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1. Scope of Application 
 
In this document, the Bank of China (Canada) (the “Bank”) provides its Basel II Pillar III disclosures, as 
required by the Office of the Superintendent of Financial Institutions Canada (OSFI). 

 

The Bank is licensed to operate in Canada as a foreign bank subsidiary with full banking powers under 

the Bank Act.  The Bank is a wholly owned subsidiary of Bank of China Limited (the “parent bank”).  

The Bank is domiciled in Canada and its registered office is located at 50 Minthorn Boulevard, Suite 

600, Markham, Ontario, L3T 7X8, Canada.   
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2. Capital Management 
 

The Bank’s objectives when managing capital are: 

 to comply with the capital requirements of  the OSFI; 

 to safeguard the Bank’s ability to continue as a going concern so that it can continue to 

provide reasonable returns to the sole shareholder; and 

 to maintain a strong capital base to support future business development. 

The Bank has established a policy on capital management.  The Board of Directors and Management 

regularly review the Bank’s capital structure on the basis of its capital adequacy ratio.  The process of 

allocating capital to specific operations and activities is undertaken by the Bank’s Assets and Liabilities 

Management Committee. 

The capital adequacy of the Bank is measured pursuant to the guidelines issued by OSFI which are 

based on the standards established by the Bank for International Settlements.  OSFI has established 

risk based capital targets for financial institutions.  These targets are currently a tier 1 capital ratio of 

8.5% and a total capital ratio of 10.5%.  In addition, financial institutions are required to ensure that 

their assets to capital multiple, which is calculated by dividing gross adjusted assets by total capital, 

does not exceed a maximum level (20 times) prescribed by OSFI. 

(a) Capital structure 

The Bank’s capital base is comprised of tier 1 capital and tier 2 capital. 

Tier 1 capital represents the permanent form of capital and primarily includes common shares 

and retained earnings of the Bank.  Tier 2 capital is primarily comprised of subordinated debt.  

Total regulatory capital is the total of tier 1 capital and tier 2 capital, net of certain deductions.   

 

 
December 31, December 31, 

 
2013  2012  

  $ $ 

Paid up common share capital                     115,230                         65,230  

Retained earnings                        34,433                         25,263  

Accumulated other comprehensive income                               14                                   2  

Tier 1 Capital                     149,677                         90,495  

   

Subordinated debt                        40,000                         40,000  

Tier 2 Capital                        40,000                         40,000  

 

Total Regulatory Capital                      181,677                      130,495  

 

 (b) Capital adequacy ratio 

December 31, December 31,
2013 2012

% %
Tier 1 Capital adequacy ratio 14.33 11.38
Tier 2 Capital adequacy ratio 3.06 5.03
Total Capital adequacy ratio 17.39 16.41  
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2. Capital Management (cont’d) 
 

Capital adequacy ratios are compiled in accordance with the guideline titled Capital Adequacy 

Requirements – Simpler Approaches issued by OSFI in January 2013.  The Bank has adopted 

the Standardized Approach for the calculation of risk weighted assets for credit risk and the 

Basic Indicator Approach for the calculation of operational risk.   

 

(c) Assets to capital multiple 

December 31, December 31,
2013 2012

$ $
Total adjusted assets (on and off balance sheet) 1,648,644                 1,265,361                 
Total capital 181,677                    130,495                    
Asset to capital multiple 9.07x 9.70x

 

(d) Minimum capital requirement for principal risks 

December 31, December 31,
2013 2012

$ $
Credit Risk

-  Bank 11,697                      10,792                      
-  Corporate 80,752                      58,357                      
-  Residential Mortgages 4,003                        3,617                         
-  Other Retail 603                            618                            

Operational Risk 5,698                        4,753                         
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3. Risk Management Framework  
 

The Bank has established a risk management system and policies to identify, analyze, monitor and 

control various types of risks that the Bank faces in its operations.  The risk management policies 

covering credit risk, market risk, operational risk, and liquidity and funding risk of the Bank are 

reviewed regularly by the Risk Management Committee, the Assets and Liabilities Management 

Committee, the Risk Policy Committee and the Audit Committee of the Board. 

(a) Credit risk 

 

Credit risk arises from the possibility that a customer or counterparty in a transaction may default.  
Such risk may arise from customer risks from loan and advances, issuer risks from securities 
purchased and counterparty risks from inter-bank transactions such as deposit placement, foreign 
exchange, etc. 

The Risk Policy Committee reviews and the Board of Directors approves credit risk management 
policy to establish delegated lending authorities, portfolio quality, credit extension criteria, credit 
monitoring process, concentration limit, risk rating system, credit recovery and provisioning, and 
account officer responsibilities.  Management ensures that credit risk is managed and controlled 
within the policy to permit a sound and prudent management and control of existing and potential 
credit risk exposure.  The policy is reviewed and enhanced on an ongoing basis to cater for 
market changes, statutory requirements and best practices in credit risk management. 

In evaluating the credit risk associated with an individual customer or counterparty, financial 
strength and repayment ability are always the primary considerations.  Credit risk may be 
mitigated by obtaining collateral, such as cash deposits, properties and guarantees, from the 
customers or counterparties.  During the years ended December 31, 2013 and December 31, 
2012, the Bank had not used any credit derivatives to mitigate credit or concentration risks. 

The Bank undertakes ongoing credit analysis and monitoring at several levels and establishes a 
system to promote early detection of customer, industry, or product exposures that require special 
monitoring.  The overall portfolio risk, individual impaired loans and potential impaired loans are 
monitored on a regular basis. 

The Risk Policy Committee of the Board of Directors and Management meet regularly to review 
and deal with significant issues relating to credit risk exposures. 

Based on the Bank’s internal risk rating system, the credit exposure can be classified as “Pass”, 
“Special Mention” or “Impaired”.  “Pass” means the borrowers can honor the terms of the credit 
agreements; and, there is no reason to doubt their ability to repay principal and interest on loans in 
full and as scheduled.  “Special Mention” means the borrowers are still able to service the loans 
currently, although the repayment of loans might be adversely affected by some factors.  
“Impaired” means the borrowers cannot repay loan principal and interest in full and significant 
losses will incur. 

The Bank classifies loans as impaired when, in the opinion of management, the Bank no longer 

has reasonable assurance of timely collection of the full amount of principal and interest.  Loans 

where principal or interest is contractually past due 90 days are automatically classified as 

impaired, unless the Bank determines that they are fully secured, in the process of collection, and 

the collection efforts are reasonably expected to result in either full repayment of the loan or 

restoring it to a performing status within 180 days from the date the payment has become in 

arrears. 

When a loan is classified as impaired, its carrying amount is reduced to its present value of 

estimated future cash flows discounted at the original effective interest rate inherent in the loan.  If 

the original interest rate is contracted at a variable interest rate, the discount rate for measuring 

the present value of estimated future cash flows will be the current effective interest rate 

determined under the loan agreement.  The reduction in carrying amount of the impaired loan is 

recognized as a change in the impairment allowances and will be charged to the statement of 

income and comprehensive income in the period in which impairment is identified.   
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3. Risk Management Framework (cont’d) 

(a) Credit risk (cont’d) 

Any subsequent changes to the amounts and timing of the expected future cash flows compared 

to the prior estimates will result in a change in the impairment allowances and will be charged or 

credited to the statement of income and comprehensive income.  A reversal of impairment losses 

is limited to the loan carrying amount that would have been determined had no impairment loss 

been recognized in prior years. 

Where there is no reasonable prospect of recovery, the loan and the related interest receivables 

are written off through the impairment allowance account. 

As of the following reporting dates, the Bank’s exposure to credit risk is presented below: 

December 31, December 31,

2013 2012

$ $

Commercial Loans

      Neither past due nor impaired 735,449                                   418,626                       

      Past due but not impaired -                                                -                                    

      Impaired -                                                -                                    

735,449                                   418,626                       

Mortgages

      Neither past due nor impaired 253,617                                   219,883

      Past due but not impaired -                                                -                                    

      Impaired -                                                -                                    

253,617                                   219,883

Other Loans

      Neither past due nor impaired 6,007                                        6,056

      Past due but not impaired -                                                -                                    

      Impaired -                                                -                                     

Of which the credit exposure of neither past due nor impaired as of the following reporting dates is 

presented below: 

December 31, December 31,

2013 2012

Pass Total Total

 $  $  $ 

Commercial Loans 735,449 735,449 418,626

Mortgages 253,617 253,617 219,883

Other Loans 6,007 6,007 6,056

995,073 995,073 644,565  
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3. Risk Management Framework (cont’d) 

(a) Credit risk (cont’d) 

The credit quality of the portfolio of loans and advances that were neither past due nor impaired 

was assessed by reference to the Bank’s internal credit risk rating system.  The Bank had no past 

due loans or impaired loans and mortgages outstanding as at December 31, 2013 and December 

31, 2012.  The fair value of collaterals held as at December 31, 2013 against loans and advances 

was $544,701 (December 31, 2012 - $416,807). 

As of the following reporting dates, the Bank’s exposure to credit risk broken down by industries is               
presented below: 

December 31, December 31,

2013 2012
 $  $ 

Commercial and other loans
    Financial institutions 211,931 108,967
    Mining 94,806                                 61,156
    Manufacturing 126,705                              56,178
    Service 2,684 6,393
    Transportation 56,241 81,441
    Trading 64,823 18,860
    Logging and forestry 1,755                                   -                                           
    Real estate 27,189 5,783
    Energy 149,068 79,706
    Agriculture 93 142
    Other 6,161 6,056

741,456 424,682
Mortgages 253,617 219,883

995,073 644,565
Less: General allowance for impairment (5,509) (6,071)
Total, net of allowance for loan impairment 989,564 638,494

 

As of December 31, 2013, the Bank’s exposure to credit risk broken down by geographic location 

is presented below: 

Gross
Gross Net impaired Specific General Total

portfolio portfolio loans allowance allowance allowance
$ $ $ $ $ $

Canada
Commercial loans 241,555 240,712 -                 -                 (843) (843)
Commercial mortgages 139,483 137,341 -                 -                 (2,142) (2,142)
Residential mortgages 114,134 112,738 -                 -                 (1,396) (1,396)
Other loans 6,007 5,952 -                 -                 (55) (55)

501,179 496,743 -                 -                 (4,436) (4,436)
International 0 0 -                 -                 0 0
Commercial loans 493,894 492,821 -                 -                 (1,073) (1,073)

995,073 989,564 -                 -                 (5,509) (5,509)
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3. Risk Management Framework (cont’d) 

(b) Market risk 

Market risk is the potential for adverse changes in the value of the Bank’s assets and liabilities 

resulting from changes in market variables such as interest rates, foreign exchange rates, equity 

and commodity prices, and their implied volatilities.  The two primary types of market risk 

applicable to the Bank are: (a) interest rate risk; and (b) foreign exchange risk. 

The Risk Policy Committee reviews and the Board of Directors approves policy on market risk 

management to monitor and control its market risk exposures within acceptable parameters, while 

optimizing the return on risk.  The Assets and Liabilities Management Committee, which is 

responsible for the ongoing general market risk management, meets regularly to review and deal 

with issues in response to the changing market conditions. 

 

(i) Interest rate risk 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will 

fluctuate because of changes in market interest rates.  The Bank is exposed to interest rate 

risk when asset and liability principals and interest cash flows have different interest payment 

or maturity dates.  These are called “mismatched positions.”  An interest sensitive asset or 

liability is re-priced when interest rate changes or when there is cash flow from final maturity, 

normal amortization and when customers exercise prepayment.  The Bank’s exposure to 

interest rate risk depends on the size and direction of the interest rate change and on the size 

and maturity of the mismatched positions. 

Interest rate risk is measured using various interest rate “shock” scenarios to estimate the 

impact of changes in interest rates on the Bank’s annual Earnings at Risk (EaR).  EaR is 

defined as the change in the Bank’s annual net interest income from 200-basis-point 

unfavorable interest rate shock due to mismatched cash flows.  The Bank has established a 

risk acceptance level in terms of a percentage to EaR to monitor this exposure and adjust any 

mismatched position whenever the policy limit is exceeded. 

As of the following reporting dates, the before tax impact on net interest income due to the 
change of interest rate over the next 12 months is presented below: 

                                                                                                                                                           December 31, December 31,

2013 2012

200 basis points increase in interest rates: 2,167 2,285
200 basis points decrease in interest rates: (2,167) (2,285)  
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3. Risk Management Framework (cont’d) 

(b) Market risk (cont’d) 

(i) Interest rate risk (cont’d) 

As at December 31, 2013, the financial assets and liabilities of the Bank based on the earlier of 

their contractual re-pricing or maturity date are presented below. 

Over Over Over

Floating Within 3 months 1 year to 5  years Non-rate

rate 3 months to 1 year 5 years Total sensitive Total

$ $ $ $ $ $ $

ASSETS

Cash and cash equivalents 14,552            398,823         -                     -                    -                  7,414            420,789

Securities -                       -                      79,395          -                    -                  19                  79,414

Loans and Advances 260,841         350,350         330,406        52,582         346             548                995,073             

Allowance for impairment -                       -                      -                     -                    -                  (5,509)           (5,509)                 

Other assets (1) 64                    -                      21                  153               -                  26,975          27,213                

Total assets 275,457         749,173         409,822        52,735         346             29,447          1,516,980          

LIABILITIES & SHAREHOLDER'S EQUITY

Deposits

       Demand and notice 472,002         -                      -                     -                    -                  35                  472,037             

       Fixed term 466                 451,634         334,394        30,999         -                  -                     817,493             

Call loan from other bank -                       6,882             5,000             -                    -                  -                     11,882                

Other liabilities (2) 424                 -                      -                     -                    -                  25,467          25,891                

Subordinated debt -                       40,000           -                     -                    -                  -                     40,000                

Shareholder's Equity -                       -                      -                     -                    -                  149,677        149,677             

Total liabilities and equity 472,892         498,516         339,394        30,999         -                  175,179        1,516,980          

Total gap - 2013 (197,435)        250,657         70,428          21,736         346             (145,732)      -                           

Total gap - 2012 (57,639)          330,157         (82,128)         10,679         -                  (201,069)      -                           
 

(1)
 Other assets include customer liabilities under acceptances, property and 

equipment, deferred tax assets and other assets. 

(2)
 Other liabilities include bank’s liabilities under acceptances, cheques and other 

items in transit, income taxes payable and other liabilities. 

(ii) Foreign exchange risk 

Foreign exchange risk is the risk of loss due to changes in foreign currency exchange rates.  

The Bank’s foreign exchange market activities are primarily to cover customers’ needs and 

foreign currency positions in the non-trading books.  During the years ended December 31, 

2013 and December 31, 2012, the Bank did not speculate on foreign exchange movements or 

maintain large open positions in foreign currencies. 

The Bank does not have any significant risk in foreign exchange as it is not involved in 
speculative trading activities.  The Bank covers or hedges its foreign currency exposures using 
foreign currency forward contracts.  There is no significant foreign exchange exposure incurred 
in foreign currency deposit and loan transactions. 
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3. Risk Management Framework (cont’d) 

 

(c) Operational risk 

Operational risk is the potential for loss resulting from inadequate or failed internal control 

processes or systems, human interactions or external events. 

The Audit Committee reviews and the Board of Directors approves the policy for operational risk 

management.  Management has established various operational and control procedures to 

identify, manage and monitor inherent control weaknesses.  The Audit Committee has oversight 

responsibility for operational risk strategy and governance.  The Bank’s Operational Risk 

Management Committee provides advice and guidance to the business units on operational risk 

assessments, measurement, mitigation and monitoring initiatives.  A report on the status of 

operational risk management is submitted to the Audit Committee quarterly.  The Bank adopts the 

basic indicator approach to calculate the capital requirement for operational risk. 

 

(d) Liquidity and funding risk 

Liquidity and funding risk arises when the Bank encounters difficulty in meeting obligations from its 

financial liabilities. 

The Risk Policy Committee reviews and the Board of Directors approves the policies for liquidity 

and funding risk management.  The Asset and Liability Management Committee of the Bank 

meets regularly to review and deal with liquidity management issues in response to changing 

market conditions. 

The Bank’s liquidity risk management policy and control procedures are designed to ensure that 

an effective liquidity contingency planning and liquefiable assets exist at all times to permit 

uninterrupted daily operations.  The Bank’s liquidity position is monitored daily and liquidity stress 

testing is conducted regularly under a variety of scenarios covering both normal and more severe 

market conditions.  

The key measure used by the Bank for managing liquidity risk is the percentage of liquid assets to 

its deposit liabilities.  Liquid assets include cash and cash equivalents, and deposit placements 

with other financial institutions maturing within one month.  The Bank’s policy is that it shall 

maintain an adequate percentage in order to cover a minimum survival period of thirty days. 

  

(e) Counterparty credit risk  

Counterparty credit risk is the risk that the counterparty to a derivative transaction could default 

before the final settlement of the transaction’s cash flows.  An economic loss would occur if the 

transactions or portfolio of transactions with the counterparty has a positive economic value to the 

Bank at the time of default.  In the normal course of business, the Bank has foreign exchange 

transactions with positive values and there is a risk that the counterparties might default.  The 

Bank has established limits governing its foreign exchange activities with banks and customers; 

and, most importantly, it does not speculate on foreign exchange trading.  To quantify settlement 

and counterparty risk, the Bank has adopted the ‘current exposure method’ to measure it and 

calculate the capital requirement for it.   

As at December 31, 2013, the capital requirement for counterparty credit risk calculated by using 

the current exposure method is presented in the table following: 
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3. Risk Management Framework (cont’d) 

 

(e) Counterparty credit risk (cont’d)  

  December 31, 2013 

 
Notional 
amounts 

Positive (Negative) 
Replacement  Cost 

Credit 
Equivalent 

Amount 

Risk 
Weighted 
Balance 

 $ $ $ $ $ 

Foreign exchange contracts      

Forward contracts 420,445 2,118 (2,427) 6,323 2,422 

 420,445 2,118 (2,427) 6,323 2,422 
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4. Remuneration Policy 

The Bank’s remuneration policy applies to all its employees in Canada.  The primary objectives of the 
Bank’s remuneration policy are to compensate its employees in such a manner that it can attract, 
retain and motivate them, while at the same time enable the Bank implement and achieve its business 
targets and strategies. 

The Bank has implemented a balanced remuneration package that fairly reflects the values of the 
business units and each individual employee.  The package has the following components: 

 Base salary 

 Incentive pay 

 Other benefits 

 Severance payment 

The base salary, which is a fixed remuneration, represents 80% to 90% of the total remuneration.  The 
Bank aims at being competitive in determining the base salary of different positions. 

The incentive pay is applied to motivate employees and increase their productivity.  Employees with 
satisfactory performance are generally eligible.  The amount of incentive pay is determined according 
to the performance of each individual employee measured by a number of criteria that are 
communicated to the employees in advance.  The Bank has established certain risk control measures 
to prevent employees from taking excessive risks in attempting to achieve targets; and, the Bank can 
at its sole discretion adjust the incentive pay structure from time to time in order to minimize risk taking. 

Other benefits are non-cash rewards to employees and include some special awards to employees 
who have demonstrated outstanding performance either at work or in internal competitions organized 
by the Bank. 

The Bank may provide severance payment to terminate the employment relationship with 
unsatisfactory employees after all efforts to help them are unsuccessful. 

The Bank conducts annual review on the remuneration package to ensure its competitiveness and that 
it matches with the Bank’s overall business strategy.   

 

Key Management Compensation 

Key management refers to the members of the Board of Directors and General Management Office of 
the Bank.  Their compensation is determined and overseen by the parent bank in accordance with the 
Bank of China Group remuneration policy.  For the year 2013, their remuneration was: 

 (in thousands Canadian dollars) 

Fixed remuneration $1,114 

Variable remuneration 486 

Total $1,600 

 

 

 

 


