
 

 

 
13 October 2023 
 
 

 
General Manager – Policy 
Australian Prudential Regulation Authority 
GPO Box 9836  
SYDNEY NSW 2001 
Australia 
 
 
Dear , 
 
RE: Prudential Practice Guide Draft CPG230: Operational Risk Management 

The Financial Services Council (FSC) welcomes the opportunity to provide comment in 

relation to the draft Prudential Practice Guide CPG230: Operational Risk Management (the 

Guidance). The FSC also made comment in relation to the drafted prudential standard 

CPS230: Operational Risk Management (the Standard) and thanks APRA for its careful 

consideration of recommendations made during that consultation process, particularly in 

relation to the implementation timeframes.  

The FSC believes that while the Guidance goes someway to clarifying the expectations of 

APRA in relation to managing operational risk, there are many areas where further guidance 

is required. This relates to matters such as board oversight, scenario planning, and material 

operational risk incidents. While FSC members understand that APRA are trying to approach 

prudential supervision in a flexible way by allowing regulated entities to make decision as to 

the most appropriate approach to compliance for themselves, this can lead to significant 

confusion and an inconsistent approach across industry. This may lead to poor customer 

outcomes in the long run.  

FSC members would also like further clarity in relation to the implementation, monitoring, 

and enforcement of the Standard. Specifically, members would like further information on 

how compliance with the Standard will be monitored and how implementation milestones will 

be measured.   

About the Financial Services Council 

The FSC is a peak body which sets mandatory Standards and develops policy for more than 

100 member companies in one of Australia’s largest industry sectors, financial services. Our 

Full Members represent Australia’s retail and wholesale funds management businesses, 

superannuation funds, and financial advice licensees. 

The financial services industry is responsible for investing more than $3 trillion on behalf of 

over 15.6 million Australians. The pool of funds under management is larger than Australia’s 

GDP and the capitalisation of the Australian Securities Exchange and is one of the largest 

pools of managed funds in the world. 
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Summary of Recommendations 

1. APRA provide clarity in relation to the use of the terms “sound practice”, “best practice” 

and “better practice” throughout the Standard. Will regulated entities be expected to 

meet the “better practice” guidance in order to demonstrate compliance with the 

Standard and if so, this should just be considered the guidance, rather than having 

separate notions of “guidance” and “sound practice”, “best practice” or “better practice”. 

APRA provide guidance as to how it will determine whether there is a material 

weakness in the entity’s operational risk framework.  

2. APRA provide guidance as to how it will determine whether there is a material 

weakness in the entity’s operational risk framework.  

3. APRA provide clarity as to the operation of CPS230 Paragraph 19c in relation to 

SPS114: Operational Risk Financial Requirement and ensure that there is no 

inconsistency between the operation and powers conferred in both standards as well as 

no additional burden for superannuation funds.    

4. APRA provide clarity as to whether the expectations of the Board outlined in both the 

Standard and the Guidance are expected to be carried out by the full board or if it is 

appropriate for the oversight to be conducted by a Committee of the Board which 

contains appropriate Board representatives and which is required to report up to the full 

Board on its activities.       

5. APRA provide clarity as to whether a significant weakness that the Board should, under 

the Guidance, deep dive into, is the same as a material weakness as per paragraph 10 

of the Guidance. If these are distinct concepts, further clarity is required as to the 

definition of significant weakness.    

6. APRA insert the appropriate definition for Accountable Persons into the Guidance as per 

the relevant legislative framework.      

7. APRA provide clearer guidance in relation to expected practice for scenario analysis as 

it relates to assessing an entities operational risk profile. This includes the nature of the 

scenarios i.e whether they need only be thought exercises or full simulations, and how 

often this process should be undertaken.   

8. APRA provide clarity as to whether references to severe operational events and severe 

but plausible operational events should be taken to mean the same thing or if different 

scenario analysis is required.    

9. APRA provide further guidance in relation to the definition of near miss as it relates to 

operational risk incidents.  

10. APRA provide further guidance in relation to the reporting of material operational risk 

events including exactly when the 72-hour clock starts. The FSC submits that this 

should occur when the materiality of an operational incident is determined. 

11. APRA provide further guidance in relation to the 72-hour clock, if it encompasses 

weekends and public holidays, as well as guidance around the determination of 

materiality as it relates to operational risk incidents.   

12. APRA align the wording of Table 1 with regard to operational risk incidents to the 

Standard to ensure consistency and clarity.  
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13. APRA provide guidance about how entities are to report on material operational risk 

incidents.   

14. APRA provide further guidance in relation to the definition of material adverse impact to 

ensure consistency of application across regulated entities.    

15. APRA provide further guidance in relation to whether all processes under an operational 

umbrella such as fund administration must be considered critical or if it is the individual 

processes that are considered critical.     

16. APRA provide clearer guidance as to the meaning of “manage” with regard to fourth 

parties and other further downstream parties as well as outline its expectations in 

relation to what ‘assurances’ from a material service provider should look like to satisfy 

this requirement.  

17. Further guidance is required in relation to the minimum list of material service providers 

contained within the Standard. Specifically in what circumstances those material service 

providers actual apply to regulated entities.     

18. APRA provide certainty to members as to any transitional arrangements to be put in 

place should it deem appropriate to declare a service provider material for a regulated 

entity or a class of regulated entities.        

19. Further guidance is required in relation to the due diligence in the selection of material 

service providers where no such process is undertaken because the service is provided 

by the parent organisation or other related party.       

20. APRA provide clarity in relation to the meaning of concentration risk as it pertains to 

conducting due diligence of material service providers under paragraph 53 of the 

Standard.        

21. APRA provide clarity in relation to the meaning of materially as it pertains to modifying 

or changing material service provider arrangements.  

22. APRA assist industry by briefing some of the larger known service providers with regard 

to the expectations being placed on regulated entities so that those service providers 

are prepared and better understand why APRA regulated entities are seeking detailed 

information with regard to their risk management frameworks including their own third-

party risk management.   

23. If APRA is not of a mind to brief larger, well known service providers, APRA should 

provide appropriate support to RSEs to assist them in their communication with material 

service providers.   

24. APRA provide guidance as to how it expects entities should manage Material Service 

Providers or the third parties who refuse to provide information in relation to the 

Standards required agreements.    

25. APRA provide guidance with regard to RSEs who are in the process of being dissolved 

due to merger and acquisition activity.  

26. APRA provide guidance with regard to whether an RSE Licensee must conduct new due 

diligence activities in relation to material service providers when an RSE is acquired 

through a merger process, or if the due diligence conducted by the previous Licensee is 

sufficient.  




























