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Australia’s profit-to-member model drives superannuation success 

Despite Australia’s relatively small population (ranked 55th globally), it has the fourth-largest pool of 
pension assets, currently valued at over $4 trillion. Australia’s super system is the fastest growing in 
the world, with assets under management projected to become the second largest globally by the 
early 2030s, surpassing the UK and Canada, and trailing only the US.1  

Australia is unique among OECD countries in that government spending on the Age Pension is 
projected to fall over time, from 2.5% to 2.0% of GDP by 2060, compared to the OECD average of 
9.3%. Australian super funds have delivered consistently high long-term returns, outperforming their 
international peers and supporting a robust domestic capital market. 

Australia’s super system stands out for its scale, inclusiveness, and strong investment performance.  
Its success has led to other countries studying or seeking to replicate its model. Australia’s profit-to-
member super funds are a cornerstone of the system’s success. Funds with equal representation 
boards safeguard and steward 71% of member benefits and 73% of member accounts, up from 44% 
20 years ago. The stronger growth in member benefits for equal representation funds over the past 20 
years primarily reflects stronger net contributions (37%), stronger net investment income (34%) and 
net transfers share. This can largely be attributed to growth and reflects the significant superior 
investment returns performance of the profit-to-member sector.2  

Profit-to-member super funds with equal representation boards have consistently and significantly out-
performed retail funds with nonequal representation boards. In the 4 years since testing of MySuper 
products began, funds with equal representation boards have generated $26 billion of extra value 
(above a benchmark portfolio) for their members, compared to funds with nonequal representation 
boards who have lost $300 million of value relative to the benchmark portfolio. For a representative 
member with a $50,000 balance, this translates to an extra $1,589 for a member of fund with an equal-
representation board over the past 4 years, compared to a loss of $155 for a member of a fund with a 
non-equal-representation board. Along with this long-term trend of higher performance on investment 
returns, the shared strong member-centred purpose of the profit-to-member super sector drives good 
governance by putting members’ interests front and centre. 

− Members’ interests come first: Profit-to-member funds are structured to return all profits to 
members, rather than shareholders or external owners. This ensures their focus is on 
maximising retirement savings and member outcomes, not extracting profits for third parties. The 
governance model is designed with a single purpose: to serve fund members by safeguarding 
and growing their retirement savings. Fundamental to achieving this is sound governance. 

− Strong governance and accountability: The equal representation model — where both employer 
and employee nominees sit on fund boards — ensures decisions are made in the best interests of 
members.  

— Advocacy for member-focused reforms: Profit-to-member super funds have championed reforms 
to make the super system easier to navigate and more transparent for everyday Australians. 
This includes measures such as performance testing, which keeps returns high and fees low; as 
well as simpler, more accessible retirement planning tools and advice for Australians.  
This advocacy work includes making an evidence-based case for: 
» greater equity in super by abolishing the 30-hour threshold for workers under the age of 18. 
» lifting the Low-Income Superannuation Tax Offset payment to boost retirement balances for 

low-income workers – a majority of whom are women. 
» uplifting service standards in superannuation for all members including First Nations peoples. 
» advocating for urgent reforms to close a legal loophole that allows family violence abusers to 

inherit their victim’s super. 

Australia's profit-to-member funds are driving good governance through structural accountability to 
their members, member-focused policies, and regulatory compliance.  

Effective governance is not only about the composition of the board. It includes the decision-making 
processes and oversight mechanisms that guide trustees in their responsibilities to beneficiaries. 
Sound governance must prioritise the best interests of members.  

 

1 Super Members Council (SMC), Australians’ super savings on track to become second largest globally by the early 2030s, February 2025    

2 SMC research 2025  
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This focus on member-centred decision-making fosters trust and confidence in the super system. 
Funds with strong governance structures and cultures are better positioned to navigate risk in the 
changing super landscape. This means risk management being embedded in governance structures, 
with boards taking clear responsibility and ensuring systems, processes, and reporting lines are robust 
and effective This is key to meeting both short-term and long-term obligations to members. Boards 
with strong governance cultures also regularly identify areas for continuous improvement, implement 
regulator feedback, and further strengthen systems and oversights. 

A principles-based approach represents best practice governance  

A principles-based approach to corporate governance is widely regarded as the best method for 
achieving effective governance. This is supported by entities such as the Australian Institute of 
Company Directors (AICD) and the ASX Corporate Governance Council. Governance practices 
should be flexible, tailored to the specific circumstances of each organisation, considering factors such 
as complexity, risk profile, regulatory environment, and organisational structure.3  

A principles-based approach provides a sensible and practical framework that assists entities in 
developing governance structures that are fit for purpose. This flexibility is essential for effective 
oversight, risk management, and accountability. The AICD’s guiding principles reinforce that there is 
no universal formula for good governance, and that effective governance must be responsive to the 
unique challenges and risks facing each organisation. An outcome-oriented approach ensures 
governance is robust and effective, rather than a ‘tick-a-box’ exercise.4 SMC supports changes in the 
prudential standards that are not overly prescriptive and continue to empower entities to find the most 
efficient and effective ways to meet regulatory responsibilities as they relentlessly focus on delivering 
for their members. 

  

 

3 Australian Institute of Company Directors, Guiding principles on good governance, 2017  

4 McNulty, T., Zattoni, A., & Douglas, T. (2013). "Developing Corporate Governance Research through Qualitative Methods: A Review of Previous 

Studies." Corporate Governance: An International Review, 21(2), 183-198. https://doi.org/10.1111/corg.12006 
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1. Skills and capabilities  

APRA proposes to require regulated entities to:  

a. identify and document the skills and capabilities necessary for the board overall, and for each individual 
director. 

b. evaluate existing skills and capabilities of boards and individual directors. 

c. take active steps to address gaps through professional development, succession planning and 
appointments.  

APRA has specified that this proposal will remedy the following problem statements:  

1. entities adopting a vague or a narrow view of necessary skills and capabilities, including a 
failure to specify expected experience, qualifications or behavioural capabilities – and failing to 
consider how these can be measured. 

2. failure to specify minimum skills and capabilities that individual directors need to fulfil their role. 

3. not verifying skills or capabilities, often relying heavily on self-assessments. 

4. failure to take steps to address gaps and weaknesses through professional development and 
succession planning.  

SMC agrees that skills matrices, reviewed and refreshed cyclically, enable good governance by ensuring:  

− Strategic skill alignment: collectively mapping directors' expertise against the organisation's strategic 
goals and industry requirements helps ensure boards can address current and future challenges. 

− Gap identification and succession planning: by identifying any skill omissions in the collective, boards 
can proactively recruit directors with needed competencies considering overall board capabilities. 

− Diversity and decision-making quality: a well-structured matrix can promote diverse perspectives 
by identifying complementary skills, reducing risks of groupthink, and enhancing oversight of 
complex financial products and risks. 

− Stakeholder transparency: disclosing the matrix provides members visibility into the board’s capability 
to manage financial risks and deliver sustainable returns.5  

One challenge with APRA’s proposal is that it is unclear how it would enhance the strong governance 
practices already established in the prudential standards without undermining the concept of collective 
board decision-making and strategic flexibility. While a useful governance tool, skills matrices alone 
cannot guarantee effective governance.6 The problem statements described in the review paper appear 
to be cases of weak governance practices under the existing prudential framework rather than an 
indication that the framework itself is not working. Poor governance practices under today’s prudential 
standards should face the regulatory sanctions and financial penalties available under APRA’s existing 
enforcement strategy. 

Board members of super funds must - and do - have a solid foundation of skills relevant to the sector. This 
includes understanding superannuation and trust law, fiduciary obligations, and the regulatory 
environment. While not every board member needs to be an expert in all matters, the board collectively 
must cover key areas. To ensure the full breadth of skills and expertise needed on its board, a super fund 
with strong governance processes will perform a skills assessment to identify the skills and experience of 
board members’ collective skills and experience. Board assessments are generally performed annually 
with independent review undertaken every third year at a minimum. This process is typically outlined in 
super funds’ governance policies which are available on fund websites in most instances.  

Identifying the skills and capabilities necessary for each individual director 

In engagements with other key stakeholder groups across the breadth of the prudentially regulated 
sectors, SMC has observed different interpretations of this proposal.  

 

5 Australian Institute of Company Directors (AICD): Board Skills Matrix   

6 Effective Governance, Why a skills matrix is not enough for a modern board, 2025   
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Some consider that it skews the emphasis away from collective board skills and decision-making. A less 
strict reading is that the proposal aims to ensure rigour around the process of succession planning and 
upskilling. Knowing the skills of each director makes sense to inform what skills the board holds 
collectively. What may be excessive, however, is requiring an entity to prescribe skills and qualifications at 
the individual director level. Such an approach could result in unintended consequences that undermine 
good governance. A board operates as a collective decision-making body where all directors share 
responsibility for the board's decisions. Skills matrices should strike a balance between mapping what an 
organisation needs strategically to operate, while being flexible to challenge existing structures and invite 
new talent. 

An overly rigid cataloguing of skills (both existing and desired) in individual board directors may lead to 
an overemphasis on technical skills while neglecting behavioural competencies. Potentially high-
performing directors could be overlooked because they may not possess a specific desired skill that 
fills a predetermined gap. This could lead to missed opportunities for diverse perspectives and 
practical experiences on a board. The financial services sector in the UK has seen an increase in 
‘demand for empathy, agile and other behaviours’ while the need for technical skills has ‘stayed flat’.7  

Mandating specific skills matrices or committee structures could limit diversity in skills and expertise 
by encouraging an overly rigid templated approach. A matrix that isolates technical skills to specific 
directors risks over-reliance on individuals, undermining collective board responsibility. This risk is 
heightened for those technical competencies that are bespoke (such as cybersecurity). It is also open 
for a board to source external expertise when specific skillsets are required at any given time.  

SMC also seeks clarity as to how disclosure requirements would apply to this proposal. For instance, 
does APRA envisage that such additional granularity in skills matrices would be publicly available. 

Board diversity and the profit-to-member sector  

Equal representation boards inherently promote diversity. They challenge groupthink by ensuring that 
different perspectives, experience and expertise are represented at the decision-making level. This 
model also structurally mitigates against a risk that boards become homogenised to the detriment of 
members. The diversity in skills and voices delivered by the equal representation model results in 
undeniable benefits to members. Employer representatives bring direct knowledge of the challenges 
and opportunities facing businesses, such as in regional and rural areas, and industry-specific risks. 
Employee representatives understand the unique challenges faced by workers, such as insecure or 
precarious employment, lower average wages, and higher rates of non-compliance with Super 
Guarantee payments in some sectors. Many profit-to-member super funds also appoint one or more 
independent directors to complement their director mix. The equal representative model – with its 
inherent transparency and balance in composition - helps to build trust among fund members and 
stakeholders. Representative boards are more likely to foster a culture of honesty and robust risk 
management, as directors bring real-world experience and a sense of member-centred duty to their 
roles, rather than simply fulfilling regulatory requirements.8 

Performance test outcomes: Equal representation boards have consistently outperformed non-equal 
representation boards in fund performance. This suggests that diverse boards, which include a balance 
of employer and employee representatives, have typically been more effective in governance and 
decision-making to deliver such outperformance. Figure 1a shows the distribution of performance test 
outcomes for June 2024. The APRA performance tests compare the after-fee returns of 
superannuation products over the past 10-years to a representative benchmark portfolio. A test value 
above 0 means the superannuation product has performed better than the representative benchmark 
portfolio, while a test value below 0 means the fund has performed worse than the benchmark. 

In the 4 years since testing of MySuper products commenced, funds with equal representation boards 
have generated $26 billion of extra value (above a benchmark portfolio) for their members, compared 
to funds with non-equal representation boards who have lost $300 million of value relative to the 
benchmark portfolio. For a representative member with a $50,000 balance, this translates to an extra 
$1,589 for a member of fund with an equal representation board over the past 4 years, compared to a 
loss of $155 for a member of a fund with a non-equal representation board. 

 

7 Financial Services Skills Commission (FSSC) UK, Bridging the skills gap in a rapidly evolving sector, 2024, page 12  

8 The McKell Institute: The success of representative governance on superannuation boards, 2014  https://mckellinstitute.org.au/wp-

content/uploads/2022/02/McKell Super A4 WEB.pdf  
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Behavioural attributes that the board needs to deliver its organisational strategy and perform its role 

SMC agrees the behavioural attributes of a board are key drivers in the success of an organisation. 
Behavioural attributes should be open to a board to define in line with the organisation’s structure, 
mission and values. 

In Australia’s profit-to-member super sector, board members are independent of management to 
ensure unbiased oversight and decision-making. They bring with them a commitment to members' 
interests and a ‘members-first’ approach. SMC agrees on the importance of observable behavioural 
attributes of well-performing directors. Some behaviours are less suited to being documented in a 
skills matrix but are instead evident through contributions and decision-making of the board member. 
These include: 

− Curiosity and courage: directors should ask the right questions and make sense of complex or technical 
issues raised by specialist advisors, reaching sound judgments on their implications for members.9 

− Leadership and communication: directors should set the tone from the top, encourage open 
debate, and be the public face of the fund when needed. 

− Emotional intelligence and empathy: building trust and leading with empathy are vital for board 
effectiveness and organisational resilience. 

− Strategic thinking: directors need to demonstrate sound business instincts, strategic vision, and 
the ability to quickly grasp complex issues. 

− Decision-making, resilience and crisis management: directors must make informed decisions 
under pressure, manage crisis effectively, and remain resilient when faced with uncertainty.10 

− Adaptability and openness: directors must be open to new ideas, adaptable, and committed to 
continuous learning and improvement.11  

These behavioural attributes also align with the Financial Accountability Regime (FAR). An accountable 
person must act with honesty, integrity, skill and diligence in carrying out their responsibilities.  

SMC’s Trustee Director Courses 

SMC’s view is that good governance can only be achieved with a solid understanding of the broad 
scope of topics and complex challenges that superannuation funds must navigate. As one of many 
important contributions to enable aspiring, new, and experienced trustee directors to build and deepen 
their governance skillsets and constantly refresh their insights, SMC delivers specialist Trustee 
Director Courses (TDC) in superannuation specific standards and practices. This program includes a 
strong component of peer learning, providing opportunities for participants to share insights and 
innovations from other funds and experts. The courses equip trustee directors to contribute effectively 
to decision-making. For directors who are new to the superannuation sector, the foundational TDC 
course covers the elements of superannuation governance required to fulfill their duties. This includes 
trustee duties and obligations under the SIS and Corporations Acts as well as the APRA and ASIC 
regulatory frameworks, the risk framework, superannuation fund operations, investment principles, 
interpretation of financial statements, and good governance practices including what makes for a 
strong culture.  

For experienced directors, the Advanced Trustee Director Course dives deeper into risk governance 
(including technology/cyber, operational, geopolitical and other emerging risk), strategy (three 
horizons model, organic and inorganic growth models, and multi-criteria analysis), culture 
(components, behaviours and practices), and investment governance (structures, frameworks, 
strategies, ESG practices). Sessions are taught by industry subject matter experts with highly 
experienced directors as guest speakers, ensuring the content, case studies, and discussion are 
relevant to the real-world issues that super trustees encounter. The program enables directors to meet 
the high standards expected by APRA and other regulators, including understanding the risk 
framework, compliance obligations, and good governance.  

 

9 Fraser, B., Board Governance of Not-for-Profit Superannuation Funds, February 2017  

10 CPA Australia, 5 aspects of business resilience from 5 viewpoints July 2021  

11 Australian Institute of Company Directors: Crucial skills and qualities of a director, September 2023 
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The ECB Guide to Fit and Proper assessments references perceived conflicts in its framework 25 and 
defines perceived as ‘in the mind of the public.’26 Basing the suitability of a director on public sentiment 
may unintentionally set a dangerous precedent. Public perception may be based on incomplete 
information, not objective analysis. As the OECD notes in its guidance on Managing Conflict of 
Interest in the Public Sector, perceived conflicts require a” reasonable person” test 27 to avoid bias or 
personal prejudice in decision-making.   

SMC has concerns with the term ‘conflicts that affect the reputation of the business.’ A conflict of 
interest for a director arises when their personal, financial, or other private interests could improperly 
influence, or appear to influence, their decisions or actions in their role. A conflict of interest (real or 
perceived) may impact an entity’s reputation when that conflict is not managed properly. That is why 
SMC agrees that robust conflict management processes reflect good governance practice. It is 
unclear how this additional requirement would work in practice and be different to the current 
requirement to avoid, mitigate and manage conflicts of interest.  

SMC also holds concerns with the proposed inclusion of theterm ‘personal affiliations’ in the 
prudential framework. Personal affiliation is cited as an example of a common challenge APRA has 
identified within conflicts management. SMC has concerns regarding how personal affiliations may be 
used in the conflicts management assessment process.  

The term personal affiliation generally refers to an individual's official or close connection with a 
group, organisation, or cause. This connection can be based on membership, participation, or 
association, and often reflects the individual's involvement, support, or identification with that entity.  

The nature and significance of a personal affiliation varies depending on the context, but most people 
would have an affiliation with something. Examples may include clubs, social associations, or 
religious and educational institutions. Personal affiliations of themselves may not create conflicts of 
interest. It is when those personal connections or interests improperly influence, or appear to 
influence, a person’s professional judgment or actions. If a person follows a conflicts management 
process, these risks should be avoided or managed.  

SMC is concerned that in addressing the problem statement, APRA proposes to assess the personal 
affiliations of directors. These concerns are: 

− Privacy and fairness: overly intrusive scrutiny of personal affiliations may infringe on directors’ 
privacy or lead to unfair assumptions about their independence or integrity, especially if 
affiliations do not result in actual conflicts. 

− Board diversity: Directors may be discouraged from joining boards or engaging in community or 
professional groups, reducing the pool of qualified candidates and limiting diversity of thought 
and experience.  

− Misinterpretation of affiliations: Regulators may misinterpret the significance of certain 
affiliations, mistaking benign or historical associations for current conflicts of interest, which 
could unjustly damage reputations or careers.  

− Administrative burden: The process of disclosing, monitoring, and assessing personal affiliations 
can be complex and resource-intensive for both organisations and regulators, potentially 
diverting attention from more material risks.  

− Potential for inconsistency: Without clear guidelines, regulatory assessments may be 
inconsistent or subject to bias, leading to uncertainty and perceived unfairness in enforcement.  

− International comparisons: SMC cannot find a comparable example in international regulatory 
frameworks or governance literature that looks at personal affiliations as an impetus for conflicts 
of interest. It is unclear on what evidentiary basis APRA has made this proposal. 

 

25 ECB, Guide to fit and proper assessments, page 24 

26 ECB, Guide to fit and proper assessments, page 23   

27 OECD, Managing conflict of interest in the public sector, page 104 
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7. Board committees 

APRA proposes to:  

− extend the current requirement for bank and insurer boards to have separate risk and audit committees, to 
apply to SFI RSE licensees as well;  

− repeal this requirement for non-SFI banks and insurers, allowing flexibility for smaller entities; and 

− mandate that only full board members can be voting members of APRA-required board committees. 

This proposal will likely have a minimal impact across the profit-to-member super sector as many 
super funds operate separate audit and risk committees. In terms of good governance practice and 
international examples, there are a variety of approaches across banking and pension schemes. 
European banks are required to separate audit and risk committees28 which is a by-product of 
changes attributed to the 2007-2008 global financial crisis.29  The separation allows for a more 
focused approach to each area, with audit committees concentrating on financial oversight and 
compliance, while risk committees address broader risk governance and strategy.  

There is no explicit requirement in jurisdictions such as Denmark for pension funds to establish 
sperate audit and risk committees. Danish regulations emphasise robust risk management 
frameworks with the board of directors ultimately responsible for risk management, with assistance by 
the audit committee.  

The ASX Corporate Governance Principles and Recommendations recognise the importance of audit 
and risk committees but leave the management of their structure to the entity. The principles state: 

‘The risk committee(s) could be a stand-alone risk committee, a combined audit and risk committee or a 
combination of board committees addressing different elements of risk. Where it is a combination of 
committees, the listed entity should disclose how it has divided the responsibility for overseeing risk 
between those different committees.’30 

There is ‘no consensus about whether it is preferable to have a stand-alone audit committee and stand-alone 
risk committee, or to combine these committees.’31  

What is proposed must balance the objectives of proportionality, effective risk management, transparency, 
and international alignment, while ensuring the change is practical and enforceable for the industry. 

Voting rights: The approach to voting rights differs across SMC’s fund membership, reflecting that it is 
ultimately the trustee board that retains responsibility for the fund’s operations, even when delegating 
authority to sub-committees. By setting voting structures, the board ensures that only appropriately 
qualified directors have voting rights, while non-directors may participate in discussions but not in 
decision-making. Sub-committees are established to focus on certain issues, allowing for detailed 
scrutiny and expert input.32 The board’s ability to define voting structures ensures that sub-
committees operate effectively within their delegated authority, with clear reporting lines back to the 
board. Granting voting rights to such members elevates their role beyond advisory capacity and 
ensures these committee members retain a formal stake in decision-making. Preserving flexibility in 
committee composition allows boards to maintain robust governance while drawing on a broader 
range of expertise. For these reasons, SMC does not support APRA’s proposal to mandate that only 
full board members can be voting members of APRA-required board committees.   

 

28 Federation of Risk management Associations, Audit and risk committees: News from EU legislation and best practice   

29 Harvard Law School, Forum on Corporate Governance, Governance of the 25 largest European Banks a decade after the crisis, 2018    

30 ASX Corporate Governance Council, Corporate Governance Principles and Recommendations 4th Edition February 2019, page 26  

31 Governance Institute, Risk management for directors: A guide, 2022   

32 Corrs, Chambers, Westgarth, ‘The role and responsibilities of directors on board sub-committees’, 2004  
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− processes that recognise where it may be reasonable and in the interests of an organisation to 
extend a director’s tenure beyond 10 years.  

These examples support the premise that applying a blanket approach to tenure may have 
unintended consequences. As such, SMC recommends a balanced approach which recognises a 
tenure limit that is weighed against other considerations as set out below.  

Fixed limits may unnecessarily force high-performing directors off the board  

A detailed study in 2022 of five firms operating in the Australian financial services industry 
demonstrated that ‘as long as they remain motivated and empowered, long-tenured directors can 
continue to contribute at a high level to board task performance.’34  

This research found: 

− ‘notable instances of long-tenured directors’ who were ‘vigilant in their monitoring and oversight 
role.’  

− ‘long-tenured directors were just as willing to challenge management as their lowered tenured 
counterparts.’35  

− examples of ‘cognitive rigidity’ were observed in ‘extreme cases of extended tenure of over 25 
years.’36  

Evaluating director performance as suggested under Proposal 5 will assist in informing whether a 
director’s tenure should be extended. Reasons to do so may include continuity of service at a time 
when organisational knowledge, industry expertise, and historical context is critical. Their 
accumulated experience can be especially valuable during periods of strategic change or crisis, 
providing continuity and stability that benefits the organisation and its members. 

For these reasons, director tenure should be managed by boards as a risk, the same as any other risk 
capable of impacting organisational performance. Rather than imposing strict tenure rules, better 
governance practice would be to remove underperforming directors.  

Tenure is just one aspect of board composition 

Diversity on a board should be welcome, including a range of directors with various levels of industry 
experience. Novice directors may take longer to contribute meaningfully to board discussions. Interactions 
among experienced and new board members may help new directors settle in and contribute more quickly. 
Combining new and experienced directors can provide fresh perspectives with valuable insights from 
gained from various economic cycles.   

Impact on the pool of chairs 

The board of a super fund is responsible for appointing the chair, often selecting from among the directors 
already serving on the board. Any limitation on overall board tenure is therefore also likely to impact the 
pool of potential candidates for chair, and their tenure. 

APRA requires trustees to formulate and regularly review investment strategies that consider the long-term 
needs and objectives of members. Limiting the tenure of chairs may inadvertently disrupt continuity in multi-
year strategies. It may also incentivise shorter-term decision-making to demonstrate immediate results, 
rather than longer term strategies.   

Exclusion of alternate directors in tenure limits  

APRA’s tenure limit proposal is silent on the impact to alternate directors. Alternate directors maintain board 
functionality during absences while ensuring continuity in decision-making including maintaining the equal 
representation model during periods of director absence. Serving as an alternate director provides valuable 
experience that helps an individual develop skills necessary to fill a permanent role. Alternates are subject 
to the same legal obligations as permanent directors (e.g., duty of care, conflict avoidance), providing 
practical insight into director liabilities. Interaction with experienced directors offers mentorship opportunities 
and insights into effective leadership.37 It also serves as a mechanism for succession planning.  

 

34 Ibid.  

35 Ibid.  

36 Elms, N. and Pugliese, A, 2023, page 10  

37 Australian Institute of Company Directors, ‘Alternate director’, 2025   
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Attachment B – International comparisons 

Proposal 2 
Committing sufficient time 

Under the Dutch pension scheme (DNB), an applying entity must complete an FTE score which is a 
statutory standard38 expressing the time commitment of board members of pension funds. All new 
candidates must be given an FTE score. The candidates FTE score must include all current positions 
held by the candidate that come under the scope of the statutory standard, including the position 
under assessment. 39  

Pension funds are not permitted to appoint proposed board or supervisory board members with 
an FTE score higher than 1. If proposed board members have an FTE score of 1 or less (i.e. if 
they do not exceed the maximum permitted number of positions), DNB will assess whether the 
candidate can commit sufficient time to the proposed position. In its assessment, DNB will 
consider aspects such as the requirements of the proposed position and all current activities and 
positions, including any existing secondary activities.  

The DFSA fit and proper test also requires candidates to confirm they have sufficient time to 
undertake the role. This includes whether the person holds the office or position full-time. ‘If this is not 
the case, the number of hours per year the applicant intends to spend on the office or position must be 
stated. This information is included in the assessment of the allocation of sufficient time.’40 

For the ECB, ‘time commitment is assessed on a case-by-case basis, taking the principle of 
proportionality into account. The time a member of the management body can commit to their 
functions is affected by several factors, such as the number of directorships held; the size and the 
context of the entities where directorships are held and the nature, scale and complexity of their 
activities; the place or country where the entities are based; and other professional or personal 
commitments and circumstances.’41 

In both examples, the applying entity seeking to nominate a director to the board must be satisfied that 
the person can commit sufficient time to the role by assessing what the role will demand and 
comparing that with the roles that person already holds relevant to the sector.  

Reputational risk 

International frameworks (the Netherlands, Denmark) include an assessment of reputation in fitness 
and propriety which is generally based on an individual’s criminal, civil and regulatory compliance 
history. In the Netherlands, the DNB considers integrity, propriety, and a person’s professional 
competence.42 In Denmark, the DFSA will consider ‘a member of the board of directors to have a good 
reputation unless otherwise documented, and if there is no reason to doubt the good reputation of the 
person in question.’43  

The member is considered not to have a good reputation if the personal or business conduct of 
the person in question gives rise to reasonable doubt about the abilities of the person in question 
to ensure sound and secure management of the financial undertaking. This assessment is made 
on the basis of e.g. all criminal and administrative violations, withdrawal of previous 
authorisations, licences or similar, previous dismissals and the background for these.44 

Under the ECB fit and proper test, ‘an appointee is not considered of good repute if their personal or 
business conduct gives rise to any material doubt about their ability to ensure the sound and prudent 

 

38 Candidates to be appointed as board or supervisory board member of a pension fund in the Netherlands must comply with the time commitment 

requirements laid down in Section 35a of the Decree implementing the Pensions Act and the Mandatory Occupational Pension Scheme Act 

39 De Nederlandsche Bank (DNB) – January 2025  

40 English translation of DFSA ‘Guidance on suitability and integrity for board members, executives and key persons in financial institutions,’ 2024, page 

1 

41 European Central Bank (ECB), Guide to fit and proper assessments, 2021, page 30 

42 De Nederlandsche Bank (DNB): Initial assessment - reputation-assessment  

43 DFSA (Denmark)- DFSA - Guidelines on fitness and propriety, page 13 

44 DFSA (Denmark) DFSA - Guidelines on fitness and propriety, page 13 
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management of the institution.’45  

In the ECB framework a ‘person has either a good or a bad reputation’ (which considers the three 
elements of criminal, civil and regulatory compliance. The principle of proportionality does not apply.  

Proposal 3 

The ECB Guide to Fit and Proper assessments references perceived conflicts in its framework:  

‘When submitting a fit and proper application, the supervised entity should provide information on 
all actual, potential or perceived conflicts of interest, whether or not it considers a conflict of 
interest to be material.’ 46 

The ECB defines perceived as ‘in the mind of the public.’47 The ECB's guidelines allow for mitigation 
measures (e.g., recusal, cooling-off periods) to address perceived conflicts. If these measures are 
insufficient, the appointee may be deemed unsuitable, but this would likely involve actual or 
unresolved risks rather than perception alone.  

Proposal 8 

International precedents favour flexibility: 

− United Kingdom: The Prudential Regulation Authority (PRA) does not impose tenure limits on 
directors in financial institutions but encourages periodic evaluations of board effectiveness. 

− United States: No prescribed tenure limits under the Federal Reserve or Office of the Comptroller 
of the Currency (OCC); governance practices focus on experience and expertise rather than 
arbitrary term restrictions. 

− European Union: The European Banking Authority (EBA) stresses board suitability criteria rather 
than tenure caps. 

− Canada: While some Canadian financial institutions adopt age and tenure limits, there is no 
universal mandate for tenure caps. Governance guidelines emphasise board renewal 
mechanisms rather than rigid term limits. 

− Netherlands: Dutch financial institutions generally follow principles-based governance, with tenure 
decisions left to individual boards. The average tenure for non-executive directors is 4.2 years, but 
there is no strict regulatory cap. 

 

 

45 European Central Bank (ECB), Guide to fit and proper assessments, 2021 

46 European Central Bank (ECB), Guide to fit and proper assessments, 2021, page 24 

47 European Central Bank (ECB), Guide to fit and proper assessments, 2021, page 23 




