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1.  Scope of Applicat ion 
 
In this document, the Bank of China (Canada) (the “Bank”) provides its Basel 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, Markham, Ontario, L3T 7X8, Canada.  
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2. Capital Management 

  

The Bank’s objectives when managing capital are as follows: 

 To comply with the capital requirements set by OSFI; 

 To safeguard the Bank’s ability to continue as a going concern and at the same time 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 Asset and Liability Management Committee. 

Capital adequacy of the Bank is measured pursuant to the guidelines issued by OSFI, based on standards 
established by the Bank for International Settlements.  OSFI establishes risk based capital targets for financial 
institutions.  These targets are currently an “all-in” tier 1 capital ratio of 8.5% and a total capital ratio of 10.5%.   

(a) Capital structure 

Tier 1 and total capital 

Tier 1 capital represents the permanent forms of capital and primarily includes common shares and retained 
earnings of the Bank. Total capital includes Tier 1 and Tier 2 capital, net of certain deductions.  Tier 2 capital 
primarily consists of subordinated liabilities.    

 

(b) Capital adequacy ratio 
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2. Capital Management (continued) 

Capital adequacy ratio as at December 31, 2021 was calculated in accordance with the Guideline – 
Capital Adequacy Requirement issued by OSFI.  The Bank has adopted the Standardized Approach for 
the calculation of the risk weighted assets for credit risk and the Basic Indicator Approach for the 
calculation of operational risk.   

 

(c) Minimum capital requirement for principal risks: 
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(d) Leverage ratio 

The Guidelines for Banks issued by OSFI prescribes another limit on the leverage ratio.  The leverage ratio 
is defined as the capital measure divided by the exposure measure, with this ratio expressed as a 
percentage.  It can be summarized as a measure of Tier 1 capital as a proportion of total adjusted assets. 

Beginning in Q1 2015, institutions are expected to maintain a leverage ratio that meets or exceeds 3% at 
all times. OSFI has prescribed an authorized leverage ratio of 4% to the Bank. To ensure that the reported 
leverage ratio remains above 4% throughout the normal course of business, the Bank set up its internal 
target leverage ratio at 8.8% including an appropriate operating buffer. 

 



Bank of China (Canada)  
Basel Pillar III Disclosures 
December 31, 2021 
(All figures are in thousands of Canadian dollar, unless otherwise stated)  
 
 

Page 5 of 14 

 

3.  Risk management framework 

The Board of Directors of 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 Liability Management Committee, the Risk Policy 
Committee and the Audit Committee. 

(a) COVID-19 Risk 

The COVID-19 pandemic impacted the financial markets on global scale and has had an ongoing 
effect on the interest rates and international trade and travel.  The Bank has been impacted by 
decrease in market interest rates and slowdown in commercial lending in the Canadian market that 
partly resulted in a decline the Bank’s profit.  The Bank took action by instituting a cautious stance 
and safeguarding against any drastic declines in the markets by increased monitoring of its capital 
position, protecting its assets through cautious lending and increased assessing its credit risks, and 
by increased frequency of monitoring its liquidity and net cash flow position.   

 

(b) 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 loans and advances, issuer risks from securities 
purchased and counterparty risks from inter-bank deposit placements. 

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 sound and prudent management and control of existing and potential credit 
risk exposure.  The policy is reviewed and enhanced on an on-going basis to cater for market 
changes, statutory requirements and best practice credit risk management processes. 

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 Dec 31, 2021 and 2020, the Bank had not used any credit 
derivatives to mitigate credit or concentration risks. 

The Bank undertakes an on-going 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 
“Performing”, “Special Mention”, “Substandard”, “Doubtful” and “Loss”. “Performing” 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 on a timely basis.  “Special Mention” means the 
borrowers has the capability to meet its financial commitment, but adverse business, financial, or 
economic condition will likely impair their capacity or willingness. “Substandard”, “Doubtful” and 
“Loss” means the borrowers cannot repay loan principal and interest in full and significant losses will 
be incurred. 

 The Bank’s loan loss impairment methodology is consistent with guidance as defined in IFRS 9, under 
which the Bank records the allowance for ECL for all loans and other debt financial assets not held 
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at FVTPL, together with loan commitments and financial guarantee contracts. The ECL allowance is 
based on the credit losses expected to arise over the life of the asset (the “lifetime expected credit 
loss” or “LTECL”), unless there has been no significant increase in credit risk since origination, in 
which case, the allowance is based on the 12 months’ expected credit loss (“12mECL”). Both LTECLs 
and 12mECLs are calculated on either an individual basis or a collective basis, depending on the 
nature of the underlying portfolio of financial instruments.  

 The Bank has established a policy to perform an assessment, at the end of each reporting period, of 
whether a financial instrument’s credit risk has increased significantly since initial recognition, by 
considering the change in the risk of default occurring over the remaining life of the financial 
instrument. Based on the above process, the Bank groups its loans into Stage 1, Stage 2 and Stage 
3, as described below: 

o Stage 1: When loans are first recognized, the Bank recognizes an allowance based on 12- 
month ECLs. Stage 1 loans also include facilities where the credit risk has improved and 
the loan has been reclassified from Stage 2. 

o Stage 2: When a loan has shown a significant increase in credit risk since origination, the 
Bank records an allowance for the LTECLs. Stage 2 loans also include facilities, where 
the credit risk has improved and the loan has been reclassified from Stage 3. 

o Stage 3: Loans considered credit-impaired. The Bank records an allowance for the 
LTECLs. 

 The Bank calculates ECLs based on a probability-weighted estimation of credit loss to measure the 
expected cash shortfalls, discounted at an approximation to the effective interest rate. A cash shortfall 
is the difference between the cash flows that are due to an entity in accordance with the contract and 
the cash flows that the entity expects to receive. The ECL calculations are outlined below and the key 
elements are, as follows: 

o The Probability of Default (“PD”) is an estimate of the likelihood of default over a given 
time horizon. A default may only happen at a certain time over the assessed period, if the 
facility has not been previously derecognized and is still in the portfolio.  

o The Exposure at Default (“EAD”) is an estimate of the exposure at a future default date, 
taking into account expected changes in the exposure after the reporting date, including 
repayments of principal and interest, whether scheduled by contract or otherwise, 
expected drawdowns on committed facilities, and accrued interest from missed payments.  

o The Loss Given Default (“LGD”) is an estimate of the loss arising in the case where a 
default occurs at a given time. It is based on the difference between the contractual cash 
flows due and those that the lender would expect to receive, including from the realization 
of any collateral. It is usually expressed as a percentage of the EAD.   

 Pursuant to IFRS 9 requirements, ECL should be measured for different periods depending on credit 
risk changes following initial recognition of financial instruments. ECL should be calculated in three 
model stages: 

o If the credit risk on a financial asset has not increased significantly since initial booking 
then the 12mECL shall be recognized and calculated using the ECL Stage 1 model;  

o If the credit risk on a financial asset has increased significantly since initial recognition 
there is no objective evidence of impairment, the lifetime ECL shall be recognized 
calculated using the ECL Stage 2 model; and 

o If there is any objective evidence of impairment of a financial asset at the reporting lifetime 
then ECL shall be recognized and calculated using the ECL Stage 3 model.  
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In its ECL models, the Bank relies on a broad range of forward looking information as macroeconomic 
inputs, making forward-looking adjustments to its ECL calculation to reflect the impact of future 
macroeconomic changes on ECL, which is achieved by using the Merton model to make forward-
looking adjustments to PD. The inputs and models used for calculating ECLs may not always capture 
all characteristics of the market at the date of the financial statements. To reflect this, qualitative 
adjustments or overlays are occasionally made as temporary adjustments when such differences are 
significantly material. 

 
As at the following reporting dates, the Bank’s exposure to credit risk is as follows: 

 

As of the end of December 2021, the total credit outstanding of Bank of China (Canada) was 2.75 
billion Canadian dollars, which kept stably compared with last year. The minor amount of impair loan 
30K that is from credit card portfolio.  The credit loan’s quality continued to be excellent. 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 is as follows: 
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3.  Risk management framework (continued) 

(a) Credit Risk (continued) 

Loans and advances to customers by industry are as follows: 

 
 
         Loans and advances to customers by geographic location are as follows: 
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Credit Risk Exposures by residual contractual maturity are as follows: 

 
 

(a) 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: (i) interest rate risk and (ii) foreign exchange risk. 
 
The Risk Policy Committee reviews, and the Board of Directors approves, the Bank’s 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 Liability 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 
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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 principal 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 rates change 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 interest rate changes, 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 establishes a risk-acceptable level in terms 
of a percentage to EaR to monitor this exposure and adjust any mismatched position whenever 
the policy limit is exceeded. 

As at the following reporting date, the before-tax impact on the net interest income over the       
next 12 months due to an immediate 200 basis point change in interest rates is as follows: 

 

As at December 31, 2021, the financial assets and liabilities of the Bank based on the earlier of      
their contractual re-pricing or maturity date are presented below. 
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(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. 
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(i) Foreign exchange risk 

Foreign exchange risk is the risk of loss due to the changes in the foreign exchange rates.  The 
Bank’s foreign exchange market activities are to cover customers’ needs and foreign currency 
positions in the non-trading book.  During the years ended December 31, 2021 and 2020, the 
Bank did not speculate on foreign exchange movements or maintain large open positions in 
foreign currencies. 

The Bank does not have significant risk in foreign exchange as it is not involved in speculative 
trading activities. The Bank covers or hedges its currency exposure using foreign currency 
forward contracts. There is no significant foreign exchange exposure incurred in foreign currency 
deposit and loan transactions. 

(b) Operational risk 

Operational risk is the potential for loss resulting from inadequate or failed internal control process 
or systems, human interactions or external events. The Risk Policy Committee reviews and the 
Board of Directors approve the policy for operational risk management.  Management establishes 
various operational and control procedures to identify, manage and monitor inherent control 
weaknesses.  The Risk Policy Committee has oversight responsibility for operational risk strategy 
and governance.  The Bank’s Operational Risk Management function provides advice and guidance 
to the business units on operational risk assessments, measurement, mitigation and monitoring 
initiatives.  A report on the status of the operational risk management is submitted to the Risk Policy 
Committee quarterly basis.  

(c) 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 approve 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.  

(d) 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, 2021, the capital requirement for counterparty credit risk calculated by using the 
current exposure method is presented in the table following: 
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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 fair and balanced remuneration package that reflects the values of the business 
units and each individual employee.  The package is comprised of 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. 
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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 comprises the members of the Board of Directors and President’s Office of the Bank. 

Key management personnel compensation for the year ended December 31, 2021 comprised salaries and other 
short-term benefits in the amount of $2,899 (2020 - $3,117).  The Bank does not provide long-term benefits or 
non-cash benefits to any of the key management personnel.  

 


