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CANADIAN TIRE BANK
BASEL III PILLAR 3 DISCLOSURES
As at December 31, 2017
1. SCOPE OF APPLICATION
Basis of preparation
This document represents the Basel III Pillar 3 disclosures for Canadian Tire Bank (“the Bank”). The Basel III Pillar 3 disclosures included herein are made solely to meet the Office of the
Superintendent of Financial Institutions Canada ("OSFI") November 2007 requirements regarding the Basel Committee on Banking Supervisions update on “Basel II: International
Convergence of Capital Measurement and Capital Standards: A Revised Framework – Comprehensive Version,” and “Basel III: A Global Regulatory Framework for More Resilient Banks and
Banking Systems”. The amounts disclosed in the tables below are the balance sheet carrying amounts included in the consolidated financial statements of the Bank prepared in
accordance with International Financial Reporting Standards (“IFRS”) and using the accounting policies described therein. The amounts are presented on an all-in basis, unless otherwise
disclosed.
The Basel III capital adequacy framework prescribed by OSFI is applied to the consolidated operations of the Bank, which include the Bank and a structured entity, Glacier Credit Card Trust
(“GCCT”). The Bank is a wholly owned subsidiary of CTFS Holdings Limited (“CTFS Holdings”), itself a subsidiary of Canadian Tire Services Limited, formerly Canadian Tire Financial Services
Limited, (“CTS”) which owns eighty percent of the common shares of CTFS Holdings. CTS is a wholly owned subsidiary of Canadian Tire Corporation, Limited (“CTC”). The Bank is not
considered a Domestically-Systematically Important Bank (D-SIB) by OSFI.
The Bank engages primarily in the business of originating, financing and managing credit card and other loans receivable and accepting deposits in high-interest savings accounts, including
tax free accounts and guaranteed investment certificates. In addition, the Bank provides credit card settlement services to Canadian Tire affiliates and markets a variety of financial and
insurance products to Canadian Tire customers.
This report is unaudited and is reported in thousands of Canadian Dollars, unless otherwise disclosed.
In December 2017, the Bank undertook a detailed review of its accounting policy relating to interest accruals on revolving credit card balances. As a result of this review, the Bank has
recorded an adjustment to the opening balances of loans receivable, deferred income taxes and retained earnings that relate to the prior period. As a result, the Bank’s capital and
leverage ratios as at December 31, 2016 increased to 17.9% and 14.5% respectively.
Transferability of capital
The Bank's capital is funded by its own capital issuance and profit retention. As part of its capital management process, the Bank seeks to maintain a prudent level of capital that supports
its planned business growth and regulatory requirements.

3

CANADIAN TIRE BANK
BASEL III PILLAR 3 DISCLOSURES
As at December 31, 2017
Risk Management Framework
The Board of Directors has oversight responsibility for the Bank’s risk management framework. The Bank has established the below committees in order to identify and monitor existing
and emerging risks faced by the Bank, set out the appropriate controls and risk limits, and establish processes for monitoring adherence to these limits.






Audit and Risk Management Committee (“A&RM”),
o Responsible for oversight of the Bank’s financial statements, financial reporting processes and the quality of its financial reporting including the accounting principles,
significant judgments and disclosures.
o Responsible for oversight of the risk management functions of the Bank with the assistance o f and reporting by the Chief Risk Officer.
o Responsible for approving appropriate and prudent risk management policies (including tolerance limits) to mitigate business risks. This includes but is not limited to
approving the Bank’s Risk Appetite Framework.
Asset Liability Management Committee (“ALCO”),
o Provides management of the Bank’s balance sheet and oversees management of the Asset Liability Management (“ALM”) Risks.
o Develop policies (including limits) for management of the ALM Risks for approval by A&RM, and monitor compliance with those policies.
Cross – functional Risk Committee (“CRC”)
o Provides overall leadership, vision and direction of CTB’s Enterprise Risk Management (“ERM”) Program.
o Review regular risk management reports describing outstanding risks issues and risk mitigation activities.

2. CAPITAL STRUCTURE
OSFI’s regulatory capital guidelines under Basel III allow for two tiers of capital. Common Equity Tier 1 (“CET1”) capital includes common shares, retained earnings and accumulated other
comprehensive income, less regulatory adjustments which are deducted from capital. The Bank currently does not hold any additional Tier 1 or Tier 2 capital instruments. Therefore, the
Bank’s CET1 is equal to its Tier 1 and Total regulatory capital. The regulatory capital below and capital ratios in Note 3 are presented on an “All-in” basis. Regulatory capital and capital
ratios on a “Transitional” basis are presented in Note 16.
CET1, Tier 1 and Total regulatory capital
2017
Share capital

2

$

431,631

2016

1

$

431,631

Retained earnings
656,998
Accumulated other comprehensive income
9,392
Regulatory adjustments
(26,428)
CET1, Tier 1 and Total regulatory capital
$
1,071,593 $
1
Prior year’s numbers have been adjusted. For background, please refer to Note 1.
2
Share capital consists of 278,154,250 (2016 - 278,154,250) issued common shares, without par value.

544,745
(111)
(17,895)
958,371
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3. CAPITAL ADEQUACY
The Bank manages its capital under guidelines established by OSFI and uses both internal and regulatory minimum capital ratio targets to monitor its capital base. OSFI’s capital and
leverage guidelines measure capital in relation to credit, market and operational risks and provide an overall measure of the adequacy of an institution’s capital. The Bank has various
capital policies, procedures and controls, including an Internal Capital Adequacy Assessment Process ("ICAAP"), which it utilizes to achieve its goals and objectives. The ICAAP is reviewed
and approved by the Board of Directors annually. The Bank’s objectives include:



Providing sufficient capital to maintain the confidence of investors and depositors;
Being an appropriately capitalized institution, as measured internally, defined by regulatory authorities and compared with the Bank’s peers.

Capital and leverage ratios
The capital and leverage ratios are prescribed in OSFI’s Capital Adequacy Requirements and Leverage Requirements Guidelines. The capital ratios are defined as regulatory capital divided
by risk-weighted assets (“RWA”). The leverage ratio is defined as the all-in Tier 1 capital divided by the Leverage ratio exposure.
RWA includes: a credit risk component for all on- and off-balance sheet assets and financial instruments; an operational risk component based on a percentage of average risk-weighted
revenues; and a market risk component for assets held for trade. For the purpose of calculating RWA, securitization transactions are considered off-balance sheet transactions and
therefore securitization assets are not included in the RWA calculation. Assets are classified as held for trade when they are held with trading intent.
The Bank uses the standardized approach for credit risk for all on-balance sheet portfolios, the current exposure method for off-balance sheet financial instruments, the basic indicator
approach for all components of operational risk, and the standardized approach for market risk. The Bank is not required to hold any capital in relation to market risk as the Bank does not
have assets classified as held for trade.
RWA
2017
RWA
Credit risk
Operational risk
Market risk
Total
1
Prior year’s numbers have been adjusted. For background, please refer to Note 1.

$

$

2016

3,952,020 $
1,828,355
5,780,375 $

1

3,668,008
1,700,036
5,368,045

The leverage ratio exposure is the sum of on-balance sheet exposures, derivatives exposures, securities financing transactions exposures, and off-balance sheet items. The components of
the leverage ratio exposure are presented in Note 17.
CET1, Tier 1, Total capital ratios, and leverage ratio
2016

2017

1

CET1, Tier 1 and Total regulatory capital ratio

18.5%

17.9%

Leverage ratio
1
Prior year’s numbers have been adjusted. For background, please refer to Note 1.

15.2%

14.5%

5

CANADIAN TIRE BANK
BASEL III PILLAR 3 DISCLOSURES
As at December 31, 2017
As at December 31, 2017 and 2016, the Bank complied with all regulatory capital guidelines established by OSFI and its internal targets as determined by its ICAAP for CET1, Tier 1, Total
capital ratios and the leverage ratio.

4. CREDIT RISK: GENERAL DISCLOSURES
Credit risk is the risk of financial loss resulting from the failure of a debtor, for any reason, to fully honour its financial contractual obligations to the Bank. This is the most significant risk
exposure faced by the Bank and arises principally from the Bank’s loans receivable.
Objectives, policies and processes
The objective of the Bank’s credit risk management program is to manage its risk within an appropriate tolerance and to maximize the overall return on the risks taken.
The Bank’s Credit Risk Management Policy establishes how the Bank manages credit risks incurred through its business activities. The Board of Directors have overall responsibility for the
Credit Risk Management Policy by ensuring that management has a framework and policies, processes and procedures in place to manage credit risks and that the overall credit risk
policies are complied with at the business transaction level. The Bank’s Credit Risk Management Policy is comprised of the following categories:






Approval Authorities
Risk Tolerance Limits
Credit Risk Identification
Credit Granting and Collection
Impaired Loans and Write-offs

Concentrations of credit risk
Concentrations of credit risk exist if a number of customers are engaged in similar activities, are located in the same geographic region or have similar economic characteristics such that
their ability to meet contractual obligations could be similarly affected by changes in economic, political or other conditions. Concentrations of credit risk indicate a related sensitivity of
the Bank’s performance to developments affecting a particular counterparty, industry or geographic location. The Bank uses sophisticated credit scoring models, monitoring technology
and collection modeling techniques to implement and manage strategies, policies and limits that are designed to control risk. Loans receivable are generated by a large and geographically
dispersed group of customers primarily within Canada. Current credit exposure is limited to the loss that would be incurred if all of the Bank's counterparties were to default at the same
time.
Risk measurement
The Bank maintains comprehensive procedures and information systems to effectively monitor and control the characteristics and quality of its credit portfolio. To ensure the Bank’s
credit granting, documentation and collection processes are followed correctly, the Bank maintains the following:





A credit rating system that defines risk-rating criteria and rates all credits individually according to those criteria
Portfolio characteristic monitoring
Credit review processes
Independent inspections of its credit portfolio to ensure compliance
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Credit risk by exposure type
2016

2017
Investment securities
Government debt securities
Bank and corporate debt securities
2
Loans receivable
Total
1
Prior year’s numbers have been adjusted. For background, please refer to Note 1
2
Net loans receivable before securitization

$

$

251,333
140,445
5,567,549
5,959,327

Less than
3 months

3 months
to 1 year

$

1

276,784
125,502
5,141,477
5,543,763

$

Credit risk by contractual maturity

Inves tment s ecuri ti es
Government debt s ecuri ti es
Ba nk a nd corpora te debt s ecuri ti es
Loa ns recei va bl e
Tota l
1

$

1

$

16,834
140,445
5,567,549
5,724,828

$

$

70,780
70,780

As at December 31, 2017
1 to 3
3 to 5
years
years
$

$

89,036
89,036

$

$

>5
years

74,683
74,683

$

$

Total
-

$

$

251,333
140,445
5,567,549
5,959,327

Net loans receivable before securitization

Past due loans
A loan is considered past due when a customer has not made the indicated payment by the contractual due date. The following table presents the carrying value of loans that are past
due. Credit card loans are written off when a payment is 180 days in arrears or when likelihood of collection is remote. No collateral is held against loans receivable.

Loa ns recei va bl e

$

1-30 days
227,418

As at December 31, 2017
31-90 days
> 90 days
$
77,572 $
63,567

$

Total
368,558
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Allowance for credit losses
Losses for impaired loans are recognized when there is objective evidence that the impairment of the loans has occurred. Impairment allowances are calculated on individual loans and on
groups of loans assessed collectively. Impairment losses are recorded as charges to net income. The carrying amount of loans receivable on the consolidated statement of financial
position is reduced through the use of its impairment allowance accounts. Losses expected from future events are not recognized.
The Bank considers evidence of impairment for loans receivable at both a specific asset and collective level. All individually significant loans receivable are assessed for specific
impairment. All individually significant loans receivable found not to be specifically impaired are then collectively assessed for any impairment that has been incurred but not yet
identified. Loans receivable that are not individually significant are collectively assessed for impairment by grouping together loans receivable with similar risk characteristics.
The Bank uses a roll rate methodology to calculate allowances for loans receivable. This methodology employs analysis of historical data, economic indicators and experience of
delinquency and default to estimate the amount of loans that will eventually be written off as a result of events occurring before the reporting date, with certain adjustments for other
relevant circumstances influencing the recoverability of the loans receivable. Default rates, loss rates and cash recoveries are regularly benchmarked against actual outcomes to ensure
that they remain appropriate.
Allowance for credit losses
2017
Al l owa nce for credi t l os s es , begi nni ng of yea r

$

Provi s i on for credi t l os s es

2016

106,956

$

298,936

111,542
293,724

Recoveri es

70,813

69,399

Wri te-offs

(365,608)

(367,709)

Al l owa nce for credi t l os s es , end of yea r

$

111,097

$

106,956
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5. CREDIT RISK: DISCLOSURES FOR PORTFOLIOS SUBJECT TO THE STANDARDIZED APPROACH
Credit ratings are obtained from three rating agencies - DBRS Limited (“DBRS”), Standard & Poor’s (“S&P”) and Moody’s Investor Service (“Moody’s”). Investment securities consist of
bank, corporate and government debt securities. Investment securities have risk-weightings from 0% to 100% based on their credit rating. Loans receivable primarily consist of credit card
loans and have a risk-weighting of 75%. Net securitization exposures are risk-weighted at 1250%. Off-balance sheet financial instruments consist of foreign exchange and interest rate
derivatives and are risk weighted from 20% to 100% according to their counterparty of their credit equivalent amount, which is determined by multiplying the notional amount by a credit
conversion factor specified by OSFI.
Risk-weighted assets by exposure type

Risk
Weighting
On-ba l a nce s heet a s s ets
Government debt s ecuri ti es
Ba nk a nd corpora te debt s ecuri ti es
Deri va ti ve i ns truments
Off-ba l a nce s heet fi na nci a l i ns truments
Forei gn excha nge deri va ti ves
Interes t ra te deriva ti ves

2017

2016

0%
20% - 100%
20% - 100%

$

28,089
4,283

$

25,100
3,926

100%
20%

$

687
500

$

995
800

6. CREDIT RISK: DISCLOSURES FOR PORTFOLIOS SUBJECT TO THE INTERNAL RATINGS-BASED APPROACH
The Bank does not have any portfolios subject to the Internal Ratings-Based Approach (“IRB”).

7. CREDIT RISK MITIGATION
Loans receivable consist of credit card and other loans receivable. The loans are unsecured and are not guaranteed. Investment securities are subject to the policies, procedures and
controls as described in Note 8.
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8. COUNTERPARTY CREDIT RISK
Counterparty credit risk is the risk that the counterparty to a transaction may default prior to the final settlement of the cash flows pertaining to that transaction. This may relate to
financial derivatives, securities financing transactions and long settlement transactions.
The Bank’s Credit Risk Management and Securities and Derivatives Policies establish how the Bank manages counterparty credit risks incurred through its business activities. The Board of
Directors has overall responsibility for the Credit Risk Management and Securities and Derivatives Policies by ensuring that management has a framework and policies, processes and
procedures in place to manage counterparty credit risks and that the overall counterparty credit risk policies are complied with at the business transaction level. The Bank is committed to
ensuring the preservation of capital and maintaining adequate liquidity to meet cash flow requirements. The Bank does not invest or enter into derivative transactions for speculative
purposes. Counterparty credit risk will be minimized by:





Setting minimum acceptable credit ratings for investments
Setting maximum group limits for related issuers
Limiting investments to higher credit quality fixed income securities with a maximum maturity of five years
Diversifying the portfolio so that potential losses on individual securities are minimized

Counterparty credit risk exposure

2017

2016

On-bal ance s heet expos ure
Government debt s ecuri ti es

$

Bank a nd corpora te debt s ecuri ti es
Deri va ti ve i ns truments

251,333

$

276,784

140,445

125,502

21,359

14,657

Off-ba l a nce s heet expos ure (noti onal a mount)
Forei gn exchange deri va ti ves
Interes t rate deri va ti ves

$

43,414
900,000

$

52,654
1,200,000
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9. SECURITIZATION
The Bank acts as originator and liquidity provider to its own originated securitizations. The Bank uses securitization to diversify funding sources and for capital efficiency purposes. The
Bank will also from time-to-time invest in third party high quality short term asset-backed commercial paper investment securities.
The consolidated financial statements include the financial statements of the Bank and GCCT as explained below. Strictly for the purpose of calculating RWA, securitization transactions
are considered off-balance sheet transactions and therefore securitization assets are not included in the RWA calculation. The Bank uses the standardized approach for securitization
exposures.
GCCT is a structured entity that was created to securitize the Bank’s credit card loans receivable. The Bank has transferred co-ownership interest in credit card loans receivable to GCCT,
but has retained the majority of the credit risk associated with the transferred assets. Since the Bank receives the majority of the benefits related to GCCT’s operations and net assets, the
Bank is exposed to risks related to GCCT’s activities and the Bank obtains the majority of the residual or ownership risk related to GCCT, the Bank consolidates GCCT and continues to
recognize these assets within loans receivable and the transfers are secured financing transactions. The associated liabilities secured by these assets, include the commercial paper notes
and term notes on the consolidated statement of financial position and are carried at amortized cost. The table below sets out the carrying amounts and fair values of the Bank’s
transferred credit card loan receivables and associated liabilities.

2017
Carrying value Fair value
Credi t card l oa ns recei va bl e tra ns ferred

$ 1,915,090

As s oci a ted l i a bi l i ti es
Net pos i ti on

$ 1,915,090

1,910,458
$

4,632

2016
Carrying value Fair value
$ 1,988,968

1,903,261
$

11,829

$ 1,988,968

1,985,017
$

3,951

2,016,971
$

(28,003)

For legal purposes, the co-ownership interests in the Bank’s receivables that are owned by GCCT have been sold at law to GCCT and are not available to the creditors of the Bank.
The Bank has not identified any factors arising from current market circumstances that could lead to a need for the Bank to extend liquidity and/or credit support to GCCT over and above
the existing arrangements or that could otherwise change the substance of the Bank’s relationship with GCCT. There have been no changes in the capital structure of GCCT since the
Bank’s assessment for consolidation.
Commercial paper notes
The asset-backed commercial paper notes are short-term notes issued by GCCT as financing for the 1997-1 series securitization deal. These commercial paper notes have varying original
maturities of 364 days or less at interest rates fixed at the time of each renewal. The notes may bear interest payable at maturity or be sold at a discount and mature at face value.
Commercial paper notes issued by GCCT are recorded at amortized cost.
Series 1997-1 notes will be repaid either through the application of collections distributed to GCCT in respect of the series 1997-1 ownership interest or by issuing replacement notes and
applying the proceeds to repay existing notes, or some combination of the two. The series 1997-1 notes will also be subject to early repayment if any of the events listed below occur.
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Term notes
Term notes are made up of senior notes and subordinated notes issued by GCCT with an original maturity of three to five years.
Expected Repayment
Date
Seni or Notes
Seri es 2012-1
Seri es 2012-2
Seri es 2013-1
Seri es 2014-1
Seri es 2015-1
Seri es 2016-A
Seri es 2017-1

Ma y 20, 2017
October 20, 2017
November 20, 2018
September 20, 2019
September 20, 2020
October 12, 2019
September 20, 2022

Coupon Interest
Rate
2.807%
2.394%
2.755%
2.568%
2.237%
Va ri a ble
2.048%

2017
$

$
Subordi na ted notes
Seri es 2012-1
Seri es 2012-2
Seri es 2013-1
Seri es 2014-1
Seri es 2015-1
Seri es 2017-1

Ma y 20, 2017
October 20, 2017
November 20, 2018
September 20, 2019
September 20, 2020
September 20, 2020

3.827%
3.174%
3.275%
3.068%
3.237%
3.298%

$

$
Tra ns a ction cos ts

$
$

2016

250,000
472,500
465,000
1
523,600
1,711,101

$

14,551
27,500
35,000
36,400
113,451

$

$

200,000
400,000
250,000
472,500
465,000
1
1,787,501

$

11,640
23,281
14,551
27,500
35,000
111,972

(4,711) $
1,819,841 $

(4,003)
1,895,470

Asset-backed series senior and subordinated notes issued by GCCT are recorded at amortized cost. Transaction costs related to the issuance of the notes are netted against the carrying
value of the notes and amortized over the expected life of the notes as part of the interest expense.
Subject to the payment of certain priority amounts, the series senior notes have recourse on a priority basis to the related series ownership interest. The series subordinated notes have
recourse to the related series ownership interests on a subordinated basis to the series senior notes in terms of the priority of payment of principal and interest. The series notes, together
with certain other permitted obligations of GCCT, are secured by the assets of GCCT. The entitlement of note holders and other parties to such assets is governed by the priority and
payment provisions set forth in the GCCT Indenture and the related series supplements under which these series of notes were issued.
Repayment of the principal of the series 2012-1, 2012-2, 2013-1, 2014-1, 2015-1, 2016-A, and 2017-1 notes is scheduled to commence and be completed on the expected repayment
dates indicated in the preceding table. Following repayment of principal owing, and in some circumstances interest, under the series senior notes, collections distributed to GCCT in
respect of the related ownership interests will be applied to pay principal owing under series subordinated notes.
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Principal repayments may commence earlier than these scheduled commencement dates if certain events occur, including:
a)
b)
c)

The Bank failing to make required distributions to GCCT, or failing to meet covenant or other contractual terms;
The performance of the receivables failing to achieve set criteria; and
Insufficient receivables in the pool.

None of these events have occurred for the years ending December 31, 2017 and 2016.

10. MARKET RISK: STANDARDIZED APPROACH
Market risk is the risk of loss that may arise from changes in market factors such as interest rates and foreign exchange rates.
Objectives, policies and processes
It is the Bank’s objective to effectively and efficiently manage its consolidated statement of financial position in order to maximize shareholder value within risk limits established in the
Asset Liability Management Policy. This policy dictates foreign exchange risk limits and accountability and reporting requirements on these risks.
The Asset Liability Management Policy dictates interest rate and foreign exchange risk limits. The Bank’s principal risk arises from interest rate risk (discussed in Note 14) and foreign
exchange risk. Interest rate contracts are used to hedge future securitization transactions that are expected to be completed within the next five years. Foreign exchange contracts are
used to hedge contractual commitments in a foreign currency.
The Asset Liability Management Policy dictates the following foreign exchange risk limits in the Bank:




Approved currencies are restricted to Canadian dollars and United States dollars (“USD”).
Maximum maturity of foreign exchange contracts is 18 months. The Bank’s President can approve hedges greater than 18 months provided a contractual commitment in a
foreign currency exists.
The foreign exchange hedge limits are:

Hedge a minimum of 75% of the forecast foreign exchange requirements for the period one to six months forward.

Hedge a minimum of 25% and a maximum of 75% of the forecast foreign exchange requirements for the period seven to 12 months forward.

Hedge a maximum of 50% of the forecast foreign exchange requirements for the period 13 to 18 months forward.

The standardized approach is used for the market risk component for assets held for trade. Assets are classified as held for trade when they are held with trading intent. The Bank does
not have assets classified as held for trade nor does it hold any derivative financial instruments for speculative purposes. Therefore the Bank is not required to hold any capital in relation
to market risk.
The Bank is in compliance with its foreign exchange risk limits as at December 31, 2017 and 2016.

11. MARKET RISK: INTERNAL MODELS APPROACH
The Bank does not use the internal models approach (“IMA”) for trading portfolios.

12. OPERATIONAL RISK
The Bank uses the basic indicator approach for operational risk. Operational risk is based on a percentage of average risk-weighted revenues.
13
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13. EQUITIES
The Bank holds equity investments that are recorded at $nil cost as the shares were awarded at no cost, are not quoted in an active market and their fair value cannot be reliably
measured.

14. INTEREST RATE RISK
Interest rate risk reflects the Bank’s financial sensitivity to movements in interest rates. Interest rate exposure may produce favourable or unfavourable effects depending on the nature of
the exposure, and the direction and volatility of interest rate fluctuations. Interest rate exposure is affected by the interest rate sensitivity of assets and liabilities.
Objectives, policies and processes
It is the Bank’s objective to effectively and efficiently manage its consolidated statement of financial position in order to maximize shareholder value within risk limits established in the
Asset Liability Management Policy. This policy dictates interest rate risk limits and accountability and reporting requirements on this risk.
The Asset Liability Management Policy dictates the following interest rate risk limits for a plus or minus 200 bps parallel shift in interest rates in the Bank:



Projected net interest income may decline by no more than 6%
Net economic value of equity (“EVE”) may decline by no more than 12%

EVE is defined as the present value of assets less the present value of liabilities.
The following table provides the projected impact of a 200 bps decrease or increase in interest rates.

2017
Net Interes t Income
Net Economi c Va l ue of Equi ty

Limit
-6%
-12%

-200 bps
0.6%
-1.7%

2016
+200 bps
-1.3%
4.8%

-200 bps
0.5%
-0.9%

+200 bps
-1.4%
6.1%
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15. LIQUIDITY AND FUNDING RISK
Liquidity and funding risk is the risk that the Bank may be unable to generate or obtain sufficient cash or its equivalent in a timely and cost-effective manner to meet its commitments as
they come due.
Objectives, policies and processes
It is the Bank’s objective to ensure the availability of adequate funds by maintaining a strong liquidity management framework and to satisfy all applicable regulatory and statutory
requirements. The Asset Liability Management Policy dictates liquidity and funding limits and requires the establishment of an annual Liquidity and Funding Plan which includes risk
measurement methodologies, scenario analysis, stress testing and also provides roles, responsibilities and key actions in managing a liquidity crisis. Stress tests are conducted on a regular
basis for a variety of bank-specific and market-wide stress scenarios to identify sources of potential strain, to measure the impact on funding requirements and to ensure that current
exposures remain in accordance with the Bank’s established liquidity and funding risk tolerance. Stress test scenarios include disruption to the securitization funding market, immediate
terminations within broker deposits, unexpected and persistent withdrawals of retail deposits, and balance sheet growth greater than forecast.
The liquidity coverage ratio prescribed by OSFI’s Liquidity Adequacy Requirements Guideline provides an overall measure of the adequacy of an institution’s liquid assets to offset net cash
outflows over a 30 day period that could occur under an acute short term stress scenario.
The Asset Liability Management Policy dictates that the Bank must maintain a minimum liquidity coverage ratio of 110% (2016 – 110%).
The Bank’s liquidity coverage ratio at December 31 was 129% (2016 – 133%).
The Bank assesses the adequacy of its liquidity position by analyzing its current liquidity position, present and anticipated funding requirements, and alternative sources of funds. Future
cash inflows and outflows as well as the above noted ratio are forecast daily.
The Bank maintains a variety of funding sources to reduce the concentration risk from any one source. The Bank’s funding sources include cash from operations, securitization of credit
card loans receivable, broker deposits, retail deposits, intercompany borrowings, and committed credit facilities.
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16. MODIFIED CAPITAL DISCLOSURES
The following summarizes the Bank’s interim transitional and all-in capital Basel III Pillar 3 disclosures as at December 31, 2017 and 2016.
2017
All-in
Basis
Common Equity Tier 1 Capital: Instruments and Reserves
Directly issued qualifying common share capital (and equivalent for non-joint stock companies) plus related
1 stock surplus
$
2 Retained Earnings
3 Accumulated other comprehensive income (and other reserves)
6 Common Equity Tier 1 capital before regulatory adjustments
Common Equity Tier 1 capital: regulatory adjustments
28 Total regulatory adjustments to Common Equity Tier 1
29 Common Equity Tier 1 capital (CET1)
$
Additional Tier 1 capital: instruments
36 Additional Tier 1 capital before regulatory adjustments
Additional Tier 1 capital: regulatory adjustments
43 Total regulatory adjustments to Additional Tier 1 capital
44 Additional Tier 1 capital (AT1)
45 Tier 1 capital (T1 = CET1 + AT1)
Tier 2 Capital: Instruments and Provisions and Regulatory Adjustments
51 Tier 2 capital before regulatory adjustments
Tier 2 capital: regulatory adjustments
57 Total regulatory adjustments to Tier 2 capital
58 Tier 2 capital (T2)
59 Total capital (TC = T1 + T2)
60 Total risk-weighted assets
Capital Ratios
61 Common Equity Tier 1 (as percentage of risk-weighted assets)
62 Tier 1 (as percentage of risk-weighted assets)
63 Total capital (as percentage of risk-weighted assets)
OSFI all-in target
69 Common Equity Tier 1 capital all-in target ratio
70 Tier 1 capital all-in target ratio
71 Total capital all-in target ratio
1
Prior year’s numbers have been adjusted. For background, please refer to Note 1.

2016
Transitional
Basis

431,631
656,998
9,392
1,098,021
(26,428)
1,071,593 $

All-in
Basis

$

1,075,158 $

-

$

$
$

1,071,593 $

1

Transitional
Basis

431,631
544,745
(111)
976,266
(17,895)
958,371 $
-

1,075,158 $

958,371 $

-

-

1,071,593 $
5,780,375 $

1,075,158 $
5,783,939 $

958,371 $
5,368,045 $

18.5%
18.5%
18.5%

18.6%
18.6%
18.6%

17.9%
17.9%
17.9%

7.0%
8.5%
10.5%

965,650

965,650

965,650
5,375,324
18.0%
18.0%
18.0%

7.0%
8.5%
10.5%
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17. LEVERAGE RATIO
The following summarizes the Bank’s leverage ratio on an “all-in” basis in accordance with Basel III leverage ratio framework and disclosure requirements as at December 31, 2017.
2017

2016

1

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

$

2 (Asset amounts deducted in determining Basel III “all-in” Tier 1 capital)
3 Total on-balance sheet exposures (excluding derivatives and SFTs) (sum of lines 1 and 2)
Derivative exposures
4 Replacement cost associated with all derivative transactions (ie net of eligible cash variation margin)

6,089,458 $
(26,428)

5,667,298
(17,895)

$

6,063,030 $

5,649,404

$

21,359 $

14,657

5 Add-on amounts for PFE associated with all derivative transactions
Gross up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the operative accounting
6 framework

3,187

4,995

7 (Deductions of receivables assets for cash variation margin provided in derivative transactions)
8 (Exempted CCP-leg of client cleared trade exposures)
9 Adjusted effective notional amount of written credit derivatives
10 (Adjusted effective notional offsets and add-on deductions for written credit derivatives)
11 Total derivative exposures (sum of lines 4 to 10)
Securities financing transaction exposures

$

16 Total securities financing transaction exposures (sum of lines 12 to 15)
Other off-balance sheet exposures
17 Off-balance sheet exposure at gross notional amount

$

18 (Adjustments for conversion to credit equivalent amounts)
19 Off-balance sheet items (sum of lines 17 and 18)
Capital and Total Exposures
20 Tier 1 capital
21 Total Exposures (sum of lines 3, 11, 16 and 19)
Leverage Ratios
1

22 Basel III leverage ratio
Prior year’s numbers have been adjusted. For background, please refer to Note 1.

24,546 $

9,690,140 $
(8,721,126)

19,652
9,470,876
(8,523,788)

$

969,014 $

947,088

$

1,071,593 $

958,371

$

7,056,590 $

6,616,144

15.2%

14.5%
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18. REMUNERATION
The Bank follows the remuneration policies of its ultimate parent CTC. The Management Resources and Compensation committee of the CTC Board of Directors is responsible for the
oversight of CTC's compensation structure for senior management including salaries, annual and long-term incentive plans and plans involving share issuances and share unit awards.
Key management personnel compensation
2017
Sa l a ri es a nd other s hort-term empl oyee benefi ts
Other l ong-term benefi ts
Sha re-ba s ed pa yment tra ns a cti ons
Termi na ti on benefi ts
Di rectors fees , expens es a nd s ha re uni t pl a n

$

$

2,909
237
2,371
33
450
6,000

$

$

2016
3,166
296
3,291
470
7,223

In addition to their salaries, the Bank’s employees participate in the employee future benefit plan of CTC, which provides certain health care, dental care, life insurance and other benefits,
but not pensions, to employees upon retirement. Employees also participate in stock-based compensation plans operated by CTC.
Senior management also participate in a short-term incentive plan ("STIP") and long-term incentive plan ("LTIP") operated by CTC.
The objective of the STIP is to motivate and reward senior managers for the achievement of annual operating and financial goals. Evaluation of individual performance is based on the
achievement of established individual objectives that are aligned to key areas of strategic focus and are critical to the achievement of CTC's business strategy. In determining the payout
under the STIP plan, performance is measured against both financial and non-financial measures to avoid inappropriate risks.
The objective of the LTIP is to align the interests of senior managers with the achievement of CTC's long-term business objectives as well as with the interests of shareholders. LTIP is
awarded for achieving CTC consolidated operating earnings, same store sales, and relative total shareholder return targets over a three-year period.
Full details of CTC's compensation arrangements can be found in the Management Information Circular, available on the CTC Investor Relations website.
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