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Today'’s presentation

G OSFlI at a glance

a How OSFI supervises institutions

e What OSFI expects of boards



OSFI at a glance

Who OSFl is, what it does, and how
expectations are communicated

Theresa Hinz

Executive Director, Policy and Risk
Response




Overview of OSFI

Who we are

Canada’s federal prudential
regulator and supervisor

Established under the Office
of the Superintendent of
Financial Institutions Act
(OSFI Act) and responsible
for administering key
financial institution statutes

What we do

Contribute to public
confidence in the Canadian
financial system by regulating
and supervising
approximately 350 federally
regulated financial
institutions and

1,200 federally regulated
pension plans

How we act

Set expectations, assess risk, advise
early, require corrective action, and
intervene when needed.

If an institution breaches its
obligations or if we identify other
concerns, we have a broad selection
of intervention powers available to
us, including supervisory letters,
administrative monetary penalties,
and legislative actions such as
directing more capital or
compliance. In extreme cases, the
Superintendent may even take
control of an institution.



OSFI’s interactions with FISC members

 Financial Institutions Supervisory Committee (FISC) is a legislated committee in the OSFI Act.

* FISC is a federal body, chaired by OSFI, that coordinates oversight and information sharing
among financial regulators to support the stability of Canada’s financial system.

* FISC meets quarterly and convenes ad hoc meetings.
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Superintendent of Department of Canada Deposit Financial Consumer cn“nFE
Financial Institutions Bank of Canada | Finance Canada | Insurance Corporation Agency of Canada

« How OSFI interacts with FISC members:

- Information sharing — Crisis response

- Policy coordination - Regulatory alignment



How OSFI sets and communicates expectations

Monitor risk Develop or Consult and Supervise and

environment update publish engage
expectations

System-wide risks, Public Lead supervisor

day-to-day Guidance, consultation, dialogue, industry

insights, and analysis, and feedback, and days, speeches,

international impact final guidance and supervisory

peers assessment work



OSFI guidance landscape

Core supervisory
architecture

Supervisory Framework
Rating approach

Guides to intervention

Board and governance
expectations

* Corporate Governance
Guideline

« Risk governance
expectations

 Board effectiveness
outcomes

Evolving or heightened
risk areas

* Annual Risk Outlook
* Operational resilience
 Technology and cyber

* Integrity and security



Overview of OSFI
supervision

How supervision works and what
intervention can look like in practice

Jacqueline Friedland

Executive Director, Risk Advisory
Hub




OSFI’s Supervisory Framework

First Limited
introduced updates

“Made in Canada” framework that reflects current,
international, best practice

Comprehensive
updates
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Disclosed

Supervisory Scorecard

NOT disclosed
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Supervisory Framework: key elements

The tier rating reflects size and complexity with
consideration of potential contagion in the
event of failure

Overall Risk Rating (ORR)

The risk of failure (level of overall risk to the

financial viability) of an institution or security of
member benefits for a pension plan

Assessment

Disclosure of ratings and their drivers to
institutions as well as recommendations

Supervisory intensity is driven by impact of failure (tier rating) and risk of failure (ORR)
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Overall Risk Rating (ORR)

Four risk categories provide a structured window into our supervisory view

Overall
Risk
Rating

@ Operational resilience

@ Risk governance

Supervisory ratings are not disclosed publicly and remain prescribed supervisory

information

14
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Rating scale

ORR rating scale

Rating of 1

. 1 Minimal
does not imply No significant issues identified
perfection Low
2 Issues are unlikely to impact financial performance or critical operations 0
3 Moderate
Issues could impact financial performance or critical operations unless addressed
4 Watchlist
Issues expected to impact financial performance or critical operations unless addressed promptly
5 Early warning 1
Issues could impact viability, but this is not expected within two years
Ratings of 5-8 6 Material 5
include Issues could impact viability within one to two years
assessment of - Serious 3
risk level and Issues raise serious doubts about viability within one year
velocity 8 Non-viability imminent 4

Non-viability is imminent

Eight-point rating scale maps to Intervention Stage Ratings and provides
greater granularity for Stage O institutions and pension plans
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What does supervisory intervention look like in practice?

Stage What OSFI sees What the institution experiences What the board should expect
Stage 0 Institution remains resilient Regular supervisory meetings, reviews, Discuss supervisory findings and track
ORR 1-4 despite identified issues or supervisory letters, action plans, and remediation, including management
control weaknesses. remediation tracking. addressing concerns in a timely
manner.
Stage 1 Concerns emerge that could Increased supervisory engagement, more Increase focus on remediation,
ORR 5 affect viability, integrity, or detailed information requests, additional challenge management assumptions,
security if not addressed. reviews, closer follow-up, and recovery and monitor financial resilience
plan discussions. (including capital and liquidity).
Stage 2 Concerns become more serious OSFI may use additional measures Seek solutions, test whether
ORR 6 and could threaten viability if depending on circumstances, including institution is addressing root causes,
unresolved. capital or liquidity measures, prudential and oversee recovery and
agreements, conditions, or directions of contingency options.
compliance.
Stage 3 Serious doubts arise about future | Supervisory engagement and coordination | Expect more direct engagement with
ORR 7 viability or unresolved safety and | intensify. OSFI may engage more directly OSFI and focus board time on
soundness issues. with the board on corrective actions and corrective actions, recovery options,
options. and governance under stress.
Stage 4 Non-viability is imminent or If statutory conditions are met, the Focus shifts to depositor and creditor
ORR 8 control actions could be required. | Superintendent could take control or use protection, continuity of critical
capital conversion or write-off powers. services, and supporting orderly
CDIC leads resolution of banks at non- resolution activities.
viability.
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Supervision oversight and challenge functions

Group Rating . .

Horizontal industry
meetings

Supervision Quality
Assurance Division

Enterprise Risk Internal Audit and
Management and Chief Audit

Chief Risk Officer Executive
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Supervisory Framework - post-implementation review

Q Achievements @ Refinements

e Better risk conversations « ORR “weakest link” approach

« Support early corrective

: » Clearer and more transparent
action

rating assessment and methods
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Supervisory work and communication

Who institutions Types of supervisory \ How we
interact with work communicate
« Lead supervisors: most frequent Supervisory work is supported by * Annual supervisory letter
point of contact responsible for specialist teams and include: ] )
ongoing monitoring and risk o * Interim supervisory letter
assessment * monitoring

» Rating change letter

. . ) * reviews (thematic or idiosyncratic)
» Specialists: are involved in

supervisory monitoring and reviews « management and closure of action
by providing expertise in specific risk items
areas

* support for approvals

* Approvals case officers: lead
applications for approvals to enter
certain transactions or engage in
certain activities that involve
prudential or public policy
considerations



Importance of
accurate, complete,
and timely data
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How we determine supervisory priorities

? Risk
X

Planning exercise |dentifying key risks Reviewing work

Supervisory priorities are subject to change based on an institution's

unique circumstances and the macro risk environment
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Supervision and board oversight

OSFI’s supervisory assessment includes whether the board is effective,
as part of corporate governance.

The focus is not a checklist. The focus is whether the board receives the right
information, asks the right questions, challenges management, holds senior
management accountable, and supports effective oversight functions.

The Corporate Governance - Guideline (2018) (CGG) sets key expectations.
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Role of the board

- Sets the “tone from the top” that drives corporate and risk culture

- Has a duty of care:
- to shareholders and also depositors, policyholders, and other creditors
- by extension, to OSFI

. |s expected to meet all board expectations in Section Il of the CGG, set out in two
categories:

- approve and oversee

- provide challenge, advice, and guidance to senior management, as appropriate
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Five outcomes for effective corporate governance

(A) Clear,
aligned, and
consistent
direction on
strategy, risk
appetite, and
_-controls

(E)

Independent

and capable
board

(B) Open board
discussion and

operfating y well-managed
within an / information
effective flows

governance
tructure-

Board

o) X\ effectiveness
Independent c
and effective . (C)
oversight Accountal?le
functions with and effective
demonstrated senior
stature and management
authority
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Clear, alignhed, and consistent direction on strategy, risk
° appetite, and controls

We consider whether and how the board:

- provides clear direction regarding the institution’s strategy

. establishes a risk appetite that is appropriate given the institution’s risk profile, long-
term strategic plan, and operating environment

. confirms that corresponding controls are in place
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Open board discussion and well-managed information
flows

We consider whether and how the board:

. engages in open and frank discussions and debate amongst itself and with senior
management, as appropriate

- manages the quantity and quality of information it receives
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© Accountable and effective senior management

- CEO and members of senior management are ultimately responsible for the business
performance and solvency of the institution

- We consider whether and how the board:
- holds senior management accountable for their functions

- assesses the effectiveness and performance of senior management
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© Independent and effective oversight functions

- We consider whether and how the board:

- ensures that the oversight functions are independent and are given the right stature
and authority within the organization

- assesses the effectiveness and performance of oversight functions

. Special emphasis on risk management function
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© Independent and capable board

We consider whether and how the board:

- is independent from senior management in its decisions and oversight

. is capable (has an appropriate balance of expertise, skills, competencies, and
perspectives and has effective practices)

- provides adequate oversight on an enterprise-wide basis

29



Key resources

OSFI’s Annual Risk Outlook - Fiscal
Year 2026-27

Supervisory Framework

. . . Corporate Governance - Guideline
Guides to intervention (2018) (CGG)



https://www.osfi-bsif.gc.ca/en/supervision/supervisory-practices/supervisory-framework-0
https://www.osfi-bsif.gc.ca/en/supervision/supervisory-practices/guides-intervention
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2026-2027
https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/corporate-governance-guideline-2018
https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/corporate-governance-guideline-2018
https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/corporate-governance-guideline-2018
https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/corporate-governance-guideline-2018
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SUPERVISORY OUTCOMES IN ACTION: AN INDUSTRY PERSPECTIVE

What Resilient Boards do Differently

Dan Fortin Jamey Hubbs Bill Morneau
Board Chair of Definity Vice Chair, Global Risk Corporate Director CIBC;
Financial and Foresters Institute; former Vice former Canada’s Minister of
Financial Superintendent, OSFI Finance

MODERATOR
Sonia Baxendale
President and CEO
Global Risk Institute
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Red Teaming: Taking the Contrarian
Governance View

Sonia Baxendale, President and CEO, GRI
Karrie Van Belle, COO, GRI



RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

@ What is Red Teaming

AGENDA @ Applications and Practice

@ Case Studies
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RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

Have You Ever Thought...

 There was “group thinking” or
complacency on your board

* If others aren’t questioning a
recommendation, they must be right

 |don’t want to be disagreeable: our
board and management are very
collaborative, and | trust management
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RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

What is Red Teaming?

The practice of rigorously challenging plans, policies, and systems by
applying a contrarian lens to:

o Constructively challenge

o ldentify gaps in thinking

o Deepen understanding

o Encourage healthy debate and discussion

o Avoid groupthink and other key biases
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RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

Red Teaming: Applications and Practice

Red Teaming Applications
o New products, business lines, M&A, business plans and strategy

Red Teaming in Practice
Comprehensive red teaming analysis has three components:

o Analytically challenge assumptions in planning

o Apply imaginative techniques to assess and expose hidden threats
and missed opportunities

o Use contrarian lens to challenge the plan, forcing alternative
outcomes to be considered
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RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

Case Study I:
An Operational Issue Became a Confidence Crisis

S|

TUATION:

Underwriting irregularities and falsified
mortgage documentation were identified
internally; broker and underwriter
relationships were terminated.

Public communications did not initially explain
the operational cause of declining originations;
the OSC later found disclosure violations.

Reputational damage exposed a concentrated,
confidence-sensitive funding model and
accelerated deposit outflows.

A business that appeared financially resilient
moved rapidly toward a liquidity crisis.

WHAT SHOULD THE BOARD HAVE CHALLENGED?

‘ Was “material” being defined too narrowly by looking only at
current credit losses?

What second-order effects could follow from remediation,
disclosure or regulatory action?

How quickly could confidence-sensitive funding disappear under
stress?

Do risk, compliance and internal audit have enough stature to
challenge a successful founder-led model?

111

Example, Red Team Prompt: Assume the loans keep performing, but confidence

breaks. What fails next?
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RED TEAMING: TAKING THE CONTRARIAN GOVERNANCE VIEW

Case Study ll:
Risks Were Measured, But Were They Truly Challenged?

SITUATION:

A concentrated business model, high reliance
on uninsured deposits and significant
exposure to rising interest rates.

The Federal Reserve found that management
did not manage basic interest-rate and
liquidity risk and the board did not hold
management accountable.

The bank failed its own internal liquidity stress
tests and lacked workable plans to access
liquidity in stress.

Networked depositors, social media and digital
withdrawals amplified the speed of the run.

WHAT SHOULD THE BOARD HAVE CHALLENGED?

‘ What assumptions make customer concentration appear like
franchise strength rather than correlated liquidity risk?

Why were failed internal stress tests not treated as a board-level stop
signal?

Were risk measures or assumptions changed to make exposures look
smaller instead of reducing the risk?

Could the contingency funding plan operate at digital-run speed, not
historical-run speed?

1 1 1

Example, Red Team Prompt: Assume rates rise faster and depositors act together.

Can the bank survive 48 hours?

GLOBAL
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NEW DIRECTOR ORIENTATION

Closing Remarks

Jacqueline Friedland

Executive Director —
Risk Advisory Hub, OSFI
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Global Risk Institute in Financial Services (GRI)

Global Risk Institute
55 University Avenue, Suite 1801
Toronto, ON M5J 2H7

globalriskinstitute.org
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