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1. Purpose and scope

This Regulatory Notice applies to all federally regulated financial institutions and is effective immediately. It

responds to the heightened risk environment for real estate secured lending (RESL) by reinforcing expectations on

sound residential mortgage account and portfolio management practices.
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It is informed by and supports ongoing monitoring and supervision of key RESL risks. Institutions should apply this

Notice alongside Guideline B-20: Residential mortgage underwriting practices and procedures, particularly income

verification and higher risk mortgage products, such as variable-rate mortgages with fixed payments, and IFRS 9

Guideline (Financial Instruments and Disclosures), as relating to significant increases in credit risk and lifetime loss

provisions.

Institutions should:

Proactively identify and address vulnerable accounts, portfolio segments and concentrations.

Ensure forward-looking credit risk measurement, modelling, and stress testing to estimate potential losses.

Apply timely recognition of expected and unexpected losses due to account vulnerabilities or adverse shifts in

the risk environment.

 

2. Background

High household debt, inflation, and higher interest rates have led to increased RESL risks. Many borrowers are

already facing higher regular mortgage payments. Others will face payment shock at renewal or sooner in an effort

to return to their original contractual amortization.

These risks can lead to more defaults and are particularly acute for borrowers with higher risk mortgage products,

such as variable-rate mortgages with fixed payments.

Residential mortgage underwriting also faces the risk of fraud and misrepresentation. If not managed responsibly,

this risk could lead to unexpectedly elevated credit losses.

Recognition of increased RESL risks was communicated in the 2023-24 Annual Risk Outlook and the Semi-Annual

Update. These risks also informed recent updates to the capital guidelines, including revisions to the Capital

Adequacy Requirements, requiring institutions to hold more capital for mortgages where payments do not cover

https://www.osfi-bsif.gc.ca/index%2Ephp/en/guidance/guidance-library/residential-mortgage-underwriting-practices-procedures-guideline-2017
https://www.osfi-bsif.gc.ca/index%2Ephp/en/guidance/guidance-library/ifrs-9-financial-instruments-disclosures
https://www.osfi-bsif.gc.ca/index%2Ephp/en/guidance/guidance-library/ifrs-9-financial-instruments-disclosures
https://www.osfi-bsif.gc.ca/index%2Ephp/en/about-osfi/reports-publications/osfis-annual-risk-outlook-fiscal-year-2023-2024
https://www.osfi-bsif.gc.ca/index%2Ephp/en/about-osfi/reports-publications/osfis-annual-risk-outlook-semi-annual-update
https://www.osfi-bsif.gc.ca/index%2Ephp/en/about-osfi/reports-publications/osfis-annual-risk-outlook-semi-annual-update
https://www.osfi-bsif.gc.ca/index%2Ephp/en/news/osfi-releases-capital-guidelines-updates-financial-resiliency
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the interest portion of the loan.

3. Proactive account and portfolio management

3.1 Sound loan servicing policies, systems, processes, and controls

Institutions should have:

Effective policies to manage risk in their loan servicing function, addressing account- and portfolio-level

risksThis may comprise one or more documents, including the institution’s residential mortgage underwriting

policies focused on loan origination, underwriting and acquisition described in OSFI <a data-entity-

substitution="canonical" data-entity-type="node" data-entity-uuid="ded06208-6c18-464a-87f0-0190ca05a44c"

href="/node/574">Guideline B-20</a>. and aligned with broader risk governance and risk appetite.

Robust monitoring systems to support early detection and management of vulnerable accounts and

portfolio segments, including residential mortgage underwriting policy exceptions, across relevant risk

dimension (for example, borrower, property, product, origination channel, local market, and broader

economic indicators).

Risk data that are refreshed regularly and are reflective of the current risk environment.

Detailed portfolio limit structure and segmentation, recognizing elevated and layered risks and risk

concentrations.

Realistic limit calibration that considers actual loan utilization, stress testing, scenario analyses, and shifts

in the external environment.

Informed credit risk management that incorporates ongoing credit risk measurement, modelling, and

stress testing to inform account and portfolio management actions, including portfolio concentration limits

and buffers to absorb potential losses.

An independent loan review function that enables ongoing assessment of credit risk management

processes, helping identify vulnerable accounts and portfolio segments and gaps in account management,

underwriting, and compliance.While practices will vary, the loan review function should be as independent as
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possible from the origination and underwriting functions. Where this is not practical, appropriate safeguards

should be established to allow the loan review function to provide an objective assessment.

Timely, comprehensive, and actionable reporting to board and senior management on account- and

portfolio-level risks with processes to ensure appropriate follow-up measures.

3.2 Proactive and sustainable management of vulnerable accounts

Institutions should undertake:

Early and proactive engagement with vulnerable borrowers on potential forbearance actions, including

the range of temporary or permanent concessions institutions may grant in different situations of financial

difficulty.Forbearance is a temporary or permanent concession granted to a borrower for reasons of financial

difficulty that would not otherwise be considered by the lender on market terms.

Identification and management of vulnerable accounts, guided by relevant thresholds (for example,

near-term maturity, variable-rate mortgages with fixed payments, trigger rate/point, and early-stage

delinquency).

Prudent forbearance assessments of borrower ability to repay the loan in a reasonable period.

Concessions should be structured appropriately, avoid masking financial distress, be subject to clearly

defined policy limits, and be reviewed in line with risk appetite.

Judicious and fair application of forbearance in adherence to the Financial Consumer Agency of Canada’s

Guideline on Existing Mortgage Loans in Exceptional Circumstances.

Institutions should have:

Forbearance practices that support sustainable debt serviceability and minimize potential for longer-

term financial shocks at the account and portfolio level. Appropriate forbearance should preserve the

institution’s financial resilience and reputation.

An adequately resourced and scalable default management and collections function to respond to

cyclical increases in vulnerable accounts and potential defaulted loans.

https://www.canada.ca/en/financial-consumer-agency/services/industry/commissioner-guidance/mortgage-loans-exceptional-circumstances.html
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4. Sound credit loss provisioning

Institutions should ensure:

Forward-looking information is captured through expected credit losses modelling adjustments.

Experienced credit judgement should be applied to adjust modelled outputs when risk factors are not

adequately captured in risk ratings and modelling processes.

Timely, complete recognition and appropriate disclosure of increased credit risk, at either the account

or portfolio level, following a thorough analysis of the institution’s exposure.

More in-depth analysis of increased credit risk, particularly of vulnerable account segments, including

identifying and analyzing:

layered risks to isolate higher-risk portfolio segments;

accounts with extended or negative amortization; and

near-term (less than two years) and mid-term (two years and beyond) payment shock and delinquency

projections.

Timely and complete recognition of potential losses arising from any loan modifications (for example,

forbearance and other concessions).

Extended or negative amortization are considered relevant determinants of a significant increase in

credit risk, driving additional provisions as appropriate.

5. Sound mortgage underwriting

5.1 Careful verification of income

Institutions should ensure:

Rigorous practices for the verification of borrower income, including considering income sustainability,

borrower resiliency, and fraud or misrepresentation.



 Office of the Superintendent of Financial Institutions

Reinforcing residential mortgage risk management practices
Page 6

Thorough due diligence and the application of appropriate expertise vis-à-vis foreign income, including

consideration of foreign expenses or liabilities.

5.2 Careful consideration of higher risk mortgage products

Institutions should:

Assess the borrower’s capacity and willingness to recognize and manage interest-rate risk, such as

increased regular payments or a lump sum payment.

Take into account amortization risk, including potential for temporarily extended or negative amortization,

and have processes for early identification and mitigation.

Ensure product selection decisions comply with consumer protections, including any applicable financial

consumer protection law and the Financial Consumer Agency of Canada’s Guideline on Appropriate Products

and Services for Banks and Authorized Foreign Banks.

https://www.canada.ca/en/financial-consumer-agency/services/industry/commissioner-guidance/guideline-appropriate-products-services-banks.html
https://www.canada.ca/en/financial-consumer-agency/services/industry/commissioner-guidance/guideline-appropriate-products-services-banks.html

