risks, and
potential conflicts when evaluating individuals. 

FITNESS AND PROPRIETY 

Insight: The current requirements have, largely, been addressed in a procedural
manner. Industry practice has been relatively consistent for several years, but it
appears that APRA’s expectations around fitness and propriety assessments have
not been met.  

APRA is proposing to be more specific in this area however how prescriptive any
new requirements end up being will determine where the bar is ultimately set.  
Having to consult with APRA about Director appointments is a significant change
for all regulated entities and indicates expanded APRA powers in practice. There
are important practical considerations which need to be resolved for a proposal like
this to function.  

The depth of investigation that APRA is proposing will make the fit and proper
assessment process akin to due diligence prior to the appointment of a senior
executive. This will increase the resource intensity of this process considerably,
which may have a disproportionate impact on non-SFIs. 

Questions for Consideration 
Are the fitness and propriety requirements supposed to be a high bar or a low bar
for regulated entities to reach? 
What does “consult" mean in this circumstance?  
What if the Director is elected?  
How far in advance does consultation need to occur?  
What if the entity is listed?  
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Problem Statement
APRA has identified inconsistencies in how entities manage conflicts of interest.
Some fail to properly identify conflicts with service providers or within corporate
groups, leading to unaddressed risks.  

Proposal
APRA proposes extending the more detailed RSE licensee conflict management
requirements to banks and insurers. Entities would need to identify, manage, and
take remedial action on conflicts of interest, including perceived conflicts. This aims to
ensure a consistent and robust approach across industries. 
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CONFLICTS MANAGEMENT 

Insight: Banks and insurers will now need to meet the expectations around conflict
management which have been in place for RSE Licensees for several years. Most
banks and insurers will already have frameworks in place but may need to contend
with having to publish their conflicts registers online if this requirement is extended
beyond Trustees. 

Questions for Consideration 
How robust do banks and insurers feel their conflict management frameworks
are?



Problem Statement
APRA has observed instances where directors serving across multiple boards within
a corporate group fail to exercise independent judgment. Additionally, existing
independence criteria do not account for all material conflicts, such as substantial
holdings of non-equity securities.

Proposal
APRA recommends strengthening board independence by requiring at least two
independent directors (including the chair) to have no affiliations with other boards
within the same entity group. The proposal also expands independence criteria to
exclude directors with substantial holdings of any security type in the entity or group.
Additionally, subsidiary boards of APRA-regulated or equivalent overseas entities
would need a majority of independent directors.
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BOARD INDEPENDENCE
(Banks and Insurers Only)

Insight: APRA is aiming to reduce the potential for conflict across group entities by
adding a definition of independence for banks and insurers. This is another
significant proposal.

The practical implications of having to find additional directors for companies with
multiple entities within the same group, will require additional resources. In
addition, having related parties with differently constituted boards that are part of
the same group will require an overhaul of how these entities engage with each
other. The common place practice of having the same, or very similar, set of
directors has been convenient and manageable. 

Questions for Consideration 
Will this proposal call into question how groups are structured? 
Finding independent directors who meet the skills, capabilities, and fit and proper
requirements may be challenging in the short term. Will APRA introduce a
staggered implementation timeframe to account for this?



Problem Statement
APRA has found that board performance assessments vary in quality, with some
entities conducting only superficial reviews that fail to address individual director
effectiveness.

Proposal
SFIs would be required to commission an independent, third-party assessment of
board, committee, and individual director performance at least every three years. This
measure aims to enhance board accountability and effectiveness. Non-SFIs would
still be expected to conduct robust internal evaluations.
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BOARD PERFORMANCE
REVIEWS

Insight: Currently all RSEs, not just SFIs, are required to commission an external
independent board review triennially. 

Our experience has been that Boards often want limited reviews which haven’t
included all committees and individual director assessment. This may be a case
where more prescription in the requirements could lead to better reviews with more
useful recommendations for improvement. 

Questions for Consideration 
How should individual director effectiveness be defined and then measured?
Should APRA prescribe minimum criteria for an external independent board
effectiveness review?
Will an RSE Trustee which is a non-SFI no longer have to meet this requirement,
or should it apply to all APRA regulated entities, whether SFI or non-SFI?



Problem Statement
APRA has observed that some boards focus excessively on operational matters at
the expense of strategic oversight. There is also a lack of clarity around the distinct
responsibilities of boards, chairs, and senior management.

Proposal
APRA proposes defining the core expectations of boards, chairs, and senior
management in its governance standards. It will also clarify which APRA
requirements may be delegated to board committees or management. This aims to
free board time for strategic oversight rather than operational matters.
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ROLE CLARITY

Insight: Strategic thinking and avoiding the temptation to focus on operational
matters, can be challenging – even when directors fully understand their roles and
responsibilities. Strategic oversight requires deeper thinking with a forward-looking
perspective. Staying in that space when operational issues appear most pressing is
a source of constant tension. Ensuring that directors have exceptionally strong
experience in strategy and strategic thinking is more likely to result in better board
discussion on strategic matters.

Questions for Consideration 
What is the optimal balance for the board’s time relating to governance matters,
strategy and risk/regulation?
What is the interplay between Financial Accountability Regime (FAR) and role
clarity?



Problem Statement
APRA has noted that some entities lack dedicated risk oversight due to combined
risk and audit committees, which can dilute focus. Additionally, non-board members
participating in committees as voting members can undermine accountability.

Proposal
SFIs, including RSE licensees, would be required to have separate risk and audit
committees. Non-SFI banks and insurers, however, would gain flexibility to have a
combined Audit & Risk Committee. Additionally, only full board members would be
allowed to vote in APRA-mandated board committees to ensure accountability.
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BOARD COMMITTEES

Insight: This seems fairly non-controversial however it may require some transition
for RSE Licensees. APRA does not specify how many regulated entities utilise
voting committee members who are not directors.

Questions for Consideration 
What are the advantages and disadvantages of Separate Audit Committee & Risk
Committee vs combined Audit & Risk Committee?
Is there a role for voting non director members of committees?
Can accountability concerns be adequately addressed through application of
robust FAR arrangements?



Problem Statement
APRA has observed that long-tenured directors may develop diminished capacity for
independent judgment and critical challenge. Despite existing renewal policies, many
boards struggle to implement effective succession planning.

Proposal
APRA proposes a 10-year lifetime tenure limit for non-executive directors on a
regulated entity’s board, with possible two-year extensions in exceptional
circumstances, to be approved by APRA. Boards must also establish clear renewal
processes, integrating performance reviews and skills assessments into succession
planning.
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DIRECTOR TENURE AND
BOARD RENEWAL

Insight: A 10-year life-time limit is very significant, especially when considering the
proposed independence requirements, although there is precedent with RSE
Trustees when it comes to term limits (with SPG510 citing 12 years). 
APRA acknowledges the need for flexibility when it comes to highly experienced
directors with long tenure. Nevertheless, having to apply to APRA for extensions is
a game changer. 

Questions for Consideration 
Will APRA provide guidance on criteria for a possible extension? 
Will there be a phase in period for this requirement? 
Should there be a two-step process where one renewal of up to 2 years is
approved by the Board, in exceptional circumstances, and any further renewal to
be subject to APRA consent?
Should CPS510/SPS510 be aligned to the ASX requirements for independence?
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These proposals are intended to align APRA’s
governance standards with international best
practices while ensuring proportionality for smaller
entities. Several questions still remain:

Will these proposals lead to a reduced burden
on regulated entities and their boards (one of
APRA’s stated aims)?

1.

Is APRA indicating a shift toward a more
prescriptive suite of regulatory requirements? 

2.

APRA hasn’t attempted to tackle inherent
challenges in governance models involving
elected directors or shareholder appointed
directors - should they address this?

3.

CONCLUSION

Want to be a part of the
conversation?
 
Join us on May 1  2025 for a
webinar with industry leaders
where we’ll discuss the
proposals with a view to
preparing a submission from
PFS to APRA. 

st

Click here to register. 

Note we will not quote any
individual participant views in
the APRA submission.   

PFS Consulting provides governance consulting and advice for boards and
organisations who believe in the strategic value of good governance. 

We provide tailored governance, risk and compliance services appropriate to
the size scale and complexity of your business, that meet your strategic goals
and help you deliver on your promises to your customers and members. 

Talk to us about:
Board performance and governance independent reviews, 
Fitness and propriety assessment and independent reviews,
Conflicts management framework reviews
Development and review of skills matrices;
Risk culture/GCRA reviews 
Development and review of board and committee charters
Recruitment and induction of independent directors

Contact Jane Byrne for more information about our Governance Services

PFS CONSULTING GOVERNANCE SERVICES

mailto:janebyrne@pfsconsulting.com.au
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