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ARTICLE

OSFI Proposes Changes to its Leverage Requirements Guideline
Canad i an  banks,  fede ra l  cred i t  un i ons,  bank ho l d i ng  com pan i es,  fede ra l l y regu l a ted  t rust  com pan i es,  fede ra l l y regu l a ted  l oan  com pan i es and
coopera t i ve  re ta i l  associ a t i ons (co l l ect i ve l y,  the  i nst i tu t i ons) a re  requ i red  by the i r respect i ve  Acts1  to  m a i n ta i n  adequa te  cap i ta l .  T he  l eve rage
requ i rem en ts se t  ou t  i n  OSFI ’s Leverage  Requ i rem en ts gu i de l i ne  (the  LR gu i de l i ne ),  toge the r wi th  the  cap i ta l  standards speci f i ed  i n  the  Cap i ta l
Adequacy Requ i rem en ts gu i de l i ne  (the  CAR gu i de l i ne ),  p rovi de  the  f ram ework wi th i n  wh i ch  OSFI assesses whe the r an  i nst i tu t i on  m a i n ta i ns adequa te
cap i ta l  pu rsuan t  to  the  Acts.  In  pa rt i cu l a r,  the  LR gu i de l i ne  se ts ou t  the  f ram ework fo r the  l eve rage  ra t i o  fo r i nst i tu t i ons,  wh i ch  p rovi des an  ove ra l l
m easure  o f  the  adequacy o f  an  i nst i tu t i on ’s cap i ta l  and  se rves as a  supp l em enta ry m easure  to  the  ri sk-based  cap i ta l  requ i rem en ts speci f i ed  i n  the  CAR
gu i de l i ne .

Previ ousl y,  OSFI i ssued  a  d ra f t  ve rsi on  o f  the  CAR gu i de l i ne  tha t  i ncl uded  p roposed  changes re l a ted  to  de ri va t i ves exposures and  ce rta i n  securi t i za t i on
exposures,  to  re f l ect  Canad i an  adop t i on  o f  ce rta i n  aspects o f  the  Base l  I I I  f ram ework o f  the  Base l  Com m i t tee  on  Banki ng  Supervi si on  (Base l
Com m i t tee ).  In  o rde r to  ensure  tha t  the  LR gu i de l i ne  rem a i ns a l i gned  wi th  the  CAR gu i de l i ne ,  OSFI i s p roposi ng  the  fo l l owi ng  changes:

1.  Rep l aci ng  the  Curren t  Exposure  M ethod  (CEM ) wi th  the  Standard i zed  Approach  to  Coun te rpa rty Cred i t  Ri sk (SA-CCR) as the  m ethod  fo r com put i ng
coun te rpa rty cred i t  ri sk exposure  am oun ts fo r de ri va t i ves.

T he  Base l  Com m i t tee  fo rm u l a ted  the  SA-CCR to  deve l op  a  ri sk sensi t i ve  m ethodo l ogy fo r com put i ng  coun te rpa rty cred i t  ri sk exposure  tha t ,  am ong
o the r th i ngs,  approp ri a te l y d i ffe ren t i a ted  be tween  m arg i ned  and  unm arg i ned  de ri va t i ves t ransact i ons and  p rovi ded  m ore  m ean i ng fu l  recogn i t i on  o f
ne t t i ng  bene f i ts than  the  CEM . T he  CEM  had  been  cri t i ci zed  fo r seve ra l  l i m i ta t i ons,  i n  pa rt i cu l a r tha t  i t  d i d  no t  d i ffe ren t i a te  be tween  m arg i ned  and
unm arg i ned  t ransact i ons,  i t  d i d  no t  su ff i ci en t l y cap tu re  the  l eve l  o f  vo l a t i l i t i es as observed  ove r st ress pe ri ods and  the  recogn i t i on  o f  ne t t i ng
bene f i ts was too  si m p l i st i c and  no t  re f l ect i ve  o f  econom i ca l l y m ean i ng fu l  re l a t i onsh i ps be tween  de ri va t i ves posi t i ons.

T he  p roposed  change  to  the  LR gu i de l i ne  a l i gns wi th  the  p l anned  i m p l em enta t i on  o f  SA-CCR under Chap te r 4  (Se t t l em en t and  Coun te rpa rty Ri sk)
o f  the  CAR gu i de l i ne .

2.  Am end i ng  the  t rea tm en t o f  secu ri t i zed  asse ts tha t  m ee t the  opera t i ona l  requ i rem en ts fo r recogn i t i on  o f  si gn i f i can t  ri sk t ransfe r (SRT ) to  a l i gn  wi th
the  p roposed  revi si ons to  Chap te r 7  (Securi t i za t i on ) o f  the  CAR gu i de l i ne .

T he  securi t i za t i on  f ram ework i s app l i ed  i n  de te rm i n i ng  the  ri sk-we i gh ted  cap i ta l  t rea tm en t app l i cab l e  to  a l l  secu ri t i za t i on  exposures tha t  m ee t the
de f i n i t i ons and  opera t i ona l  requ i rem en ts i n  Chap te r 7  (Securi t i za t i on ) o f  the  CAR gu i de l i ne .  Inst i tu t i ons m ust  app l y the  securi t i za t i on  f ram ework fo r
de te rm i n i ng  regu l a to ry cap i ta l  requ i rem en ts on  exposures a ri si ng  f rom  trad i t i ona l  and  syn the t i c secu ri t i za t i ons o r si m i l a r st ructu res tha t  con ta i n
fea tu res com m on to  bo th .

T he  t rea tm en t o f  secu ri t i zed  asse ts tha t  m ee t the  opera t i ona l  requ i rem en ts fo r recogn i t i on  o f  SRT  i s p roposed  to  be  revi sed  i n  Chap te r 7
(Securi t i za t i on ) o f  the  CAR gu i de l i ne .  T he  p roposed  change  i n  the  LR gu i de l i ne  i s i n tended  to  a l i gn  wi th  these  changes.

3.  A l i gn i ng  cred i t  conversi on  facto rs fo r o ff -ba l ance  shee t  securi t i za t i on  exposures i n  the  LR gu i de l i ne  wi th  those  under the  p roposed  revi si ons to
Chap te r 7  (Securi t i za t i on ) o f  the  CAR gu i de l i ne .

What's  Next

Com m ents on  the  p roposed  changes a re  due  by Sep tem ber 21 ,  2018.  Once  the  pub l i c consu l ta t i on  i s com p l e te ,  OSFI wi l l  consi de r a l l  com m ents when
deve l op i ng  the  f i na l  ve rsi on  o f  the  LR gu i de l i ne ,  wh i ch  wi l l  be  e ffect i ve  Novem ber 1 ,  2018  (fo r i nst i tu t i ons wi th  a  f i sca l  yea r end i ng  October 31 ) o r
January 1 ,  2019  (fo r i nst i tu t i ons wi th  a  f i sca l  yea r end i ng  Decem ber 31 ).

1  Subsect i ons 485(1 ) and  949(1 ) o f  the  Bank Act,  subsect i on  473(1 ) o f  the  Trust  and  Loan  Compan i es Act and  subsect i on  409(1 ) o f  the  Coopera t i ve
Cred i t  Associ a t i ons Act  (co l l ect i ve l y,  the  “Acts”).
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