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Basel III Pillar 3 Disclosures 

This document represents the Pillar 3 disclosures for DirectCash Bank (the “Bank”) as at June 30, 2019 
pursuant to the Office of the Superintendent of Financial Institutions’ (“OSFI”) requirements.  This report 
is unaudited. 

I. Capital Adequacy 

OSFI requires banks to measure capital adequacy in accordance with guidelines for determining risk 
adjusted capital and risk-weighting assets. The Bank complies with the Basel III framework.  

Risk Based Capital Ratio 2019 
Q2 

2019 
Q1 

Assets     
Total Assets  $    58,943,125   $    66,188,381  
      
Basic Indicator Approach     
Charge for Operational Risk        13,913,512         12,280,474  
Charge for Credit Risk 17,349,951       18,483,135 
 Total Risk Weighted Assets  $    31,263,463   $    30,763,609  
      
Regulatory Capital  $     8,762,772  $     10,257,445 
      
Total Risk Based Capital Ratio 
Tier 1 Risk Based Capital Ratio 

28.03% 
28.03% 

33.3% 
33.3% 

 

The Bank has used the basic indicator approach to determine operational risk which calculates 
operational risk to be 15% of the Bank’s three-year average annual income multiplied by 12.5. This is a 
permitted approach under the Basel III framework.  

The Bank has taken a charge for credit risk. This amount is calculated as 20% of the Bank’s cash and 
securities held with Canadian deposit-taking institutions and 100% of the Bank’s remaining assets.   

The Bank’s total risk-based capital ratio is 28.03% as at June 30, 2019 which is compliant with OSFI’s 
ratios and the Bank’s internal targets. 

The Bank has adopted and reported using the new Leverage Requirements (LR) report to OSFI effective 
Q1 – 2015. The bank’s leverage ratio is 14.87% as at June 30, 2019 which is compliant with OSFI’s ratios 
and the Bank’s internal targets. The Bank’s Leverage Ratio is calculated by dividing total Tier 1 Capital by 
total assets.  
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Leverage Ratio 2019 
Q2 

2019 
Q1 

Assets     
Total Assets  $    58,943,125   $    66,188,381  
      
Capital     
Common Shares         5,500,000          5,500,000  
Retained Earnings 3,262,772          4,757,445  
Total Tier 1 Regulatory Capital  $     8,762,772   $     10,257,445  
      
Leverage Ratio 14.87% 15.5% 

 

Capital is managed in accordance with policies and plans that are regularly reviewed and approved by 
the Board of Directors and take into account forecasted capital needs. The goal is to meet or exceed 
minimum regulated capital, protect individual and corporate deposits and provide capacity for internally 
generated growth. 

II. Basel III Capital Disclosure 

The Basel Committee on Banking Supervision has published the Basel III rules supporting more stringent 
global standards on capital adequacy and liquidity (Basel III). OSFI has implemented the Basel III rules for 
Canadian banks and has issued guidance and advisories on its implementation plan for all Canadian 
financial institutions on an accelerated basis. Significant changes under Basel III that are most relevant 
to the Bank include additional capital buffers and new requirements for levels of liquidity and new 
liquidity measurements.  

Management believes that the transition to Basel III will not significantly impact the Bank as the Bank’s 
equity consists solely of tier 1 components (common shares and retained earnings). As a result, there 
will be no phasing-out of non-qualifying regulatory capital instruments or phasing-in of regulatory 
adjustments. In addition, the strengthening of the risk weights for several asset categories will not affect 
the Bank due to its conservative investment policies, and the fact that there is no loan portfolio in the 
Bank. Pro forma Basel III calculations for the Bank confirm that the Bank will comply with Basel III’s new 
minimum capital ratios for the next 5 years.  Management also believes that the Bank will exceed the 
regulatory Basel III capital targets.  
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Description of the Bank 

Founded in 2007, DirectCash Bank (the “Bank”) is a Schedule 1 Canadian chartered bank. It was issued 
its letters patent of incorporation on October 3, 2007 and was granted its Order to Commence and Carry 
on Business on January 24, 2008 pursuant to the Bank Act (Canada). The Bank’s registered head office is 
located at 736 Meridian Road NE, Calgary, Alberta, T2A 2N7.  

The Bank’s mission is to provide innovative payment and banking solutions to its clients. The Bank works 
closely with its clients, providing personalized service and customized programs that deliver increased 
value and diverse financial and payment solutions to its clients. DCBank is a deposit taking financial 
institution, which provides deposit accounts and banking services to individual and corporate clients. 
The Bank does not engage in any lending activities. 

 
III. Risk Summary 

The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s risk 
management framework.  

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 training and management standards and 
procedures, aims to develop a disciplined and constructive control environment, in which all employees 
understand their roles and obligations.  

The Conduct Review and Risk Policy Committee and the Audit Committee are responsible for monitoring 
compliance with the Bank’s risk management policies and procedures, 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 undertakes an annual review, the results of 
which are reported to the Audit Committee. 

a. Counterparty/Concentration risk 

The bank uses a variety of single source counterparties for things such as technology, settlement 
and access to certain payment services. A disruption in these outsourcing arrangements could 



 

 

Public Capital Disclosure Report  7 June 30, 2019 

 

have a material impact on the Bank’s ability to continue offering the same service to the Bank’s 
clients. 

b. Market risk 

Market risk is the risk of a loss resulting from changes in interest rates and market prices and 
volatilities that arise from the Bank’s funding and investment activities. The Bank does not engage 
in any foreign exchange or trading activities. As such, the Bank’s principal risk arises from interest 
rate risk. 

a.  Interest rate risk 

The Bank does not currently pay interest on its deposit accounts and does not engage in any 
lending which eliminates its exposure to interest rate spread fluctuations. However, the Bank’s 
interest income could be negatively impacted by declines in interest rates earned on short term 
investments. Deposits are due on demand. 

c. Liquidity risk 

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations from its 
financial liabilities. 

The Bank’s approach to managing liquidity is to ensure that it will always have 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 Bank’s cash and short-term 
investments exceed its financial liabilities. 

d. Reputational risk 

Reputational risk is the impact on the Bank’s earnings and capital arising from negative public 
opinion; thereby affecting the Bank’s ability to establish new relationships or continue servicing 
existing customers. The Bank’s value is only minimally exposed by reputational risk. Exposure from 
reputational risk is expected to remain low in the foreseeable future; however, the Bank 
continues to exercise an abundance of caution to effectively monitor these risks. 

e. Litigation risk 

The Bank has litigation risk arising from its prepaid card agreements with end users, its program 
manager agreements, its agency agreements as well as various other agreements with third 
parties.  

f. Regulatory risk 

Regulatory risk includes the risk of non-compliance with the regulatory requirements facing the 
Bank and the risk of changing regulations. Regulatory risks may have an adverse impact on the 
Bank’s ability to operate in accordance with its business plan and strategies, may result in 
increased costs, penalties or sanctions borne by the Bank to comply with such amended 
regulatory requirements.  
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IV. Capital Structure 

The Bank’s regulatory capital is comprised of share capital and retained earnings (Tier 1 Capital). In 
accordance with the Bank’s letters patent of incorporation, the Bank’s initial share capital is $5,500,000. 
As at June 30, 2019, the Bank’s total capital is $8,762,772.  

V. Statement of Risk Appetite 

The Bank has a low tolerance for risk and its risk tolerance is reviewed quarterly by management and 
the board of directors. 

VI. Remuneration 

Key management personnel (which comprised of senior executive officers and directors) receive 
compensation in the form of short-term employee benefits.  For the year ended December 31, 2018 the 
Bank has paid out executive personnel remuneration of $1,026,747 plus $89,430 of other short-term 
employee benefits (2017 - $1,107,024 and $126,003, respectively).  As at December 31, 2018 key 
management personnel had deposits of $195,057 outstanding with the Bank (2017 - $155,012). 


