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1. Scope of Application 

This document addresses the Basel III Pillar 3 disclosure requirements for Industrial and Commercial 

Bank of China (Canada) (the "Bank"). 

Industrial and Commercial Bank of China (Canada) (the "Bank") is licensed to operate as a bank in 

Canada with full banking powers under the Bank Act as a foreign bank subsidiary. The Bank obtained 

its letters patent as a Canadian chartered bank under its former name, The Bank of East Asia 

(Canada), on May 16, 1991 and commenced operations on May 15, 1992.  

On June 4, 2009, The Bank of East Asia Limited, Hong Kong (the "shareholder bank" or "BEA") 

reached an agreement with the Industrial and Commercial Bank of China Limited (the "parent bank") 

regarding the acquisition by the parent bank of 70% of the issued and outstanding common shares of 

the Bank (the "Acquisition"). The Acquisition was completed on January 28, 2010. After obtaining its 

letters patent to amend the incorporating instrument of the Bank from the Office of the Superintendent 

of Financial Institutions Canada (the "Superintendent" or "OSFI"), on July 2, 2010, the Bank officially 

changed its name from The Bank of East Asia (Canada) to Industrial and Commercial Bank of China 

(Canada). 

By exercising the option entitled in the shareholders' agreement executed for the Acquisition, on 

August 26, 2011, the parent bank completed an acquisition of a further 10% of the issued and 

outstanding common shares of the Bank from BEA. Since then, the parent bank and BEA own 80% 

and 20% of the Bank, respectively. On March 4, 2019, the parent bank and BEA increased their 

injected capital by $40 million and $10 million, respectively. Upon completion of this capital injection, 

the parent bank's and BEA's ownership interest in the Bank remains at 80% and 20%, respectively.   

The Bank's principal office is located at Bay Adelaide Centre, West Tower, Suite 3710, 333 Bay Street, 

Toronto, Ontario, Canada M5H 2R2. 

 

The following disclosures have been prepared solely for explaining the basis on which the Bank has 

prepared and disclosed information about capital requirements，the management of certain risks，

remuneration of senior management and Leverage Ratio (LR) and for no other purpose. They do not 

constitute any form of financial statements and must not be relied upon in making any investment or 

judgment on the Bank or its parent bank and shareholder bank.  
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2. Capital Management 

Qualitative disclosures 

Capital levels for Canadian banks are regulated pursuant to guidelines issued by OSFI, based on 

standards issued by the Bank for International Settlements. Regulatory capital is allocated to two 

tiers: Tier 1 (consisting of Common Equity Tier 1 capital and Additional Tier 1 Capital) and Tier 2. 

Tier 1 capital comprises the more permanent components of capital and the Bank's Tier 1 capital 

includes common shareholders' equity (common shares issued to the parent bank and shareholder 

bank) and retained earnings. The Bank’s Tier 2 capital includes subordinated debt less accumulated 

amortization; and stage 1 and stage 2 allowances under IFRS 9 limited to a maximum of 1.25% of 

credit risk-weighted assets. Total capital is defined as the total of Tier 1 and Tier 2 capital less 

deductions, as prescribed by OSFI. 

The Bank actively manages its capital to maintain a strong capital base while providing strong 

returns to the shareholders and sustaining future development of the business. The Bank's capital 

management framework provides policies for defining, measuring, monitoring, managing and 

planning capital to ensure that the quantity and quality of the Bank's capital are adequate, at a 

minimum to comply with all applicable regulatory requirements. The Bank has developed and 

implemented its own Internal Capital Adequacy Assessment Process (“ICAAP”) as a risk 

governance process for the purpose of setting internal capital targets and strategies for achieving 

internal targets that are consistent with the Bank’s business plans, risk profile and operating 

environment. The Bank uses risk adjusted return on capital (RAROC) as performance measure to 

allocate capital across business streams.  

Regulatory capital ratios are calculated by dividing Tier 1 and Total capital by risk-weighted assets. 

The calculation of risk-weighted assets is determined by OSFI's prescribed rules relating to on- and 

off-statement of financial position exposures as well as an amount for operational risk. 

Under Basel III framework, the Bank adopts the Standardized Approach for credit risk and Basic 

Indicator Approach for operational risk to assess capital adequacy. For market risk, the Bank does 

not have trading portfolios to meet the qualifying criteria prescribed by OSFI for computing market 

risk capital requirements.  
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2. Capital Management (continued) 

Quantitative disclosures 

The following table presents the Bank's regulatory capital and capital ratios. At year end, the Bank was 

in compliance with the capital targets established by OSFI. 

 

  Basel III 

  2022 2021 

 
Regulatory capital: 

Tier 1 capital: 
Share capital $ 208,000 $ 208,000 
Retained earnings 193,322 163,392 
Accumulated other comprehensive income (116) (69) 
ECL transitional adjustment (1) 3,899 6,131 

  
Common Equity Tier 1 capital 405,105 377,454 
  
Regulatory adjustments to CET1 (45) (69)  

 
Net Tier 1 capital 405,060 377,385 

 
Tier 2 capital: 

Eligible stage 1 and stage 2 allowances  23,263 16,508 
 

    
Net Tier 2 capital  23,263 16,508 
 

Total capital $ 428,323 $ 393,893 

 
Risk-weighted assets: 

Credit risk $ 2,637,852 $ 2,266,622 
Operational risk 101,113 96,663 
 

Total risk-adjusted assets $ 2,738,965 $ 2,363,285 

 
Capital ratios: 

Tier 1 capital  14.79% 15.97% 
Total capital   15.64% 16.67% 
 

 
(1) The ECL transitional adjustment was introduced by OSFI in Q2 2020. The adjustment is measured quarterly as the 
increase in Stage 1 and Stage 2 allowances relative to their baseline level as at December 31, 2019, tax effected and subject 

to a scaling factor of 70% in 2020, 50% in 2021, and 25% in 2022. 
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2. Capital Management (continued) 

Regulatory capital requirements for credit risk on portfolios subject to the Standardized Approach are capital equivalent to the "credit risk-weighted 

assets times 8%".  An analysis of the credit risk-weighted assets (after adjustments for credit risk mitigation and with specific risk-weighting factors 

applied) and capital requirement for credit risk of each portfolio calculated under the Standardized Approach are as follows: 

 

(In thousands of CAD dollars) 

                    2022               2021 

 Risk-  Risk-  

 weighted Capital weighted Capital 

  assets requirement assets requirement 

     

Total corporate $2,339,722 $187,178 $2,007,589 $160,607 

Total retail residential mortgages 49,758 3,981 43,069 3,446 

Total other retail 10,226 818 11,416 913 

Bank 199,505 15,960 171,789 13,743 

Sovereign - - - - 

Statements of financial position assets not included in      

      standardized or internal ratings-based approaches 38,641 3,091 32,759 2,621 

Total for credit risk $2,637,852 $211,028 $2,266,622 $181,330 

 

The minimum capital required for operational risk is calculated under Basic Indicator Approach as at December 31 are as follows: 

 

(In thousands of CAD dollars) 

  2022 2021 

Gross income as defined by OSFI over the previous three years:   

Year 1 $49,435 $59,907 

Year 2 45,307 49,435 

Year 3 67,043 45,307 

Average of gross income for Year 1-3 53,928 51,550 

Capital charge (15% times average of gross income) 8,089 7,733 

Risk-weighted assets for operational risk (12.5 times capital charge) 101,113 96,663 
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3. Risk Management Framework 

The Bank has exposure to the following principal risks from its use of financial instruments: credit 

risk, liquidity risk, market risk and operational risk. 

 

The Board of Directors (the "Board") has overall responsibility for the establishment and oversight of 

the Bank's risk management framework. The Board sets the Bank’s risk appetite. The management 

of the Bank has established the Risk Management Committee, Asset and Liability Management 

Committee ("ALCO"), Operational Risk Management Committee (“ORMC”) and Credit Committee, 

which are authorized by the Board, to be responsible for developing and monitoring the Bank's risk 

management policies in their specified areas and recommending them to the Board. 

The Bank's risk management policies are established to identify and analyze the risks faced by the 

Bank, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk 

management policies and systems are reviewed regularly to reflect changes in market conditions, 

products and services offered. The Bank, through its management standards and procedures, aims 

to develop a disciplined and constructive control environment in which all employees understand their 

roles and obligations. All of these policies are reviewed by the Audit Committee of the Board and 

approved by the Board. 

The Audit Committee of the Board is responsible for monitoring compliance with the Bank's risk 

management policies, and for reviewing the adequacy of the risk management framework in relation 

to the risks faced by the Bank. The Audit Committee is assisted in these functions by Internal Audit. 

Internal Audit is an independent function separated from any operational functions in the Bank and 

reports directly to the Audit Committee and Internal Audit Bureau of the parent bank. Internal Audit 

undertakes both regular and ad hoc reviews of risk management controls and procedures, the results 

of which are reported to the Audit Committee. 

The Audit Committee and the Board receive reports as required under the Bank's respective risk 

management policies. The Audit Committee reports regularly to the Board on its activities. 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management 

     Qualitative disclosures 

Credit risk is the risk of financial loss to the Bank, if a customer or counterparty to a financial 

instrument fails to meet its contractual obligations and arises principally from the Bank's loans and 

advances to customers and other banks and investment debt securities. For risk management 

reporting purposes, the Bank considers and consolidates all elements of credit risk exposure, such 

as individual obligor default risk, country and sector risks. 

 

The Bank has established the credit management policies and procedures that comply with the 

framework established by the parent bank and all of the standards, as determined by the governing 

regulatory bodies in Canada. The Board has delegated responsibility for the management of credit 

risk to the Credit Committee established by the management of the Bank. A separate Credit Risk 

Management Department, reporting to the Credit Committee and a Senior Executive Vice President 

is responsible for oversight of the Bank's credit risk, including: 

 

 Formulating credit policies within the framework established by the parent bank and in 

consultation with the business units, covering collateral requirements, credit assessment, risk 

grading and reporting documentary and legal procedures and compliance with regulatory and 

statutory requirement.  

  

 Establishing the authorization structure for the approval and renewal of credit facilities. 

Authorization limits are allocated to the Chief Executive Officer, the Senior Executive Vice 

President and business unit Lending Officers. Larger facilities require approval by the Executive 

Committee of the Board, as appropriate. 

 

 Reviewing and assessing credit risk. The Credit Risk Management Department assesses all 

credit exposures in excess of the authorization limits allocated to the business unit Lending 

Officers prior to facilities being committed to customers by the business unit concerned. 

Renewals and reviews of facilities are subject to the same review process. 

 

 Limiting concentrations of exposure to counterparties, industries and products. 

 

 Developing and maintaining the Bank's borrower grading in order to categorize exposures 

according to the degree of risk of financial loss faced and to focus management on the attendant 

risks. The borrower grading system is used in determining where impairment provisions may be 

required against specific credit exposures. The current borrower grading framework consists of 

21 grades with institutional/corporate borrowers and 12 grades with personal borrowers 

reflecting varying degrees of risk of default and the availability of collateral or other credit risk 

mitigation. The responsibility for approving borrower grades lies with the Chief Executive Officer, 

the Senior Executive Vice President or business unit Lending Officers, as appropriate. Borrower 

grades are subject to regular review. 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

 Reviewing compliance of business units with agreed exposure limits, including those for 

selected industries and product types. Regular reports are prepared by the Credit Risk 

Management Department and provided to the Credit Committee and the Board on the credit 

quality of local portfolios and appropriate corrective action is taken. 

 

Each business unit is required to implement the Bank's credit policies, with credit approval authorities 

delegated from the Board. Each business unit is responsible for the quality and performance of its 

credit portfolio and for monitoring and controlling all credit risks in its portfolios, including those 

subject to central approval. 

Regular audits of business units and the Credit Risk Management Department processes are 

undertaken by Internal Audit. 

 

Definition of default: 

The Bank considers a financial asset to be in default when the borrower is unlikely to pay its credit 

obligations to the Bank in full without recourse by the Bank to actions such as realizing security, the 

borrower is past due more than 90 days subject to applicable administration processes, it is becoming 

probable that the borrower will restructure the asset as a result of bankruptcy due to the borrower’s 

inability to pay its credit obligations, and/or through consideration of other qualitative and quantitative 

factors, including breaches of covenants. 

 

Identification and measurement of impairment: 

 

The Bank recognizes allowances for credit losses on an expected credit loss (“ECL”) basis on 

financial instruments that are not measured at FVTPL, which includes amortized cost financial assets, 

debt securities classified as at FVOCI, financial guarantee contracts issued, and loan commitments 

issued. 

 

The Bank measures loss allowance using a three-stage approach based on the extent of credit 

deterioration since origination:  

 

 Stage 1 – Where there has not been a significant increase in credit risk since initial recognition 

of a financial instrument, an amount equal to 12 months expected credit loss is recorded. For 

those instruments with a remaining maturity of less than 12 months, a probability of default 

corresponding to remaining term to maturity is used. 
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3. Risk Management Framework (continued) 

 
(a) Credit Risk Management (continued) 

 Stage 2 – When a financial instrument experiences a significant increase in credit risk 

subsequent to origination but is not considered to be in default, it is included in Stage 2. This 

requires the computation of ECL based on the probability of default over the remaining estimated 

life of the financial instrument. 

 Stage 3 – Financial instruments that are considered to be in default are included in this stage. 

The allowance for credit losses captures the lifetime ECL. 

 

Significant increase in credit risk (“SICR”) 

The Bank determines whether the risk of default on a financial instrument has increased significantly 

since initial recognition at each reporting date. When determining whether credit risk has increased 

significantly since initial recognition, the Bank considers reasonable and supportable information that 

is relevant and available without undue cost or effort. This includes both quantitative and qualitative 

information and analysis, based on the Bank’s historical experience and expert credit assessment 

and including forward-looking information. The criteria for determining whether credit risk has 

increased significantly vary by portfolio and include quantitative and qualitative factors, including a 

backstop based on delinquency (days past due). 

Using its expert credit judgment and, where possible, relevant historical experience, the Bank may 

determine that an exposure has undergone a significant increase in credit risk based on particular 

qualitative indicators that it considers are indicative of such and whose effect may not otherwise be 

fully reflected in its quantitative analysis on a timely basis. For example, an exposure with its 

borrower’s rating at AAA rating which was downgraded to BBB- or BB in reporting period, the Bank 

considers that credit risk has increased significantly. 

As a backstop, the Bank considers that a significant increase in credit risk occurs no later than when 

an asset is more than 30 days past due or, for exposure pledged by high quality financial collateral 

or supported by high quality financial institutions / sovereign entities, more than 10 days past due. 

Days of past due are determined by counting the number of days since the earliest elapsed due date 

in respect of which full payment has not been received. Due dates are determined without considering 

any grace period that might be available to the borrower. 
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3. Risk Management Framework (continued) 

(a) Credit Risk Management (continued) 

Incorporation of forward-looking information 

The Bank incorporates forward-looking information into both its assessment of whether the credit risk 

of an instrument has increased significantly since its initial recognition and its measurement of ECL. 

Based on consideration of a variety of external forecast information and resolution by the Bank Credit 

Committee, the Bank formulates a ‘base case’ view of the future direction of relevant economic 

variables as well as a representative range of other possible forecast scenarios. This process 

involves developing two or more additional economic scenarios and considering the relative 

probabilities of each outcome. External information includes economic data and forecasts published 

by governmental bodies and monetary authorities in the countries where the Bank has exposure.    

For the year ended December 31, 2022, as a result of the COVID-19 pandemic, the Bank has applied 

experienced credit judgment overlays to incorporate expected increased losses considering timing 

of government support programs and reflecting the uncertainty associated with the macroeconomic 

forecast over the expected life of the Bank’s loan portfolio. 

Measurement of ECL: 

ECL allowances recognized by the Bank are a probability-weighted estimate of expected credit 

losses. The allowances are measured as follows: 

 Financial assets that are not credit-impaired at the reporting date: as the present value of all cash 

shortfalls; the difference between the cash flows due to the Bank in accordance with the contract 

and the cash flows that the Bank expects to receive; 

 Financial assets that are credit-impaired at the reporting date: as the difference between the 

gross carrying amount and the present value of estimated future cash flows; 

 Undrawn loan commitments: as the present value of the difference between the contractual cash 

flows that are due to the Bank if the commitment is drawn down and the cash flows that the Bank 

expects to receive; and 

 Financial guarantee contracts: the expected payments to reimburse the holder less any amounts 

that the Bank expects to recover. 

The key inputs into the measurement of ECL include probability of default (PD), loss given default 

(LGD) and exposure at default (EAD). These parameters are generally derived from internally 

developed statistical models and other historical data. They are adjusted to reflect forward-looking 

information. 
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3.    Risk Management Framework (continued) 

(a) Credit Risk Management (continued) 

      Loans with renegotiated terms: 

Loans with renegotiated terms are loans that have been restructured due to deterioration in the 

borrower's financial position and where the Bank has made concessions that it would not otherwise 

consider. Once the loan is restructured, it is classified as impaired until there are continuously six 

months of satisfactory performance after restructuring. No loans were restructured during the year 

(2021 – one loan was restructured). 

 

Write-offs: 

Loans and debt securities are written off (either partially or in full) where there is no realistic prospect 

of recovery. This is generally the case when the Bank determines that the borrower does not have 

assets or other sources of income that could generate sufficient cash flows to repay the amounts 

subject to the write-off. However, financial assets that are written off could still be subject to 

enforcement activities in order to comply with the Banks procedure for recovery of amounts due. 

Offsetting: 

 

Financial assets and liabilities are offset and the net amount presented in the statement of financial 

position when, and only when, the Bank has a legal right to set off the recognized amounts and it 

intends either to settle on a net basis or to realize the asset and settle the liability simultaneously. 

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains 

and losses arising from a group of similar transactions. 

 

Collateral Valuation and Management: 

 

The Bank holds collateral against loans and advances to customers in the form of mortgage interests 

in real property, other registered security over assets, cash collateral and guarantees. The Bank 

maintains an established policy with respect to the collateral, such as the source and suitability of the 

collateral. To mitigate the credit risk, the Bank assesses whether the assets of the borrower or 

guarantor are available to be taken as collateral and whether such collateral is suitable for the 

purpose. 

 

Estimates of fair value of collateral are based on its value assessed at the time of borrowing, and 

generally are reviewed annually or when a loan is assessed as impaired. Collateral generally is not 

held in respect of loans and advances to banks. Collateral usually is not held against investment 

securities and no such collateral was held at December 31, 2022 or 2021. 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

Main types of Guarantor: 

 

The Bank has credit exposures guaranteed by non-related banks, and the Bank enters into those 

transactions on normal business course. 

 

Concentrations of risk: 

 

Concentrations of credit risk exist when changes in geographic, economic or industry factors similarly 

affect groups of counterparties, whose aggregate credit exposure is material in relation to the Bank's 

total exposures. The Bank monitors concentrations of its portfolio of financial instruments along 

industry and product sectors. 

 

The Bank monitors concentrations of credit risk by sector and by geographic location. The Bank 

adopts appropriate risk control measures, such as setting limits on exposures to different industries 

and portfolios. Measures are also implemented to control large exposures to individual customers or 

corporate groups by setting guidelines and limits for maximum credit exposures. 

 

 
     Quantitative disclosures 

The following table sets out the information of impaired loans and past due loans but not impaired 

by major counterparty type and industry type as at December 31. 

 

    (In thousands of CAD dollars) 
 2022 2021 

 Consumer 
loans 

Business 
loans Total 

Consumer 
loans 

Business 
loans Total 

       

Individual impaired: $ − $ − $ − $ − $ 8,114 $ 8,114 

Allowance for ECL-stage 3    −  −  −    −    (4,093)    (4,093) 

Net carrying amount $ − $ − $ − $ − $ 4,021 $ 4,021 

       

Past due but not impaired:       

1-30 days $ 5 $ − $ 5 $ − $ − $ − 

30-60 days  −  −  −  −  −  − 

60-90 days  −  −  −  −  −  − 

Total $ 5 $ − $ 5 $ − $ − $ − 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

The following table summarizes the credit risk gross exposure for each portfolio at the reporting date 

upon the default of an obligor and is calculated based on the definitions and related credit conversion 

factors provided under the Basel III framework consistent with OSFI reporting. This amount is before 

allowances and does not reflect the impact of credit mitigation. 

 

    Over-the- Other  
    Undrawn counter off-balance Total gross 
  Drawn(3) commitments(4) derivatives(1) sheet(2) exposure(5) 

 

Residential mortgage $ 142,416 $ − $ − $ − $ 142,416 

Personal loans 10,308 − − 100 10,408 

Retail 152,724 − − 100 152,824
  

Business: 

Agriculture 70,473 − − −  70,473 
Capital goods and  

infrastructure 34,145 7,459 2,806 − 44,410 

Communications 8,542 − − − 8,542 

Energy 199,452 92,871 − 75,969 368,292 

Financial service (non-bank) 318,510 53,095 − 5,912 377,517 

Manufacturing 36,700 6,510 − 2 43,212 

Metal and mining − 122,906 − 2,805 125,711 

Real estate 816,774 162,046 − 7,795 986,615 
Resources and basic 

materials − − − 29,000 29,000 

Retail and wholesale 33,402 16,679 − 776 50,857 

Technology − 3,388 − − 3,388 

Transportation 203,642 16,554 − 92 220,288 

Services 106,283 113 − 267 106,663 

Other − − − − − 

Sovereign 157,969 − − − 157,969 

Bank 633,566 − 1,526 − 635,092 

Wholesale 2,619,458 481,621 4,332 122,618 3,228,029 
 

Total exposure $ 2,772,182 $ 481,621 $ 4,332 $ 122,718 $ 3,380,853 

 
 
 

(1)Represents the credit equivalent amount. 

(2)Includes credit equivalent amounts for financial guarantee, non-financial guarantee and letters of credit under trade 

finance. 
(3)Includes loan to banks and customers before allowances, accrued interest, deposit with banks and investment 

securities. 
(4)Undrawn commitments represent an estimated credit equivalent amounts after applying credit conversion factors to 

conditionally and unconditionally cancellable commitments. 
(5)Gross credit risk exposure is before allowance for ECL. 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

 

Concentration by location: 
 

The majority of loans and advances are located in Canada. Based on the location of the issuer of the 
security, all investment securities are located in Canada and China. 
 
 
The total exposure that is covered by eligible financial collateral and guarantees as at December 31 
are shown below: 
 
 

(In thousands of CAD dollars) 

 2022 2021 

Gross exposure 
 Eligible financial 

collateral  
Guarantees 

 Eligible financial 
collateral  

Guarantees 

     

Corporate exposure      

Drawn $26,442 $69,113 $20,047 $2,000 

Undrawn Commitments                  – –                  – – 

Other off-balance sheet 33,433 267 4,636 355 

     

Retail      

   Drawn:     

     Residential Mortgage 3,557 –  3,759 –  

     HELOC  – 8 – 

     Retail Others 82 – 139 – 

   Other off-balance sheet 100 – 100 – 

          

Total $63,614 $69,380 $28,689 $2,355 
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3. Risk Management Framework (continued) 

     (a)  Credit Risk Management (continued) 

The following table analyzes the Bank's loan portfolio by the contractual re-pricing or maturity 

dates, whichever is earlier. This analysis excludes the allowance for credit losses.  

(In thousands of CAD dollars) 

  Within 3 months 1 to 5 
2022 Floating 3 months to 1 years years Total  

 

Canada $ 615,092 $ 795,686 $ 31,771 $ 166,774 $ 1,609,323 

Average effective yield  7.43% 6.50% 3.21% 3.61% 6.48% 

Foreign countries 400 297,722 − − 298,122  

Average effective yield  5.85% 5.82% − − 5.82%  

 
Total $ 615,492 $ 1,093,408 $ 31,771 $ 166,774 $ 1,907,445 

 

Average effective yield  7.42% 6.33% 3.21% 3.61% 6.40% 

 

 
   
  Within 3 months 1 to 5 
2021 Floating 3 months to 1 years years Total  

 

Canada $ 481,115 $ 656,779 $ 110,631 $ 65,117 $ 1,313,642 

Average effective yield  3.53% 2.29% 4.28% 2.65% 2.93% 

Foreign countries 1,455 231,719 67,780 − 300,954  

Average effective yield  3.53% 1.92% 1.99% − 1.94%  

 
Total $ 482,570 $ 888,498 $ 178,411 $ 65,117 $ 1,614,596 

 
Average effective yield  3.53% 2.20% 3.45% 2.65% 2.77% 
   

 

 

Average effective yields are based on book values and contractual interest rates adjusted for the 

amortization of any deferred income.
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3. Risk Management Framework (continued) 

 
     (a)   Credit Risk Management (continued) 

 
 

 
An analysis of impaired loans and advances to customers and the related allowance for impairment as at December 31 is as follows: 

 December 31, 2022 December 31, 2021 

     

 Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total 

 
Loans and advances to customers at amortized 
cost         

Pass – low-fair risk $ 1,596,842 
$ −
  $ − $ 1,596,842 $ 1,411,981 $ − $ − $ 1,411,981 

Special Mention – watch list  524  310,079  −  310,603  −  194,501  −  194,501 

Impaired (sub-standard)  −  −  −  −  −  −  −  − 

Impaired (doubtful)  −  −  −    −  −  8,114  8,114 

Impaired (loss)  −  −  −  −  −  −  −  − 

  1,597,366  310,079  −  1,907445  1,411,981  194,501  8,114   1,614,596 

Loss allowance  (9,785)  (13,491)  −  (23,276)  (6,269)     (13,669)   (4,093)    (24,031)  

Carrying amount $ 1,587,581 $ 296,588 $ − $ 1,884,169 $ 1,405,712 $ 180,832 $ 4,021 $ 1,590,565 
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3. Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

 

Allowance for credit losses: 

 

The following table shows reconciliation from the opening to the closing balance of the loss allowance for loans and advances to customers 

at amortized cost. 

 

 

       2022 2021 

 
 Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total 

Loans and advances to customers at    
amortized cost         

Balance at January 1 $ 6,269 $ 13,669 $ 4,093 $ 24,031 $ 9,149 $ 7,968 $  5,760  $ 22,877 

Transfer to 12-month ECL 18 (18) − − 161 (161) − − 

Transfer to lifetime ECL not credit-impaired (348) 348 − − (2,983) 2,983 − − 

Net remeasurement of loss allowance (411) 1,393 − 982 571 3,596 (1,666) 2,501 

New financial assets originated or purchased 2,894 − − 2,894 972 − 1 973 

Financial assets that have been derecognized (506) (5,458) (4,093) (10,057) (893) (132) (1) (1,026) 

Write-offs     −  (1) (1) 

Recoveries of amounts previously written-off − − − − − − − − 

Changes in model/risk parameters 1,628 2,775 − 4,403 (664) (530) − (1,194) 

Foreign exchange and other movements 241 782 −  1,023 (44) (55)  (99) 

Balance at December 31 $ 9,785 $ 13,491 $ - $ 23,276 $ 6,269 $ 13,669 $ 4,093 $ 24,031 
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3.   Risk Management Framework (continued) 

     (a)   Credit Risk Management (continued) 

An analysis of the Bank's derivative portfolio and related credit exposure as at December 31 is as follows: 

                                                                                           (In thousands of CAD dollars) 

 2022 2021 

  Current Credit Risk-  Current Credit Risk- 

Notional replacement equivalent weighted Notional replacement equivalent weighted 

 amount cost amount balance amount cost amount balance 

        

Foreign exchange contracts $ 1,367  $   − $   15 $     7 $78,579  $  948 $ 2,196 $ 445 

Interest Rate Swaps   69,779     925 $ 4,316 $  3,108 − − − − 

 $  71,146 $  925      $ 4,331   $  3,115 $78,579 $  948 $ 2,196 $ 445 

  

In the ordinary course of business, the Bank uses derivative products including foreign exchange contracts and interest rate swaps to manage 

its exposure to currency risk and interest rate risk as part of the Bank's asset and liability management program. Notional amount of foreign 

exchange contracts represent the amounts to which a rate or price is applied to calculate the cash flows to be exchanged. Interest rate swaps 

are over-the-counter (“OTC”) contracts in which two counterparties agree to exchange cash flows over a period of time based on rates applied 

to a specified notional principal amount. A typical interest rate swap would require one counterparty to pay a fixed market interest rate in exchange 

for a variable market interest rate determined from time to time, with both calculated on a specified notional amount. No exchange of principal 

amount takes place.
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3. Risk Management Framework (continued) 

(b) Liquidity Risk Management  

Qualitative disclosures 

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with 

its financial liabilities that are settled by delivering cash or another financial asset. 

The Bank's approach to managing liquidity risk is to ensure, as far as possible, that it always has 

sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without 

incurring unacceptable losses or risking damage to the Bank's reputation. The liquidity risk 

management process ensures that the Bank is able to honor all of its financial commitments as they 

fall due. 

The Bank closely monitors its daily cash flow of assets and liabilities. The Treasury Department 

receives information from other business units regarding the liquidity profile of their financial assets 

and liabilities and details of other projected cash flows arising from projected future business. 

The Liquidity Risk Management Policy is subject to review by ALCO and approval by the Board. The 

daily liquidity position is monitored and the regular stress testing is conducted under a variety of 

scenarios covering severe market conditions. Daily reporting that covers the liquidity position of the 

Bank is reviewed by the Treasury Department. Exception reports, if any, are submitted to 

management immediately and remedial action is taken, if required, in the shortest possible time. A 

summary report, including any exceptions and remedial action taken, is submitted to ALCO and the 

Board. ALCO meets regularly to oversee compliance with the liquidity requirements. 

The Bank relies on deposits from customers and banks as its primary sources of funding. These 

deposits from banks and a large proportion of the deposits from customers have short maturities of 

not exceeding one year. The short-term nature of these deposits increases the Bank's liquidity risk, 

but their renewal rate has maintained at a very stable and high level. The Bank actively manages 

this risk through maintaining competitive pricing and constant monitoring of market trends. 

The key measure used by the Bank for managing liquidity risk is the LCR, which is the ratio of total 

high-quality liquid assets ("HQLA") to total net stressed cash outflows over the next 30 calendar days. 

The Bank’s HQLA consists of cash and cash equivalents, highly rated securities issued or 

guaranteed by governments and high quality non-financial corporate debt. Net cash outflows are 

considered as cash outflows from deposits, unsecured wholesale funding, commitments and other 

contingent funding obligations, net of cash inflows from fully performing loans, non HQLA 

investments and placement with banks over a 30-day horizon.  
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3.    Risk Management Framework (continued) 

 

     (b)   Liquidity Risk Management (continued) 

 
     Quantitative disclosures 

In this respect, the Bank endeavors to maintain the LCR at 100% or above at all times. Details of the 

LCR of the Bank at the reporting date are as follows: 

 (In thousands of CAD dollars) 

                                                                  2022       2021 

 
Liquidity coverage ratio 237.09% 142.15% 
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3. Risk Management Framework (continued) 

     (b)   Liquidity Risk Management (continued) 

Maturity analysis for financial liabilities: 

  Carrying  
Gross nominal 

inflow 
 Less than  1 to 3  3 months  1 to 5 

  amount  (outflow)  1 month  months  to 1 year  years 

2022             

Non-derivative liabilities:             

Deposits from banks $ 768,347 $ (772,047) $ (673,019) $ - $ (99,028) $ − 

Deposits from customers  1,557,670  (1,567,809)  (519,062)  (425,980)  (503,661)  (119,106) 

Issued financial guarantee contracts  −  −  −  −  −  − 

 $ 2,326,017 $ (2,339,856) $ (1,192,081) $ (425,980) $ (602,689) $ (119,106) 

             

Derivative liabilities:             

Held for risk management purposes $ 724 $ − $ − $ − $ − $ − 

Outflow  −  (1,367)  (1,367)  −  −  − 

Inflow  −  1,367    1,367   −  −  − 

 $ 724 $ − $ − $ − $ − $ − 

2021             

Non-derivative liabilities:             

Deposits from banks $ 753,295 $ (754,127) $ (552,295) $ (138,542) $ (63,290) $ − 

Deposits from customers  1,126,210  (1,131,143)  (420,304)  (204,246)  (419,883)  (86,710) 

Issued financial guarantee contracts  −  −  −  −  −  − 

 $ 1,879,505 $ (1,885,270) $ (972,599) $ (342,788) $ (483,173) $ (86,710) 

             

Derivative liabilities:             

Held for risk management purposes $ − $ − $ − $ − $ − $ − 

Outflow  −  (78,579)  (78,579)   −  −  − 

Inflow  −  78,579    78,579  −  −  − 

 $ − $ − $ − $ − $ − $ − 

           The Bank does not have financial liabilities with contractual maturity longer than five years. 
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3.   Risk Management Framework (continued) 

     (b)   Liquidity Risk Management (continued) 

The previous table shows the undiscounted cash flows of the Bank's non-derivative financial liabilities, 

including issued financial guarantee contracts, and unrecognized loan commitments on the basis of 

their earliest possible contractual maturity. For these non-derivative and derivative financial liabilities, 

the analysis shows their remaining contractual maturities. For issued financial guarantee contracts, the 

maximum amount of the guarantee is allocated to the earliest period in which the guarantee could be 

called. The Bank's expected cash flows on these instruments vary significantly from this analysis. For 

example, demand deposits from customers are expected to maintain a stable or increasing balance 

and unrecognized loan commitments are not all expected to be drawn down immediately. 

The gross nominal inflow (outflow) disclosed in the previous table represents the contractual 

undiscounted cash flows relating to derivative financial liabilities held for risk management purposes. 

The disclosure shows a net amount for derivatives that are net settled, but a gross inflow and outflow 

amount for derivatives that have simultaneous gross settlement, e.g., forward exchange contracts. 

To manage the liquidity risk arising from financial liabilities, the Bank holds a portfolio of liquid assets, 

comprising cash and cash equivalents and investment grade investment securities for which there is an 

active and liquid market. These assets can be readily sold to meet liquidity requirements which are also 

indicated by LCR. Hence, the Bank believes that it is not necessary to disclose a maturity analysis in 

respect of these assets to enable users to evaluate the nature and extent of liquidity risk. 
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3. Risk Management Framework (continued) 

     (c)   Market Risk Management 

     Qualitative disclosures 

Market risk is the risk that changes in market indices, such as interest rate, foreign exchange rates and 

credit spreads will affect the Bank's income or the value of its holdings of financial instruments. The 

objective of market risk management is to manage and control market risk exposures within acceptable 

parameters, while optimizing the return on risk. 

ALCO is responsible for the oversight of the Bank's market risk to ensure that overall and individual 

market risks are within the Bank's risk tolerance. The Market Risk Management Policy is subject to 

review by ALCO and approval by the Board. 

 

The market risks the Bank is exposed to include interest rate risk and foreign exchange risk. 

 

 

      Exposure to interest rate risk - non-trading portfolios 

The principal risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the 

future cash flows or fair values of financial instruments due to changes in market interest rates. Interest 

rate risk is managed principally through monitoring interest rate gaps and by having pre-approved limits 

for repricing bands. The Bank establishes the interest rate gap limits that are sufficient to support the 

normal operational requirements. ALCO is the monitoring body for compliance with these limits and is 

assisted by the Risk Management Department in its day-to-day monitoring activities. A daily report of 

the asset and liability positions against the respective gap limits is reviewed by the Treasury Department 

and any abnormalities are reported to Risk Management Department for further analysis and reporting. 

Periodically an interest rate gap report is submitted to the Board. 

 

The management of interest rate risk against interest rate gap limits is supplemented by monitoring the 

sensitivity of the Bank's financial assets and liabilities to the interest rate movements. The Bank performs 

a sensitivity analysis on a monthly basis to assess the effect of a hypothetical interest rate movement 

across the yield curves on both sides of the statement of financial position. Sensitivity limits are set to 

control the Bank's interest rate risk exposure from both earnings and economic value perspectives. The 

results of the interest rate sensitivity analysis are reported to ALCO and the Board on a regular basis.  
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3.    Risk Management Framework (continued) 

 

     (c)   Market Risk Management (continued) 

     Exposure to foreign exchange risk - non-trading portfolios 

Foreign exchange risk is the risk of loss due to adverse movements and volatilities in spot and forward 

currency rates. The Bank has exposure to foreign exchange risk on its foreign currency-denominated 

asset and liability positions. The Bank enters into spot and forward foreign exchange contracts on behalf 

of its customers and for its own account to manage its own currency exposures arising from the assets 

and liabilities denominated in foreign currencies. The Bank seeks to match closely its foreign currency-

denominated assets with corresponding liabilities in the same currencies. 

All foreign currency positions are managed within the limit approved by the Board. ALCO is the 

monitoring body for compliance with the limit and is assisted by the independent Risk Management 

Department in its day-to-day monitoring activities. The foreign currency positions is periodically reviewed 

by Treasury Department and the Risk Management Department, and submitted to ALCO. 

Overall foreign currency positions are managed by the Treasury Department, which will use derivative 

instruments to hedge the exposure to foreign exchange risk, when necessary.  
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3.   Risk Management Framework (continued) 

     (c)   Market Risk Management (continued) 

     Quantitative disclosures 

An analysis of the potential impact of an immediate and sustained 100-basis-point parallel increase or 

decrease in all yield curves worldwide on net interest income after tax and economic value of the 

Bank's portfolio, assuming no asymmetrical movement in yield curves and a constant financial position, 

is as follows: 

 

                                              2022                       2021 

  100-basis- 100-basis- 100-basis- 100-basis- 
  point point point point 
  parallel parallel parallel parallel 
  increase decrease increase decrease 
  in rates in rates in rates in rates 

 
Increase (decrease) in net  

interest income after tax               $    6,734     $ (6,734)       $ 5,521    $  (5,521)   
Increase (decrease) in  

economic value                           (623)         623            (12)          12  
 

 

 

This sensitivity analysis, which is based on a static interest rate risk profile of assets and liabilities at a 

specific time, is used for risk management purposes only. No loan prepayment is assumed and deposits 

without fixed maturity dates are assumed to be repriced on next day. Actual changes in the Bank's net 

interest income and economic value, resulting from the changes in interest rates may differ from the 

results of this sensitivity analysis. 

The Treasury Department uses investment securities, deposits with banks, deposits from banks and 

derivative instruments to manage the overall interest risk positions arising from the Bank's activities. 

      As at the reporting date, significant net currency exposures of the Bank are as follows: 

 

      2022   2021 

      

Foreign currency transactions:     

Net foreign currency exposure, long (short):     

 US$ $ 1,468  $ (41) 

 Chinese Yuan  (20)  (22) 

  HK$   233    246  
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3.    Risk Management Framework (continued) 

 

     (d) Operational Risk Management 

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with 

the Bank's processes, personnel, technology and infrastructure, and from external factors other than 

credit, market and liquidity risks, such as those arising from legal and regulatory requirements and 

generally accepted standards of corporate behavior. Operational risks arise from all of the Bank's 

operations. The Bank's objective of operational risk management is to identify, assess and monitor 

operational risk and, in particular, to comply with the relevant regulatory requirements. The Bank 

manages and mitigates the potential operational risk through a comprehensive supervision framework 

based on three lines of defense principle and adequate internal controls, which include segregation of 

duties and appropriate delegation of authority. Business departments/branches, acting as the first line 

of defense, are responsible for the operational risk management within its own business line and unit; 

compliance, risk management department and other specialized functional departments, acting as the 

second line of defense, are responsible for integrating or leading specific operational risk management. 

The Bank ensures that proper and prudent controls are in place in its information and technology 

system. During the course of the audit, Internal Audit, acting as the third line of defense, reviews the 

adequacy and execution of the Bank's policies and operational procedures. Internal Audit Reports, 

which set out any significant findings and implications accompanied with the recommendations of 

improvements on policies and operational procedures, in terms of internal controls, are issued to 

management and presented to the Audit Committee. 

 

The Board reviews and approves the policies for operational risk management. Operational Risk 

Management Committee is responsible for oversight operational risk management and is assisted by 

the Risk Management Department in establishing and implementing operational risk management 

framework. An operational loss data report is included in the Enterprise Risk Management report which 

is submitted to the Board periodically. 
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4. Remuneration Policy 

The Bank did not extend credit facilities to key management personnel, including directors, and their 

immediate relatives and companies controlled by or affiliated with them during the year. 

Apart from directors' fees, the Bank does not provide any other benefits to independent directors.  

Key management personnel include the senior management, which is composed of the Chief Executive 

Officer, two Senior Executive Vice Presidents, Chief Compliance Officer, and Chief Credit Officer of the 

Bank. Key management personnel also includes eight Directors of the Bank. The Chief Executive Officer 

is also the executive director of the Bank. 

Remuneration, both fixed and variable, of the Chief Executive Officer and Senior Executive Vice 

Presidents is determined and overseen by the parent bank in accordance with its group remuneration 

policy. 

Remuneration of the other senior management members is determined by the Chief Executive Officer 

and overseen by the Human Resources Department of the Bank. Along with all the other staff of the 

Bank, they are subject to a standardized performance appraisal system to determine their year-end 

bonus. 

There was no change to the remuneration policy, as well as process during the year. 

 

The only variable remuneration given to senior management personnel is the year-end bonus, which is 

based on the established performance appraisal system. No variable remuneration is given to Directors.

  

A breakdown of the amount of remuneration awards for the year is as follows:  

  

 (In thousands of CAD dollars) 

  2022          2021 

 
Cash-based and unrestricted: 

Fixed remuneration $ 1,661  $ 2,050 
Variable remuneration 355 394 

 

     $ 2,016  $  2,444 

 
 

 
 

5.  Leverage Ratio 
 
In connection with the 2014 Basel Committee on Banking Supervision Basel III Leverage Ratio Framework 
and Disclosure Requirement (the BCBS LR Framework), OSFI requires non-D-SIBs including this Bank to 
fully implement the disclosures starting January 1, 2015. The Bank’s leverage ratio is disclosed as below. 
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Industrial and Commercial Bank of China (Canada) 

Basel III Leverage Ratio Disclosure 

as at December 31 

(Amounts in thousands of Canadian Dollars, except percentage) 

  Item Leverage Ratio Framework 

     2022  2021 

On-balance sheet exposures 

1 
On-balance sheet items (excluding derivatives, SFTs 
and grandfathered securitization exposures but 
including collateral)  

2,777,729 2,288,913 

2 
Gross-up for derivatives collateral provided where 
deducted from balance sheet assets pursuant to the 
operative accounting framework (IFRS)  

0 0 

3 
(Deductions of receivable assets for cash variation 
margin provided in derivatives transactions)  

    

4 (Asset amounts deducted in determining Tier 1 capital)  (45) (69) 

5 
Total on-balance sheet exposures (excluding 
derivatives and SFTs) (sum of lines 1 to 4) 

2,777,684 2,288,844 

Derivative exposures 

6 
Replacement cost associated with all derivative 
transactions 

0 0 

7 
Add-on amounts for potential future exposure 
associated with all derivative transactions 

4,331 2,197 

8 
(Exempted central counterparty-leg of client cleared 
trade exposures)  

0 0 

9 
Adjusted effective notional amount of written credit 
derivatives  

0 0 

10 
(Adjusted effective notional offsets and add-on 
deductions for written credit derivatives)  

0 0 

11 Total derivative exposures (sum of lines 6 to 10) 4,331 2,197 

Securities financing transaction exposures 

12 
Gross SFT assets recognized for accounting purposes 
(with no recognition of netting), after adjusting for sale 
accounting transactions 

0 0 

13 
(Netted amounts of cash payables and cash receivables 
of gross SFT assets) 

0 0 

14 Counterparty credit risk (CCR) exposure for SFTs 0 0 

15 Agent transaction exposures 0 0 

16 
Total securities financing transaction exposures 
(sum of lines 12 to 15) 

0 0 

Other off-balance sheet exposures 

17 Off-balance sheet exposure at gross notional amount 1,215,291 975,042 

18 
(Adjustments for conversion to credit equivalent 
amounts) 

(598,926) (474,079) 

19 Off-balance sheet items (sum of lines 17 and 18) 616,365 500,966 

Capital and Total Exposures 
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20 Tier 1 capital  405,060 377,385 

21 Total Exposures (sum of lines 5, 11, 16 and 19) 3,398,380 2,792,007 

Leverage Ratio 

22 Basel III leverage ratio 11.92% 13.52% 


