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1. Introduction
In the mid 1990’s several financial organisations were
faced with liquidity/solvency challenges resulting in
the Government of Jamaica, creating a new regulatory
regime. The government’s response was centered on
upgrading the regulatory framework, by improving
legislation and strengthening the institutional
capacity to meet the new supervisory and regulatory
challenges. This was achieved, in part, by the creation
of the Financial Services Commission (“FSC”), an
integrated financial services regulator.
The FSC came into existence on August 2, 2001 by virtue of

the Financial Services Commission Act 2001 (the “FSC Act”),

to replace the Office of the Superintendent of Insurance and
Unit Trusts and the Securities Commission. In 2004, the

FSC was also charged with providing regulatory oversight

for the private pensions industry. Accordingly, the FSC has
purview over the insurance, securities and private pensions
industries. As at December 31, 2019, the industries regulated
by the FSC collectively represented 47.96% of financial sector

assets, broken down as follows: insurance – 11.59%, pensions
– 18.86%, securities – 17.51%.

The objectives and mandate of the FSC, as outlined in Section
6 of the FSC Act, are summarised as follows:
1.

Promote stability and public confidence in the  operations

2.

Promote public understanding of the operation of

3.

of financial institutions;

prescribed financial institutions;

Promote the adoption of procedures designed to control
and manage risk, for use by the management, boards of
directors and trustees of such institutions;

4.

Promote the modernization of financial services with a
view to the adoption and maintenance of international

standards of competence, efficiency and competitiveness.   
Under the traditional compliance based approach used by

prudential norms, largely using quantitative, historical data.
The supervisory procedures and approaches were applied to

all regulated entities almost equally regardless of risk profile
and size.

The FSC has therefore sought to fully adopt a Risk-Based
Supervisory Framework (“the RBS Framework”) to supervise

and monitor its regulated industries. The RBS Framework
will assist the FSC to:

• effectively execute its regulatory mandate;
• transition to a forward-looking supervisory regime;
• make optimal use of its resources;
• focus on the quality of the institution’s governance and
risk management capabilities;

• adopt a proportionate approach to supervision based

on the risk profile of the institution and the impact of its
failure on the financial sector; and

• achieve consistency across all FSC-regulated industries.

1.1. Internal Coordination
As licensees and registrants operate in separate financial

sectors, separate regulatory frameworks were developed.

The FSC’s organisational structure reflects this situation
which in the past, resulted in regulatory silos. However, over

time financial entities have been operating both cross sector
and cross border. In implementing the RBS Framework,

the FSC has made a concerted effort to enhance internal

coordination. This will result in joint examinations by the

FSC teams which may comprise a mixture of personnel

from Insurance, Pensions, Securities and the AML Unit, as
needed. A single risk profile encompassing the key aspects

of each entity’s business will be maintained within the FSC.
As much as possible, the FSC’s interface with the entity will
be streamlined so that the FSC’s collective concerns are
communicated in a holistic manner.

the FSC, licensees and registrants were assessed against
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INTRODUCTION cont’d.

1.2. Coordination with Others
The financial sector is categorized into two primary

1.4. Supervisory Guidance and Standards of Sound
Practice

segments – deposit taking institutions and non-deposit

The FSC maintains membership in a number of standard

the deposit taking institutions while the FSC regulates the

taking financial institutions. These are:

taking institutions. The Bank of Jamaica (BOJ) regulates

setting bodies for regulators and supervisors of non-deposit

non-deposit taking institutions. The financial landscape is

• International Association of Insurance Supervisors (IAIS)

dominated by conglomerates which include both deposit

taking and non-deposit taking institutions. Coordination

• International Organisation of Pension Supervisors (IOPS)

with the BOJ is therefore vital to the FSC’s performance in

• International Organization of Securities Commissions

is achieved by information sharing through the Financial

• Caribbean Financial Action Task Force (CFATF)

conduct financial system stability assessments, through the

All four standard setting bodies have published principles

achieving its objectives. This coordination with the BOJ

Regulatory Committee. In addition, the FSC and BOJ jointly

(IOSCO)

work of the Financial Sector Stability Committee.

which

Several FSC-regulated institutions operate in, or are

based on the nature, size, complexity and risk profile of

domiciled in other jurisdictions. The FSC also coordinates
with the regulators in jurisdictions outside of Jamaica in

order to facilitate a consolidated approach to the supervision
of these institutions. Coordination in these instances is
facilitated through Memoranda of Understanding and
supervisory colleges.

endorse

a

risk-based

supervisory

approach,

emphasising efficient allocation of supervisory resources

the entities. The FSC’s risk-based supervisory framework
takes into consideration the guidance set out by these
organizations.

1.5. Climate Risk
In recognition of climate change and the impact that its

1.3. Group-Wide Supervision and Consolidated
Supervision

associated physical1 and transition2 risks can have on financial

The RBS Framework may be applied at the level of the entity,

its licensees and registrants to adopt the recommendations

or at the level of the financial group. For financial groups

that do not contain deposit-taking institutions (DTIs), there

are proposed amendments to the FSC Act, 2001 which will
empower the FSC to license, examine and apply prudential
requirements at the group level. In examining these financial

groups under the FSC’s purview, application of the RBS
Framework will allow for focus on key drivers of risk from

institutions, the FSC will, where relevant, consider these in

determining the risk profile of an entity. The FSC encourages
of the Financial Stability Board’s Task Force on Climate-

related Financial Disclosures (TCFD) as updated from time

to time, as appropriate. As a precursor, financial institutions
should have in place frameworks to factor in the governance,

strategy, risk management, and metrics and targets related to
climate risk issues.

the group perspective.

In a similar vein, the Banking Services Act, 2014 allows for the

BOJ to carry out consolidated supervision, which applies to
financial groups containing a DTI. Due to the composition of

many of the financial groups in Jamaica, non-DTIs may also
form a part of the group and where these are major drivers

of risk within the group, the FSC’s input will be required for
the group perspective.

2
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1. Physical risks resulting from climate change can be event driven (acute)
or longer-term shifts (chronic) in climate patterns. Acute physical risks
include increased severity of extreme weather events such as hurricanes,
while chronic physical risks refer to longer-term shifts in climate patterns
(e.g., sustained higher temperatures) that may cause sea level rise.
2. Transition risks are risks related to the transition to a lower-carbon
economy. These may entail extensive policy, legal, technology, and market
changes to address mitigation and adaptation requirements related to
climate change.

Financial institutions
should have in place
frameworks to
factor in… climate
risk issues.
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2. Key Principles
The key principles underpinning the RBS Framework
are:

SEPARATE ASSESSMENT OF RISK AND RISK
MANAGEMENT PROCESSES
Separation of the risk identification and assessment from

FOCUS ON MATERIAL RISK
The risk assessment the FSC performs in its supervisory

activities is focused on identifying material risk to an entity,

the accompanying risk management controls (at both the
operational and oversight level) is a key element. This

process sets expectations for the nature and rigor of the risk
management controls.

of potential loss to users of non-deposit taking financial

services.

FORWARD-LOOKING AND DYNAMIC

HOLISTIC ASSESSMENT OF AN ENTITY
The entire operations of the entity will be assessed taking
into account its cross border and cross sector linkages,

It places greater emphasis on the early identification of and

including subsidiaries and branches. When the entity is part

risk assessment process is not static. It is continuous and

strength and reputation of its parent and the performance of

response to emerging risks and system-wide issues. The

of a conglomerate structure, it takes into consideration the

takes into consideration changes and developments in the

the group as whole.

external and internal environments. This in turn informs

the supervisory response, which must be communicated in
a timely fashion.

SOUND JUDGEMENT
It is underpinned by the use of sound judgement, which
must have clear, supported rationale.

UNDERSTANDING OF THE KEY DRIVERS
OF RISK
The determination of the risk profile of an entity is a

function of its key drivers of risk. This requires an in depth
understanding of the entity based on sufficient knowledge of
its business model and external environment.

Risk-Based Supervision Framework | 2021
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The methodology is
designed to facilitate
proactive and
dynamic assessment
of regulated entities.
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3. Executive Summary
The risk-based approach to supervision is a
principles-based,
structured
methodology,
grounded in the tailoring of supervisory activities
to the assessed risk profile of each licensee and
registrant. This entails assessment of the risks
inherent in the significant activities undertaken
by the entity, the quality of risk management
practices and their impact on the entity’s earnings,
capital adequacy or solvency, and liquidity. The
methodology will seek to ensure that supervisory
activities and requirements are commensurate
with the risk profile of each licensee and registrant,
and that supervisory interventions and actions are
appropriate and timely.
The methodology is designed to facilitate proactive and

dynamic assessment of regulated entities. It is outcome
focused with sufficient flexibility to enable the FSC to
identify and respond to new and emerging risks through an

integration of macroeconomic and industry perspectives
in the assessment of entities. In this regard, the exercise

of sound judgement in identifying and evaluation risks is
central to the effectiveness of the supervisory approach.
The methodology leverages the work of an entity’s

corporate governance and oversight functions to minimize
duplication of effort. The key benefits of the approach are:

• Cost-effective use of supervisory resources through
greater focus on risk, which results in better use of the
FSC’s resources and reduction in the regulatory burden
on well managed entities.

• A consistent framework for evaluating licensees
and registrants through the separate assessment of

inherent risks applicable to specific activities and risk

management processes at the entity level, resulting

The elements of the RBS Framework are described
as follows:
The Supervisory Process –

Under the methodology, the supervisory process is
dynamic, iterative and continuous, requiring frequent
reassessments at varying stages. The steps in the process
are: planning, monitoring, on-site examinations, reporting,
and intervention and follow up.

The Knowledge of Business/Plan and
Supervisory Strategy –

This is used in facilitating the FSC’s understanding of
the broader economic and industry environment in

which licensees and registrants operate, and considers

the pertinent impact that external risk factors may have
on entities. The process also involves understanding

the business profile of an entity or financial group, its

business objectives, strategies to achieve those objectives,
and organization and accountability structures. These all

inform the potential areas of risk to which the FSC should
direct its attention and resources.
Assessment of the Risk Profile –

Monitoring and on-site examinations are the means by

which the FSC updates the risk profile of its regulated

entities. The risk assessments emanating from these
activities are synthesized into a Risk Matrix, and culminate
in a Composite Risk Rating for the entity.
Guide to Intervention –

The supervisory methodology includes an intervention

system which ties supervisory action to the assessed risk

profile of an entity, to ensure that concerns are addressed
on a timely basis.

in a deeper understanding of the regulated entity’s
operations, its risk appetite and the key drivers of risk.

• Early identification of emerging risks at the regulated
entity, sector and financial system levels.

Risk-Based Supervision Framework | 2021
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4. The Risk-Based
Supervisory Framework
4.1. Disclosure
The FSC will inform a regulated entity of its Intervention

Planning involves developing or updating a multi-year

actions that may be required of the entity. Contingent on

Analyst or Senior Analyst, who is assigned to each licensee

of the RBS framework, the FSC will also share the Composite

work planned is based on the nature, size, complexity and

concerns. Entities are expected maintain the confidentiality

and risk management processes identified as significant, and

Rating, which serves as a general guide as to the regulatory

supervisory strategy for the entity. This is carried out by an

review of the complete risk profile of the entity and testing

or registrant as the relationship manager. The scope of the

Risk Rating in the interest of engaging directly about any

of regulatory ratings. However, they may share these ratings

risk profile of the entity.  The plan focuses on the activities

on areas where the risk assessment is likely to have changed

with their auditors.

because of changes which are internal and external to the

The FSC will not publish the individual ratings arising from

each year; however, higher risk or more volatile activities are

assessments, but may publish the ratings in buckets in the
FSC’s Annual Report without identifying specific entities.

institution. Not all activities of the entity warrant review
reviewed more frequently.

Monitoring includes a review of the entity’s information

(including regulatory returns), a comparative analysis

4.2. The Supervisory Process

(both historical and against peer entities) of the results of

The supervisory process is a dynamic, continuous cycle,
requiring frequent reassessments at various stages. An
overview of the process is depicted below:

early warning tests and ratios. Monitoring also includes
assessing the probable impact that material changes in the

industry and the operating environment are likely to have
on the entity’s risk profile. The frequency and extent of
monitoring depends on the size, complexity and risk profile

of the institution. Higher risk entities are monitored more

frequently. The results of the monitoring are used to update

the risk profile of the entity and to provide the context for

on-site examinations.
Intervention
& Follow-Up

Planning

On-site Examinations are a critical part of the supervisory
process. The scope, frequency and timing of on-site

examinations depend on the risk profile of the entity and
the nature of the FSC’s concerns. These reviews facilitate

the necessary qualitative assessments by the FSC of an
Reporting

Monitoring

entity’s operational, financial and risk management controls,

through direct and focused interactions with staff, senior

management and selected members of the Board.
On-Site
Examinations

Risk-Based Supervision Framework | 2021
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Reporting involves outlining to the entity the results of

the overall assessment of the institution’s risk profile, any

prudential or other concerns, and recommendations for
addressing the issues identified. The report focuses on root

cause rather than symptoms and takes into consideration
all relevant evidence and representations made by company
personnel. The reports are addressed to the CEO and copied

strategy for assessing the entity over time, until a complete
risk profile is developed.

The Knowledge of Business/Plan includes a scan of the macro

environment for relevant factors, the meso or industry level
analysis, as well as factors relevant to the specific company,

financial group or pension plan.

to the Chair of the Board. Reports to foreign institutions
operating branches in the country are addressed to the

Principal Officer of the branch. If there are significant issues
with a branch, a copy of the report may be sent to the CEO
and the Chair of the Board at the home office.

4.4. Assessment of the Risk Profile
The risk profile of the regulated entity is summarised in a
Risk Matrix, using the systematic approach outlined below:

concerns to be addressed on a timely basis to pre-empt or

prevent further negative impact on the risk profile of the

entity. The FSC obtains a response from the entity on its
plans to address the findings and recommendations reported

to it. Unsatisfactory responses or significant disagreements

would require further discussions with management and the
Board, after which appropriate intervention actions would be

taken. Timely follow-up is a critical component of continuous
supervision. The institutions are given reasonable, but firm,

deadlines to take corrective action(s) and are expected to
provide regular reports to the FSC on progress achieved.

4.3. Development of the Knowledge of Business/
Plan and Supervisory Strategy
The fundamental precept of the RBS Framework is to allow
the supervisor to have in-depth knowledge of the entities

that it is responsible for monitoring and supervising. This

knowledge allows the supervisor to identify those activities
that are vital (significant) to the achievement of an entity’s

business objectives or strategies and the key drivers of risk
for the entity. This feeds into formulating a supervisory

RISK MATRIX

Intervention & Follow-up allows for prudential and other

Determine Significant Activities and Materiality

Assess Inherent Risk

Assess Quality of Risk Management

Assess Net Risk, for each Significant Activity

Assess Overall Net Risk

Assess Entity Level Financial Supports

Determine Composite Risk Rating and Intervention Rating/Stage

4.4.1. Significant Activities and Materiality
Significant activities are the business lines, business/
operational processes, or subsidiaries, which are
fundamental to the entity’s business model and its
ability to meet its overall business objectives. Sources for
identification of significant activities and their materiality
include strategic business plans, organizational charts,
and internal and external financial reports (showing
capital allocation, assets, revenue, etc.).
Examples of significant activities that have been identified
as prevailing in the sectors under the FSC’s purview are
provided in Appendix A.

4.4.2. Assessing Inherent Risk
After the significant activities are identified, the risks that
are inherent to the activities are assessed. Inherent risks
are risks that are intrinsic to the activities undertaken
in operating an entity and arise from exposure to, and
uncertainty from existing and potential future events.

10
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In evaluating inherent risks, consideration is given to the
likelihood and potential adverse impact on the respective
entity which may prevent it from meeting its objectives
to policyholders, investors and pension plan participants.
Assessing the level of inherent risk is based on judgment,
taking into account all relevant factors and is assessed
regardless of the size of the activity relative to the entity,
and before taking into consideration the quality of the
entity’s risk mitigants. It is necessary to determine which
of the inherent risks are key, as it is these which set the
stage for the FSC’s expectations of the rigor of entity’s
risk management controls needed to effectively manage
the risks. The higher the level of the key inherent risks,
the more rigorous the day-to-day controls and oversight
expected.
The risk categories applicable to the sectors under the
FSC’s purview and the rating scale for inherent risk are
defined in Appendix B.

4.4.3. Assessing the Quality of Risk Management
(Operational Management and Oversight Functions)
The quality of risk management is evaluated for each
significant activity by assessing the entity’s current
practices for each risk management control function
related to that activity. The assessment of these practices
heavily emphasises their performance and effectiveness,
and whether they are proportional to the key inherent
risks they are meant to mitigate. Assessment of the quality
of risk management considers the performance and risk
mitigation efforts of the institution in two main areas,
Operational Management and Oversight Functions.
Operational management, often referred to as the first line
of defense, is the planning, directing and controlling of
the day-to-day activities of an entity’s business activities.
This function is therefore largely responsible for the dayto-day management of a significant activity. Operational
management ensures that policies, procedures, systems,
controls as well as staff levels, qualifications and
experience are adequate and effective in managing and
mitigating the key risks inherent in each significant
activity. For many pension plans, this is outsourced to
third party service providers with the requisite expertise.
The presence and nature of oversight and corporate
governance functions vary and are based on the size and
structure of the institution. The Board of Directors/Board
of Trustees is ultimately responsible for the management
and oversight of an entity. However, the day-to-day
execution of these functions is generally delegated to
Senior Management, who may in turn delegate the
functions to specialists. Specialists may be in-house at
an entity, or outsourced to third parties. For smaller
entities, Senior Management may retain responsibility for
specialist oversight functions.

Further details on the Oversight Functions applicable to
FSC-regulated entities are found in Appendix C, as well
as the rating scale for Quality of Risk Management (both
Operational Management and the Oversight Functions).

4.4.4. Assessing Net Risk in each Significant Activity
Assessment of the net risk in each significant activity
considers the extent to which the key inherent risks in
the activity are effectively managed. For each significant
activity, the key inherent risks and the effectiveness of the
risk management controls are taken into consideration to
determine net risk rating for the activity. This rating is
determined to be either low, moderate, above average,
or high. The following table is used to guide the net risk
assessments:
Aggregate
Quality
of Risk
Management

Aggregate Inherent Risk
Low
(“L”)

Moderate
(“M”)

Above
Average
(“AA”)

High
(“H”)

Net Risk Appraisal
Strong

L

L

M

AA

Acceptable

L

M

AA

H

Needs
Improvement

M

AA

H

H

Weak

AA

H

H

H

The assessment of net risk for each significant activity
includes an estimation of whether the net risk is
Stable, Increasing or Decreasing over an appropriate
time horizon for the entity (see Appendix B for these
definitions). This adds the forward looking aspect
to risk-based supervision and is an important
consideration in the FSC’s supervisory activities for
an entity.

4.4.5. Assessing Overall Net Risk for all Significant
Activities
The Overall Net Risk for the entity is determined by
considering the net risk rating for each significant
activity and assigning greater weighting to those
significant activities which have a high materiality.
Put another way, the overall net risk is an assessment of
the potential adverse impact that the significant activities
of the institution after risk mitigation collectively could
have on the earnings/performance and capital/solvency
of the entity. The rating is determined to be either low,
moderate, above average, or high.

Risk-Based Supervision Framework | 2021
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4.4.6. Assessing Entity Level Financial Supports
The entity level financial supports are earnings, capital and
liquidity. For pension plans, the corresponding financial
supports are performance/yield, solvency and liquidity.
The adequacy and quality of the financial supports are
assessed in the context of its risk profile and planned
business activities. The assessment will cover the quantity,
quality, structure, sustainability and robustness for each
factor, based on the complexity of the entity being reviewed,
and should take into consideration both historical trends
and the future outlook for the entity, under both normal
and stressed conditions.
Earnings/performance/yield is a vital contributing factor
to the long term viability of any entity. It serves as a direct
and natural source of capital/solvency maintenance and
generation.
Capital/solvency represents resources of an entity that
enables it to withstand unexpected losses and shocks, and
invest in the growth of the business. The assessment of
capital/solvency should not only take into consideration any
regulatory minimum, but also economic capital appropriate
for the business model of the entity.
Liquidity arises from an institution’s ability to obtain the
necessary funding required to meet its on and off-balance
sheet obligations as they come due.
Please refer to Appendix D for the generalised rating scale
for entity level financial supports. Their directions may be
characterised as Stable, Improving or Deteriorating.

4.4.7. Assessing the Composite Risk Rating and Intervention
Rating/Stage
The Composite Risk Rating is the final rating, arrived at
by balancing the level of inherent risks of the significant
activities, the adequacy of the risk management systems,
direction of the risk and, the entity level financial supports.
While the entity level financial supports will have an impact
on the overall risk profile of an institution, it must be noted
that strong financial support is not a substitute for sound
and robust risk management.
There are no intrinsic combinations of Overall Net Risk and
financial supports that will result in specific Composite
Risk Ratings for entities. It is based on the judgement of the
supervisor, supported by documented information.
Supervisory actions should be proportionate to the
risk profile of the entity, as denoted by the Composite
Risk Rating. Appendix E provides descriptions of each
Composite Risk Rating, as well as broad guidance on the
possible Intervention ratings associated with the entity’s
Composite Risk Rating.

12
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4.4.8. Risk Matrix
The Risk Matrix, which summarises the preceding elements
used to ascertain an entity’s risk profile, ultimately provides
a one page window into the entity’s operations, and
facilitates visualization of the components that are the key
drivers of the entity’s risk profile.  
While the Risk Matrix is a convenient way to summarize
the conclusions of risk assessment, it is supported by
documentation of the analysis and the rationale for the
conclusions. A critical component of the RBS Framework
is that all findings, recommendations and especially,
supervisory ratings, are fully supported, justifiable and
documented.
Please see Appendix F for examples of risk matrices used (i)
for a company or financial group, and (ii) for a pension plan.

4.5. Guide to Intervention
The FSC’s Guide to Intervention will detail possible actions

which may be taken by the supervisor in keeping with the
Composite Risk rating and Intervention rating or stage. The
intervention process is not a rigid regime under which every

situation is necessarily addressed with a predetermined set
of actions, as circumstances may vary significantly from case

to case. The Guide to Intervention will be posted to the FSC’s
website in due course.

5. Closing Remarks
The FSC is at an advanced stage in development of its RBS Framework.
It has conducted pilots on selected entities using the RBS approach,
in order to fine-tune the methodology. Going forward, licensees and
registrants should expect discussions with and information requests
from the FSC to be more risk-focused, with an emphasis on ensuring
that the entity is cognisant of the risks it faces based on its business
model, and has the appropriate risk management systems in place,
proportionate to those risks.

Risk-Based Supervision Framework | 2021
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Appendices

Appendix A - Significant Activities
The following are significant activities which may be

identified for entities under the FSC’s purview, and include
but are not limited to:
•

Universal Life

•

Life Annuities

•

Group Health

•

Motor Insurance

•

Property Insurance

•

Reinsurance Programme

•

Pension Administration

•

Repurchase Agreements

•

Own Book Trading

•

Collective Investment Schemes

•

Provision of Trading Platform

•

Depository Services

•

Asset Management

•

Anti-Money Laundering

•

Technology

•

Related Parties

Appendix B – Categories of Inherent Risk and
Inherent Risk Ratings
The categories of inherent risk applicable to FSC-regulated
entities and their definitions are shown in the table below:
RISK

DEFINITION

Conduct

The risk to the delivery of fair customer outcomes,
or to market integrity. This risk includes any action of
an entity that leads to customer detriment, or has an
adverse effect on market stability.

Credit

Credit risk arises from the potential that a
counterparty could fail to fully meet its contractual
obligations. Exposure to this risk results from financial
transactions with counterparties including issuers,
debtors, reinsurers, etc.

Insurance

Insurance risk arises from the likelihood that the
insured event will occur thus resulting in payments
to the policyholder or beneficiary. Insurance risk also
includes product design and pricing risk which arises
when costs and liabilities assumed in respect of a
policy or policy type exceed the premiums charged.

Legal &
Regulatory

Legal and regulatory risk arises from an entity’s
potential non-conformance with laws, rules,
regulations and prescribed practices or ethical
standards in any jurisdiction in which it operates.

Market

Market risk arises from adverse changes in market rates
such as interest rates or foreign exchange rates as well
as movements in prices of equities and other financial
instruments. Exposure to this risk can result from
investing, trading, and other business activities.

Operational

Operational risk arises from potential problems due
to inadequate or failed internal processes, people
and systems, or from external events e.g. natural
catastrophes.

Pension/
Valuation Risk

Pension/Valuation Risk is the risk that the methods and
assumptions used to estimate the value of plan assets
and liabilities will result in values that greatly differ from
experience.

Strategic

Strategic risk arises from an entity’s inability to
implement appropriate business plans, strategies, make
decisions, and allocate resources, as well as its inability to
adapt to changes in its business environment.

However, pension plans have a pre-determined set of
significant activities, as follows:
•

Administration

•

Asset Management

•

Actuarial

•

Communication

Risk-Based Supervision Framework | 2021
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Inherent Risk Ratings
Low - lower than average probability of a material adverse impact
on an entity’s capital/solvency, earnings/performance and/or

ability to comply with disclosure and reporting requirements
due to uncertainty from potential future events.

Moderate - average likelihood of a material adverse impact on an
entity’s capital/solvency, earnings/performance and/or ability
to comply with disclosure and reporting requirements due to
uncertainty from potential future events.

•

monitors the institution’s compliance with these policies
and procedures; and

•

reports on legal and regulatory compliance matters to senior
management and the Board of Directors

Risk Management
Risk management is an independent function responsible for
planning, directing and controlling the impact on the institution

of risks arising from its operations, and may address the
following:
•

identification of company- or group-wide risks;

•

development of systems or models for measuring risks;

performance and/or ability to comply with disclosure and

•

establishment of policies and procedures to manage risks;

events.

•

development of risk tolerance limits;

•

monitoring of positions against approved risk tolerance
limits; and

impact on an entity’s capital/solvency, earnings/performance

•

reporting of results of risk monitoring to senior management
and the Board of Directors.

requirements due to uncertainty from potential future events.

Internal Audit

Direction of Risk

Internal audit is an independent function within the institution

Above Average - higher than average likelihood of a material

adverse impact on an entity’s capital/solvency, earnings/

reporting requirements due to uncertainty from potential future

High - higher than above average likelihood of a material adverse
and/or ability to comply with disclosure and reporting

Stable - The net risk rating or composite risk rating are not

expected to change over the next cycle, due to inherent risks
and/or the quality of risk management systems remaining as is.

Increasing - Indicates anticipation of higher net risk rating

that:
•

assesses the adequacy of operational and organizational
controls;

•

assesses adherence to operational and organizational
controls. Internal audit may also assess adherence to and
effectiveness of compliance and risk management policies
and procedures; and

•

reports on the results of its work on a regular basis to senior

or composite risk rating over the next cycle. This denotes that
inherent risks may be increasing and/or risk management
systems are getting weaker.

Decreasing - Indicates that it is anticipated, based on current
information, that the net risk rating or composite risk rating will

decline over the next cycle. Such a scenario reflects decreasing

inherent risks and/or improving risk management systems.

Appendix C – Oversight Functions and Quality of Risk
Management Ratings
Oversight Functions
Compliance

Compliance is an independent function that:
•

sets the policies and procedures for adherence to legal
and regulatory requirements in all jurisdictions where the
institution operates;
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management and directly to the Board of Directors.

Senior Management
Senior management is responsible for planning, directing and
controlling the strategic direction and general operations of the
institution. Key responsibilities include:
•

ensuring organizational and procedural controls are
effective;

•

ensuring compliance with board approved policies and
procedures;

•

developing strategies and plans to achieve board approved
strategic and business objectives; and

•

developing sound business practices, culture and ethics.

Board of Directors
The Board of Directors is responsible for oversight of
the institution and determining its risk appetite. Its key
responsibilities include:

comprehensive and meet what is considered appropriate, given
the nature, size, and risk profile of the company.

Needs Improvement - the function may generally demonstrate

effective performance, but there are some areas where

•

ensuring senior management is qualified and competent;

•

understanding the business environment and associated
major risks;

•

ensuring principal risks are identified and appropriately
managed;

•

reviewing and approving policies related to the entity’s
major activities;

Weak - the function has demonstrated serious instances where

•

reviewing and approving strategic and business plans; and

risks inherent in the significant activity. The characteristics

•

providing for an independent assessment of management
controls.

Board of Trustees

effectiveness needs to be improved in the context of the key

risks inherent in the significant activity. The characteristics of

the function generally meet what is considered appropriate,
given the nature, size, and risk profile of the company; however,

there is/are some significant area(s) that need improvement.

effectiveness needs to be improved in the context of the key

of the function generally are not (in a material way) what are
considered appropriate, given the nature, size, and risk profile

of the company.

The Board of Trustees is responsible for managing the affairs

Appendix D – Entity Level Financial Supports

safeguarding the assets and interest of plan members. Key

The rating descriptions below have been generalized to apply to

of superannuation funds and retirement schemes, as well as
responsibilities include:
•

monitoring the financial, administrative and actuarial
position of the pension plan;

•

monitoring, reviewing and supervising agents and
advisors;

•

ensuring that accurate accounts and records are kept,
maintained and safeguarded; and

•

ensuring statutory and regulatory compliance.

Quality of Risk Management Ratings
The rating descriptions below have been generalized to

apply to all components under Quality of Risk Management
(Operational Management, and Oversight Functions as named
in this Appendix):

Strong - the function consistently demonstrates highly

effective performance in the context of the key risks inherent

in the significant activity. The characteristics of the function are

comprehensive and exceed what is considered appropriate to
the nature, size, and risk profile of the company.

Acceptable - the function demonstrates effective performance

in the context of the key risks inherent in the significant

activity. The characteristics of the function are sufficiently

all entity level financial supports (earning/performance/yield,
capital/solvency, and liquidity):

Strong - the financial support exceeds the regulatory
requirement, as well as benchmarks internal to the entity. The

level of the financial support is more than adequate for the

nature, scope, complexity, and risk profile of the entity. The

sources for the financial support are stable and reliable. Outlook

is positive or stable. The framework, policies and practices for
management of the financial support are superior to generally

accepted industry practices and supervisory expectations.

Acceptable - the financial support meets the regulatory

requirement, as well as benchmarks internal to the entity. The

level of the financial support is adequate for the nature, scope,

complexity, and risk profile of the entity. The sources for the

financial support are stable and reliable. Outlook is positive or

stable. The framework, policies and practices for management
of the financial support meet generally accepted industry

practices and supervisory expectations.

Needs Improvement - the financial support marginally meets or
trends below the regulatory requirement, as well as benchmarks

internal to the entity. The level of the financial support is not

always sufficient for the nature, scope, complexity, and risk
profile of the entity. The sources for the financial support are

Risk-Based Supervision Framework | 2021
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unstable and inconsistent. Outlook is uncertain. The framework,

capital/solvency, earnings/performance/yield, and liquidity

may not meet generally accepted industry practices and

conditions; performance is unsatisfactory or is deteriorating with

policies and practices for management of the financial support

supervisory expectations.

Weak - the financial support falls below the regulatory

requirement, as well as benchmarks internal to the entity.

The level of the financial support is insufficient for the nature,

scope, complexity, and risk profile of the entity. The sources for

the financial support are unstable and inconsistent. Outlook is

negative. The framework, policies and practices for management
of the financial support do not meet generally accepted industry

practices and supervisory expectations.

indicates a vulnerability to adverse internal and external
some key indicators at or below industry norms as a consequence

of which the entity may not be able to raise additional capital or
improve the surplus position as the case requires; issues with
the entity’s risk management system could pose a serious threat

if not promptly addressed. Normally, the overall net risk is rated
above average and is not significantly mitigated by the level of

its capital/solvency, earnings/performance/yield, and liquidity.
Alternately, overall net risk is rated as moderate while capital/

solvency, earnings/performance/yield, and liquidity are rated
as weak.

Appendix E – Composite Risk Ratings and
Intervention Stage

High - There are serious concerns about the entity’s safety and

Low - The entity is well managed and resilient to most adverse

performance/yield, and liquidity indicates a vulnerability to

internal and external conditions as a result of the combination
of its overall net risk and its capital/solvency, earnings/
performance/yield, and liquidity.

Its performance has been

consistently good with most key indicators in excess of industry

norms, and there is access to additional capital or adequate

surplus as is applicable. Supervisory concerns can be addressed

in a routine manner. Generally, the overall net risk is low and
the level of capital/solvency, earnings/performance/yield, and

liquidity are acceptable; or moderate overall net risk coupled
with strong capital/ solvency, earnings/performance/yield, and
liquidity.

soundness. One or more of the following conditions are present:

the overall net risk coupled with its capital/solvency, earnings/
most adverse internal and external conditions thereby presenting
a serious threat to its financial solvency or viability if immediate
remedial action is not implemented; performance is poor with

most key indicators below industry norms as a consequence of

which the entity’s ability to raise additional capital or improve
the surplus position as the case requires is seriously impaired.
Normally, the overall net risk is rated high and is not significantly

mitigated by the level of its capital/solvency, earnings/
performance/yield, and liquidity. Alternately overall net is rated

as above average while capital/solvency, earnings/performance/
yield, and liquidity are rated as weak.

Moderate - The entity is generally well managed and is resilient

to normal adverse internal and external conditions as a result of

Composite
Risk Rating

Intervention Stage

earnings/performance/yield, and liquidity. Performance is

LOW

Stage 0 – Normal Activities

and reasonable access to additional capital or adequate surplus

MODERATE

Stage 0 – Normal Activities

the combination of its overall net risk and its capital/solvency,
satisfactory with key indicators comparable to industry norms
as the case requires. The entity is able to address supervisory
concerns of the FSC.

Stage 1 – Early Warning

Typically, the entity has moderate

overall net risk along with acceptable capital/solvency,
earnings/performance/yield, and liquidity.

Alternately, the

ABOVE
AVERAGE

Stage 2 – Risk to Financial Viability or Solvency

entity may present low overall net risk coupled with capital/
solvency, earnings/performance/yield, and liquidity which are

Stage 3 – Future Financial Viability in Serious Doubt

considered weak.

Above Average - The risk profile indicates a potential risk to
the entity’s financial viability. One or more of the following

conditions are present: the overall net risk coupled with its
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Stage 1 – Early Warning

HIGH

Stage 3 – Future Financial Viability in Serious Doubt
Stage 4 – Entity Not Viable/Insolvency Imminent

Appendix F – Risk Matrix
Risk Matrix for a company or financial group
Name of Entity:
Type of License(s)/Registration(s):
Risk Matrix as at:

Board of Directors

Senior Management

Internal Audit

Risk Management

Compliance

Operational Management

Insurance

Quality of Risk Management

Conduct

Strategic

Operational

Market

Materiality

Credit

Significant Activity

Legal & Regulatory

Inherent Risks

Net Risk

Risk Direction

Overall Rating
Rating

Direction

Timeframe

Earnings
Capital
Liquidity
Intervention Rating/Stage

Composite Risk

Risk Matrix for a pension plan
Name of Fund/Scheme:
Type of Pension Plan:
Risk Matrix as at:

Board of Trustees

Operational Management

Quality of Risk Management

Pension/Valuation

Strategic

Operational

Market

Materiality

Credit

Significant Activity

Legal & Regulatory

Inherent Risks

Net Risk

Risk Direction

Overall Rating
Rating

Direction

Timeframe

Performance / Yield
Solvency
Liquidity
Composite Risk

Intervention Rating/Stage
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