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Introduction:  
 
This Implementation Note, which applies to federally-regulated financial institutions (FRFIs1) in 
their dealings with a mortgage insurer as part of obtaining mortgage insurance2 in the course of 
lending on the security of a residential property, provides guidance on factors FRFIs should 
consider in determining, for the purposes of the legislation3 and Regulations4, whether 
arrangements between FRFIs and mortgage insurers need to be included in the determination of 
the actual cost of the mortgage insurance. 
 
Background   
 
Under their governing statutes, FRFIs are generally restricted from lending more than 80% of the 
value of a residential property unless they insure the loan against default with a mortgage insurer.  
The usual market practice for high-ratio mortgages is for FRFIs to charge borrowers for 
insurance premiums on insured mortgages, and to choose which insurer provides the coverage.   
 
The Regulations, which come into force on July 1, 2010, are designed to ensure that borrowers 
do not pay a price for mortgage insurance that exceeds the true cost to the lender.  The 
Regulations establish how the actual cost of mortgage insurance is to be determined, and outline 
permitted exceptions for the purpose of the calculation.

                                                 
1  For the purposes of this Implementation Note, a FRFI is defined as a bank, an authorized foreign bank, or a 

federally regulated trust and loan company, retail association, life insurance company,  property and casualty 
insurance company, or fraternal benefit society. 

2  Defined as an insurance policy or a guarantee against default on a residential mortgage, i.e., a loan made in 
Canada on the security of residential property that has four or less residential units. 

3  Legislative references include: Bank Act sections 418.1 and 552; Cooperative Credit Associations Act section 
382.2; Insurance Companies Act sections 469.1 and 542.061; and Trust and Loan Companies Act section 418.1 

4  Mortgage Insurance Business (Banks, Authorized Foreign Banks, Trust and Loan Companies, Retail Associations, 
Canadian Insurance Companies and Canadian Societies) Regulations. 



 

Determination of the Actual Cost of Mortgage Insurance  
 
OSFI expects that all FRFIs offering insured mortgages will establish policies and procedures 
with respect to their calculation of the actual cost of mortgage insurance, where the institution 
charges borrowers an amount for the insurance.  Such policies and procedures should be 
available upon request by OSFI.  The following factors should be taken into consideration when 
a FRFI is determining the actual cost of mortgage insurance.   

1. In establishing whether a direct or indirect payment or benefit received by a FRFI from an 
insurer should be considered in the determination of actual cost, FRFIs should address the 
following:  

a) Is there an arrangement between the institution and the insurer?  (see paragraph 2) 

b) Is the arrangement related to the insurance relationship between the institution 
and the insurer?  (see paragraph 3) 

c) Is the payment or benefit received as a result of a claim under an insurance 
contract? 

d) Is the payment or benefit received for the provision of a product or service that 
the institution also provides to the general public? 

e) Is the arrangement necessary for the provision of mortgage insurance?  (see 
paragraph 4) 

f) Is the arrangement undertaken on terms and conditions that might reasonably be 
expected to apply to a similar transaction in an open market under conditions 
requisite to a fair transaction between parties?  (see paragraph 5) 

2. The Regulations do not define the term “arrangement”.  In determining if an arrangement 
exists between a FRFI and an insurer, a FRFI should consider both explicit (e.g. formal 
agreements) and implicit (e.g. based on expectations) arrangements to receive payments or 
benefits.  

 
While each arrangement must be assessed on the basis of its own features, in determining if 
an arrangement is permitted or prohibited under the regulations, a FRFI should consider the 
material aspects of that arrangement. 

 
3. There are a variety of arrangements that may not be related to mortgage insurance 

interactions (e.g. banking services).  In determining whether or not an arrangement is related 
to mortgage insurance, a FRFI should consider the material aspects of the arrangement.  For 
example, arrangements that are tied to the mortgage insurance business relationship (e.g. 
guaranteed percent of mortgage business) would be considered related to the issuance of 
mortgage insurance. 

4. The Regulations do not define the term “necessary”.  Beyond the underwriting function, in 
determining if an arrangement is necessary for the provision of mortgage insurance, a FRFI 
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should consider if the arrangement is intended to provide a benefit to the party who 
ultimately pays for the coverage (generally the borrower) (e.g. mortgage fraud detection 
training, new services to enhance the efficiency of the mortgage insurance interaction, system 
updates to implement new product offerings). 
 
A FRFI should not consider the term “necessary” to include the recovery or allocation of 
costs that it would have otherwise incurred if the mortgage was not being insured (including 
costs associated with entering the business relationship with the mortgage insurer). 
 

5. In determining if an arrangement is undertaken on the terms and conditions that might 
reasonably be expected to apply to a similar transaction in an open market under conditions 
requisite to a fair transaction between parties, FRFIs should consider, among other things, 
what they pay to obtain the same product or service for their own benefit.  For example, a 
mortgage insurer should not be asked to pay more for information provided by a FRFI than 
the amount the FRFI incurred to obtain the information. 

 
6. FRFIs should establish criteria to determine whether a payment or benefit has been received 

from the insurer (as referred to in section 5 of the Regulations) or a flow-through payment 
has been made by the insurer on behalf of the FRFI (e.g., reimbursement for incurred costs).  
In making such a determination, a FRFI should consider whether a prohibited arrangement 
exists between itself and the insurer by reviewing the material aspects of that arrangement.  
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