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Title Guideline: Assurance on Capital, Leverage and Liquidity Returns
Category Accounting and Disclosure

Date November 7, 2022

Sector Banks

Life Insurance and Fraternal Companies
Property and Casualty Companies
Trust and Loan Companies

To: Federally Regulated Financial Institutions

The Office of the Superintendent of Financial Institutions (OSFI) is issuing the Assurance on Capital, Leverage and
Liquidity Returns Guideline, following a public consultation on a Discussion Paper in April 2021 and a Draft Guideline

in March 2022.

Regulatory returns are key contributors to the assessment of safety and soundness of a federally regulated financial

institution (FRFI). This guideline enhances and aligns assurance expectations on regulatory returns across all FRFIs.

In developing the Guideline, OSFI considered the range of feedback received during the consultation process and

made adjustments where deemed appropriate.

OSFI thanks all stakeholders who provided feedback. The Annex below provides a non-attributed summary of the

main feedback and an explanation of how that feedback has been addressed.

Any questions on the Guideline may be addressed by email to Assurance@osfi-bsif.gc.ca.

Sincerely,

Tolga Yalkin

Assistant Superintendent, Policy Innovation and Stakeholder Affairs
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Summary of Respondent Feedback on OSFI's Draft Guideline, Assurance on

Capital, Leverage and Liquidity Returns

OSFl received feedback on the Draft Guideline from 12 respondents, including FRFIs, audit firms, industry, and
professional associations. The summary of feedback below reflects those issues raised by a large number of

respondents.
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Fully Accepted

Feedback OSFI Response

Sequencing

Respondents emphasized the need for FRFIs have flexibility in defining the sequence to fulfill their
management attestations to precede internal and regulatory assurance responsibilities. The revised effective dates
external audits. allow management attestations to precede audits.

Respondents requested that the assurance be The assurance requirements will be applicable at the

required at a consolidated level. consolidated level.

Clarifications

Respondents requested clarification on: The Guideline clarifies that:

1. whether external audit assurance is expected 1. an external audit opinion is required on the numerator
at a level lower than the and denominator of the key regulatory ratios;
numerator/denominator (i.e., material risk 2. management attestation should be performed by an
components); individual not directly involved in the preparation of the

2. the level of independence required in the returns, and who has the appropriate authority,
management attestation process; knowledge, and expertise;

3. the scope of external audit assurance with 3. external auditors are expected to opine on whether
respect to models; model implementation, where applicable, is consistent

4. the appropriate level of materiality for the with OSFl-approved models;
assurance requirements; 4. external auditors are expected to determine an

5. the form of audit report/opinion to be appropriate, risk-based level of materiality based on their
provided; and professional judgment;

6. the need for, and timing of, internal audit 5. external auditors are expected to select the appropriate
assurance requirements. report based on their professional judgment; and

6. an internal audit opinion provides an important element
of assurance over the controls related to regulatory
returns. The first internal audit opinion may be provided

between the fiscal 2023 and 2025 reporting timelines.
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Partially Accepted

Feedback
Effective Dates

Respondents requested a further deferral of the
effective dates to have sufficient time to prepare the
internal processes and oversight necessary to meet

the assurance requirements.

Proportionality

OSFI Response

OSFl is deferring external audit requirements to 2025. The

effective dates are as follows:

¢ All management attestations to be effective beginning in
fiscal 2024;

¢ All internal audit assurance requirements to be effective
beginning in fiscal 2023, and to be provided at a
minimum once every three years; and

e All external audit assurance requirements to be effective

beginning in fiscal 2025.

Small- and Medium-sized Deposit-taking Institutions
(SMSBs) requested additional time to prepare the

internal processes and oversight necessary to meet
the assurance requirements, including an additional

year after Systemically Important Banks (SIBs).

Liquidity

OSFI appreciates the constraints for small- and medium-sized
institutions and is deferring the external audit requirements to
2025. This aligns the requirements across the industry as the
risks related to liquidity, leverage, and capital returns are

equally relevant to all industry participants.

Respondents requested phasing in liquidity returns
to allow more time to prepare internal processes

over liquidity metrics.

To allow more time, the external audit requirements for the

liquidity returns have been deferred until fiscal 2025.

e
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Retained Original Position

Feedback OSFI Response

External Audit Assurance

Respondents commented that OSFI continues to believe that it is important to assess the numerator and
examining the regulatory ratio’s ~ denominator separately to prevent potential offsetting errors that may be
numerator and denominator undetected.

separately is feasible but may

increase the scope and cost of

the audit.

Frequency of external audits

Respondents requested OSFI An independent external audit opinion is an important element of assurance over

consider external audits to be regulatory returns and OSFI expects Insurers, SIBs, and Category 1 SMSBsSee OSFI's

conducted on a three-year cycle.  Guideline, <a href="/node/638">Small and Medium-Sized Deposit-Taking Institutions
(SMSBs) Capital and Liquidity Requirements</a>, for categorizations of SMSBs. to
provide them annually. In consideration of resource constraints, Category Il and IlI

SMSBs may provide their external audit opinions biennially.

Filing requirements

Respondents requested OSFI As regulatory returns are based on financial returns, it is important that regulatory
consider non fiscal year-end audits be conducted in the same period as financial audits. Assurance audit
audits to alleviate resource opinions are due within 90 days of fiscal year-end.

constraints at year-end.

‘Aj Guideline: Assurance on Capital, Leverage and Liquidity Returns

OsFI ) ) ) ) N Page 5
esiF | Office of the Superintendent of Financial Institutions



