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Letter
Title Asset Securitization - Letter (2018)

Date November 26, 2018

To: Federally Regulated InsurersRefers to all federally regulated insurers, including Canadian branches of foreign

life and property and casualty companies, fraternal benefit societies, regulated insurance holding companies and

non-operating insurance companies, and mortgage insurers.

After completing a public consultation process, OSFI is releasing an updated final version of Guideline B-5: Asset

Securitization (the Guideline). Key amendments reflect events that have affected securitizations since the Guideline

was first published in November 2004, including the financial crisis and changes to the Basel Framework. The

Guideline also incorporates relevant content from the Advisory Securitization – Expected Practices. OSFI plans to

repeal the Advisory when the Guideline becomes effective on January 1, 2019.

The attached Appendix summarizes consultation comments received, along with OSFI responses. We thank those

who provided comments.

Should you have any questions, please contact Lisa Peterson, Acting Managing Director, Capital Division, by email at

lisa.peterson@osfi-bsif.gc.ca.

Sincerely,

Carolyn Rogers

Assistant Superintendent

Regulation Sector

mailto:lisa.peterson@osfi-bsif.gc.ca
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Appendix: Summary of Public Consultation Comments Received and OSFI

Responses

Comment OSFI Response

Section 3.2 Requirements for exclusion of traditionally securitized exposures

We believe that the 30% risk transfer test should

only apply at the outset.

We agree that the test should be assessed at the outset of a

transaction (i.e. “following issuance”, as is stated in the guideline)

and while repayment, maturities, and defaults can shift the risk

transfer percentage over time, they do not undermine the initial

transfer of risk in most traditional transactions.

Section 4: Measurement of exposures and required capital

The exposure amount is the sum of on‐ balance

sheet and off‐ balance sheet exposure. We are

unclear as to why OSFI would want to include off‐

balance sheet exposure (e.g. 3rd party funds) in the

capital requirement for the insurer.

No capital is required for 3rd party funds. The off-balance sheet

exposures referred to are credit risk exposures to which the

insurer is exposed, such as liquidity or credit facility, where the

insurer guarantees or agrees to purchase securitization

exposures. These types of off-balance sheet exposures present

the same risks to the insurer as on-balance sheet exposures.

Section 4.1: Use of ratings  

Rating agency ratings sensitivity may be a part of a

rating agency’s proprietary product and may not be

publicly available.

This requirement refers to deal‐ specific ratings sensitivity,

which would normally be available in a published ratings report.

We appreciate that OSFI added Kroll to the list of

approved rating agencies, but question why

“Morningstar” (which is an NRSRO, like Kroll) was not

also added.

Recognizing a rating agency is a process that involves analytical

work at OSFI to ensure consistency with the other recognized

rating agencies. The rating agency may contact OSFI to request

the work be performed.

Section 4.2: Highest-risk securitization exposures

Please provide clarification on “and” or “or” (the

logic) between the criteria listed in 4.2 #5). “Retained

exposures that have been securitized synthetically,

for which the risk remains unmitigated due to a

maturity mismatch, [IS THIS “AND”?] that are rated

BB or below, or that are unrated...”

The word ‘and’ is not implied. To avoid confusion and

duplication, we have removed references to ratings in item 5, as

those are addressed in item 3 of the same list.
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Section 4.5: Treatment of credit risk mitigation for securitization exposures

If an insurer were to securitize assets of multiple

currencies under the proposed guideline, how will

foreign exchange differences between the

underlying assets and the risk transfer currency (i.e.

tranche currency) be treated?

There is no separate requirement specific to currency

mismatches for securitizations exposures. Rating agencies

should include an assessment of currency risk in their analysis.


