THE BOARD BRIEFING

Third-Party Dependency: Governance,
Accountability, and Board Oversight

Board Posture

This briefing addresses a standing governance issue that is increasingly material to
private-sector boards: dependency on third parties for capabilities that the
organisation can no longer easily operate, replace, or recover without external
support.

It is intended as a general governance lens applicable across private-sector boards,
rather than guidance for any specific organisation, sector, or circumstance.

Where this issue is not explicitly overseen, it most often becomes visible during
insurer scrutiny, transaction due diligence, regulatory inquiry, or sustained
operational disruption—when flexibility is limited and expectations are applied
retrospectively (ASIC; AICD).

Boards do not manage vendors directly. Oversight is typically focused on whether
outsourcing arrangements continue to support accountability, resilience, and
director confidence.

Executive summary

Outsourcing in the private sector has moved well beyond peripheral services. Many
organisations now rely on third parties for functions that are fundamental to:

e Revenue generation (ERP, CRM, payments, e-commerce).
e Compliance and statutory obligations (payroll, tax, data handling).
e Operational continuity (cloud hosting, managed IT, security services).

These arrangements are commercially rational and often unavoidable. However, they
also change the organisation’s risk profile in ways that are not always visible in
financial or operational reporting.

A consistent pattern is observed: control migrates outward, while
accountability remains inward. This is the central risk for boards when it comes
to outsourcing—while operational responsibility is handed over to external parties,
ultimate accountability for outcomes, failures, and remediation remains with the
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organisation and its directors. Recognising and actively managing this gap is critical
to ensuring resilience, compliance, and board confidence.

When problems arise, boards often discover that recovery timelines are optimistic,
escalation authority is ambiguous, assurance relies on trust rather than evidence, and
exit rights are theoretical rather than executable.

This briefing focuses on that accountability gap and the board’s role in closing it before
it is tested.

This risk is increasingly material as private businesses rely on fewer vendors for more
critical functions, amplifying dependency and concentration risk.

The Governance Challenge

Third-party governance risk is not primarily about vendor failure. It is about
misalignment between responsibility, authority, and assurance.

Common structural assumptions include:

e Contracts equate to control

e Vendor reputation equates to resilience

e Compliance artefacts equate to readiness
e Exit rights equate to recoverability

Each assumption may be partially true, yet none provide assurance on their own.

Boards typically consider which of these assumptions remain appropriate, which
benefit from additional evidence, and which warrant closer scrutiny over time (AICD;
ISO 31000).

For boards, the governance challenge is to replace implicit confidence with explicit
clarity and assumed resilience with demonstrated readiness.
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Why private businesses are particularly exposed

Private-sector organisations face heightened exposure due to several reinforcing
factors:

1. Enterprise dependency without enterprise redundancy: SMEs often operate
enterprise-grade platforms with limited internal depth or fallback capability.
Vendor failure therefore has disproportionate impact.

2. Concentration risk: A small number of providers may support multiple critical
functions, creating hidden single-points-of-failure.

3. Informal escalation: Long-standing relationships often substitute for defined
decision rights and escalation pathways until stress occurs.

4. Commercial trade-offs: Cost, speed, and growth pressures can crowd out
investment in contingency planning and assurance.

5. External scrutiny moments: Third-party governance is most often tested
during:

e Insurance underwriting or claims
e Financing or refinancing

e Sale, acquisition, or due diligence
e Regulatory or customer challenge

At these moments, boards are expected to demonstrate governance maturity
retrospectively.

Scale does not materially alter accountability expectations. While smaller
organisations face different constraints, expectations around risk ownership,
resilience, and oversight do not materially diminish with size (ASIC).

SME reality vignette (illustrative)

A mid-sized business outsources payroll, HR systems, cloud hosting, and security
monitoring to three providers. Individually, each relationship appears well managed.
Collectively, a service disruption affecting one provider delays payroll processing,
triggers staff complaints, and raises questions from the insurer. The contract has not
been breached, but accountability for decisions, escalation, and recovery is unclear.

In this scenario, the issue is not vendor performance, but the degree to which
dependency, escalation, and recovery assumptions were visible prior to disruption.
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Scenarios of this nature are commonly observed across otherwise well-governed
organisations and are typically identified only when external scrutiny or operational
stress arises.

Governance and accountability context

In practice, governance arrangements for third-party dependency tend to be examined
most closely at points of external scrutiny—such as insurance claims, financing events,
transaction diligence, or sustained service degradation—when prior assumptions are
revisited with the benefit of hindsight (World Economic Forum; cyber-insurance
underwriting practice).

Board oversight is often tested—frequently with the benefit of hindsight—around how
dependency risks were understood, how accountability was framed, and how resilience
assumptions were formed. In practice, this tension becomes more visible where
reliance is placed on contractual compliance or vendor assurances rather than
evidence drawn from testing or scenario examination.

In the current commercial environment, pressures relating to cost, speed, and growth
can unintentionally deprioritise contingency planning and assurance. This increases
the likelihood that governance gaps are identified only after options have narrowed.
Effective oversight is commonly characterised by clarity around accountability,
escalation authority, and recovery assumptions before those arrangements are tested.

Oversight landscape

Effective board oversight is observable through what management can demonstrate,
not what is asserted.

Control — what the board expect to be in place

1. Clear identification of “stop-the-business” dependencies: A short, prioritised
list of third parties whose failure would materially impact cash flow,
compliance, or customer trust.

2. Explicit accountability for degradation scenarios: Named decision-makers
when service quality declines but contractual breach thresholds are not met.

3. Board-endorsed tolerance for disruption: Clear understanding of what
downtime or degradation is acceptable — and for how long.
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4. Early escalation visibility: Board awareness when assumptions around
recovery, performance, or vendor responsiveness are under pressure.

5. Ownership of resilience: Clear responsibility for maintaining and testing
continuity and exit arrangements.

Assurance — how the board gains confidence

1. Evidence of recoverability: Testing, simulations, or structured walk-throughs,
not just documented plans.

2. Data access and transition assurance: Confidence that critical data can be
accessed, recovered, or transferred if required.

3. Independent challenge at inflection points: Review following growth, platform
change, or vendor consolidation.

4. Learning loop: Evidence that near-misses and external examples influence
governance and procurement decisions.

Control without assurance creates false confidence. Assurance without control creates
noise without accountability. Boards commonly look for these elements to be
demonstrable, not merely described (ISO/IEC 27001; UK National Cyber Security
Centre).

Common blind spots that reduce board confidence
Boards frequently encounter these statements:

e “We've never needed the contingency plan.”
e “The vendor is compliant and well regarded.”
e “Changing providers would be disruptive.”

e “This has always worked.”

Each statement may be factually correct. None, on their own, constitute assurance
(AICD).

Governance risk most often emerges where dependency is implicit, untested, or
informed primarily by historical stability rather than evidence. These assumptions
persist not because management is negligent, but because boards have not always
required evidence to replace familiarity.
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Questions commonly used to explore governance maturity

Boards that govern this risk effectively tend to focus on a small number of high-quality
questions:

1. Exposure: Which third-party failures would most quickly impact cash flow or
reputation?

2. Authority: Who has decision authority if service degradation persists without
contractual breach?

3. Evidence: What proof exists that recovery can occur within acceptable
timeframes?

4. Optionality: How constrained would the business be if a key vendor
relationship changed unexpectedly?

5. Demonstrability: How would we evidence adequate oversight to an insurer,
buyer, or regulator tomorrow?

The quality of answers to these questions is a reliable indicator of governance maturity
(ISO 31000).

These questions drive insight, not reassurance.

Closing perspective

This briefing is intentionally non-technical and non-reactive. It provides a governance
lens that can be reused across growth phases, technology changes, and future risk
events — including cyber incidents, service failures, and transaction scrutiny.

Its purpose is not to eliminate risk, but to ensure that when dependency is tested, the
board is informed, confident, and in control.

Boards that address this issue early, quietly, and deliberately are often better
positioned when it becomes visible under pressure.

The perspectives outlined here reflect recurring governance patterns observed across
technology-enabled organisations, rather than the circumstances of any single board
or engagement.
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References
Director and Governance Guidance

e Australian Institute of Company Directors (AICD) — Director duties and governance
expectations relating to risk oversight and accountability

e Australian Securities & Investments Commission (ASIC) — Guidance on foreseeable
operational and cyber risk requiring board oversight

Risk and Security Standards

e APRA Prudential Standard CPS 234 — Information Security (used as a governance benchmark
beyond APRA-regulated entities)
e ISO 31000 — Risk Management: Guidelines

e ISO/IEC 27001 and ISO/IEC 27002 — Information security governance and supplier
relationship controls
e Australian Cyber Security Centre (ACSC) — Essential Eight Maturity Model

Supply Chain and Market Context

e UK National Cyber Security Centre (NCSC) — Supply-chain and third-party risk management
guidance

¢  World Economic Forum — Global Risks and Cyber Resilience publications

e Cyber insurance underwriting guidance (market practice) — Third-party risk, resilience, and
evidence-based assurance expectations

Illustrative Public-Sector Material

e Australian Electoral Commission procurement disclosures
e OECD digital government risk-governance materials

These references are included as commonly recognised governance benchmarks and
illustrative material, rather than as direct sources for specific statements.
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