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COMPLYING WITH THE 2013 GUIDELINE 

• Not just a “tick the box” guideline 

• Recognizes that effective corporate 
governance requires desirable corporate 
behavior and values – “tone from the top” 

• Many areas of Guideline require subjective 
assessments – e.g. is the Board effective? 

• Ultimately, Board, not Management, is 
responsible for compliance with the Guideline 



COMPLYING WITH THE 2013 GUIDELINE 

OSFI recognizes that FRFIs may have 
different corporate governance 
practices depending on: their size; 
ownership structure; nature, scope 
and complexity of operations; 
corporate strategy; and risk profile.  



OSFI’S VISION OF CORPORATE GOVERNANCE 

SENIOR MANAGEMENT 

Recommends policies, options, 
strategies, controls, oversight functions, 

risk appetite, etc. to Board.  

BOARD 

Discusses Management’s recommended 
policies, strategies, etc. with 

Management; probes Management; 
decides whether to approve these “as 

is”, or as amended. 

SENIOR MANAGEMENT 

Implements Board decisions and directs 
and oversees operations.  

OVERSIGHT FUNCTIONS 

Provide enterprise-wide oversight of 
operational management and report to 

Board or relevant Committee.   

AUDIT COMMITTEE 

Reviews annual statements, evaluates 
and approves internal controls 

BOARD/AUDIT or RISK COMMITTEE 

Oversees and assesses effectiveness of 
Oversight Functions and discusses 
findings and reports produced by 
Oversight Functions with Senior 

Management 

RISK COMMITTEE 

Oversees risk management on an 
enterprise-wide basis 



RESPONSIBILITIES OF THE BOARD 

BOARD 

APPROVE CEO 
APPOINTMENT 

AND  
COMPENSATION, 
AND SUCCSSION 

PLANS FOR BOARD 
AND CEO 

OVERSIGHT OF 
INTERNAL 
CONTROLS 

REVIEW 
PERFORMANCE 

RELATIVE TO 
STRATEGY AND 
RISK APPETITE 

REVIEW 
COMPENSATION 
OF ALL HUMAN 

RESOUCES 



ENHANCED REPORTING TO BOARD 

BOARD 

SENIOR 

MANAGEMENT 

OVERSIGHT 
FUNCTIONS 

MANAGEMENT 
OF BUSINESS 

UNITS 

INTERNAL AND 
EXTERNAL 

AUDITORS AND 
INDEPENDENT 

ACTUARY  



What the Board should “approve” 

“The Board plays a pivotal role in the success of a FRFI through 
the approval of the FRFI’s overall strategy and risk appetite, and 
its oversight of the FRFI’s Senior Management and internal 
controls” 
 
• Enterprise-wide business objectives, strategy and plans, including Risk 

Appetite Framework 
• Significant strategic initiatives or transactions 
• Internal control framework 
• Appointment, performance review and compensation of the CEO (or 

heads of oversight functions) 
• Succession plans for the Board, CEO (or heads of  oversight functions) 
• Mandate, resources, budgets for the oversight functions 
• External audit plan 



What the Board should “review and discuss” 

“Through thorough review and discussion, the Board has a 
critical role in providing high-level guidance to Senior 
Management with respect to these matters…”  

• Significant operational and business policies 

• Performance relative to strategy and Risk Appetite Framework 

• Compensation policy (consistent with Financial Stability Board Principles 

and Standards)  

• Implementation of internal controls 

• Organizational structure 

• Compliance with laws, regulations and guidelines 

“The Board should establish processes to periodically assess the 
assurances provided to it by Senior Management” 



Board Skills and Competencies  
“An effective Board should, through its collective expertise, skills, 
experiences and competencies, provide objective and thoughtful 
guidance to, and oversight of, Senior Management “ 
 

• Board, collectively, expected to have financial and risk 
management expertise 

• Important to have a balance of skills, expertise, experience 
and perspectives 

• No set percentages, but relevant financial industry and risk 
management expertise are key competencies for the FRFI 
Board 

• Annual skills and competency evaluation process for Directors 
• Align with the Board succession and renewal plans  
• The role of the Chair should be separated from the CEO  
• Board should be independent 

 



Oversight Functions 

• OSFI expects FRFIs to establish oversight functions 
that are independent from operational 
management (Supervisory Framework) 

• Oversight functions should have a direct reporting 
line (for functional purposes) to the Board or 
relevant Board Committee (e.g., audit, risk) 

• For small, less complex FRFIs, in the absence of 
oversight functions, other functions or processes 
that provide compensating controls and enterprise-
wide oversight 



Independent External Advisors 

• To be used in the assessment of: 
– Board effectiveness (regular self-assessments) 

– Effectiveness of oversight functions and process 

• The scope and frequency of such 
external input to be established 
by the Board 



Risk Appetite Framework 
“A FRFI should have a Board-approved Risk Appetite 
Framework that guides the risk-taking activities of the 
FRFI” 
 

• Enterprise-wide and tailored to domestic and 
international activities and operations of the FRFI 
– Unique for every FRFI 
– FRFI strategy drives risk appetite 

• Sets basic goals, benchmarks, parameters and limits 
as to the amount of risk a FRFI willing to accept 

• Must contain Risk Appetite Statement and Risk 
Limits 



Risk Appetite Statement 

• Aggregate level and type of risk that a FRFI is willing to accept in order to 
achieve business objectives. 

• Linked to strategic, capital and financial plans, as well as compensation 
programs 

• Quantitative and qualitative 

• What risks FRFI wants to take/does not want to take; 

• Measures of loss or negative events (e.g., earnings); etc. 

• Forward-looking 

• Considers normal and stress scenarios 

• Within FRFI risk capacity (i.e., regulatory constraints) 



Risk limits 

• Specific risk categories (e.g., credit, market) 

• By lines of business, business unit/platform, 
etc. 



Implementation of the Risk Appetite 
Framework 

• Roles and responsibilities of those overseeing 
its implementation (Board, Risk Committee, 
CEO, CRO, etc.) 

• Effective control, monitoring and reporting 
systems 



Board Risk Committee 

• OSFI expects a dedicated Board 
Risk Committee 

• Other options may include: 
– Board retains oversight of risk 

– Joint Audit & Risk Committee 

• However, a FRFI must consider: 
– Is there sufficient time/focus on risk issues? 

– Is there sufficient material provided to focus on risk? 

– Are there appropriate skills among Directors? 



Chief Risk Officer (CRO) 

• OSFI expects a dedicated CRO 
– Responsible for independently identifying, measuring, monitoring and 

reporting on risks  

– Not involved in revenue generation or management/financial 
performance of any business line or product 

• For small, less complex FRFI, CRO 
role can be held by another 
executive (i.e. has dual roles) 



Role of the Audit Committee 

• Federal legislation requires that each FRFI establish an 
Audit Committee comprised of non-employee directors  

• The Audit Committee, not Senior Management, should 
recommend to the shareholders the appointment, 
reappointment, removal and remuneration of the external 
auditor, and should also agree to the scope and terms of 
the audit engagement and approve the engagement letter 

• Annually, the Audit Committee should report to the Board 
on the effectiveness of the external auditor 

• Guideline sets out, explicit and detailed expectations 
regarding key areas of focus and discussion with the 
external auditor 



Update of OSFI Corporate 
Governance Guideline 

- OSFI announced in December 2016, that it was 
reviewing the Corporate Governance Guideline 
 

- We expect a draft of these revisions to be 
released for comment this month. 
 

- We understand that OSFI is trying to reposition 
the Guideline requirements to be more principles-
based – trying to avoid a “tick the box” approach 



Adoption of the OSFI Guideline  
by Provinces 

To-date, Alberta is the only province to have adopted the 
Guideline for Reciprocals 
 
British Columbia has adopted the Guideline for Insurance 
Companies, but not Reciprocals 
 
 



Board Skills and Competence 

The OSFI Guideline states 
  
“…the Board should, collectively, bring a balance of expertise, 
skills, experience and perspectives, taking into consideration 
the FRFI’s strategy, risk profile and overall operations.”  
  
The Guideline goes on to say that 
  
“Relevant financial industry and risk management expertise 
are key competencies for the FRFI Board.  There should be 
reasonable representation of these skills at the Board and 
Board Committee levels.” 
 



Our Survey Results  

When we surveyed regulated financial institutions that were 
subsidiaries in larger corporate groups, we learned that: 
  
• Less than three-quarters of those surveyed said that they 

strongly agreed that the competency and skills of board 
members were appropriate for the business of the institution 

  
• Only 44% of the companies surveyed reported that they 

currently use a board skills competency matrix  
  
• Less than 40% of companies surveyed reported that they have 

a process in place for evaluating the skills of their Board 
members 



Director Education 

The OSFI Guideline states: 
 
“OSFI expects Boards and Senior Management of FRFIs to 
be proactive, and to be aware of best practices related to 
corporate governance that are applicable to their 
institution” 
 and 
“Directors should seek internal or external education 
opportunities in order to fully understand the risks 
undertaken by the FRFI, as well as developments in 
corporate and risk governance practices.” 
 



Director Education 
 

It is important for Reciprocal Board members to have an 
understanding of important relevant matters such as, 
  
• The way in which the reciprocal operates 
 
• The legislation applicable to the reciprocal 
 
• The risks both internal and external, that may be faced 

by the reciprocal and its members 
 
• The role of the member in their capacity as a member of 

the Board, versus their position as a representative of a 
subscriber 



Our Survey Results 
 

Only 30% of survey respondents said that they were provided 
with education on governance practices and director matters 
generally, on at least an occasional basis 
 
Less than 50% of respondents said that they received education 
that was specific to the company’s business or business practices 
 
Two-thirds of respondents said that their companies did not have 
a formal orientation process for new members 
  
On a more positive note, 
  
61% of respondents said that they roles and responsibilities for 
directors have been clearly established in writing.  
  



Board Independence  

The OSFI Guideline includes the following statements regarding 
Board Independence: 
  
• The Board should be independent from Senior Management 
 
• OSFI does not view any one Board structure or process as 

guaranteeing independence, beyond separating the roles of 
Chair and CEO 

  
• The Board should adopt and approval a director 

independence policy that takes into consideration the 
specific shareholder/ownership structure of the institution. 

  



Board Independence  

Under the Insurance Companies Act (Canada) – no more 
than two-thirds of directors can be persons who are 
affiliated with the company 
 

“affiliates” includes, 
  
an officer or employee of the company or an affiliated company 
  
any person owning more than 10% of the shares of the company 
  
any person that is an employee of an entity that provides goods or 
services to the company if the total annual billings to the company 
exceed 10% of the total annual billings of the entity, or 
  
a spouse or common-law partner of any person described above 
 



 
 
 
 
 
 

Questions? 


