
Excerpts from Seven Canadian Banks’ Third Quarter Financial Report 

to Shareholders re. Alberta, energy and oil and gas1 

CWB 

Our outlook for the remainder of 2016 reflects expectations for ongoing credit stress and 

macroeconomic uncertainty within Alberta, primarily related to the impact of persistent low oil 

prices. Credit quality reflects strain within CWB’s small portfolio of oil and gas production loans, 

and the level of provisioning remains elevated compared to our historical experience. Outside of the 

oil and gas portfolio, credit quality has remained stable.  

Loan growth in Alberta and Saskatchewan has slowed compared to prior years due to the economic 

impact of low oil prices. Outstanding balances in Alberta fell 3% from the second quarter and we 

expect the trend of stronger relative growth in non-oil producing provinces to continue through the 

remainder of 2016. 

As we work with our clients through the challenging operating environment in Alberta and 
Saskatchewan, we continue to carefully monitor the entire loan portfolio across our geographic 
footprint for signs of weakness resulting from the first and second order impacts of lower oil prices. 
We are also carefully monitoring developments within the residential housing sector, with a 
particular focus on markets where a combination of rapid price escalation and regulatory change 
could impact pricing and the level of future activity. Although we expect periodic increases in the 
balance of impaired loans across the portfolio, we anticipate loss rates on impaired loans outside of 
oil and gas production lending to be consistent with our prior experience, where write-offs have 
been low as a percentage of impaired loans. This assumption is based on the expected combined 
positive impact of our disciplined underwriting, secured lending practices and proactive account 
management.  
 
Based on the results of stress tests simulating severe economic conditions in Alberta and 

Saskatchewan, in combination with very challenging economic conditions throughout the rest of 

CWB’s geographic footprint over a multi-year timeframe, we remain confident CWB will continue to 

deliver positive earnings for shareholders while maintaining financial stability and a strong capital 

position. 

Lending activity in British Columbia showed the highest growth in dollar terms on a year-over-year 

basis, followed by Ontario and Alberta. Loan growth within BC and Ontario accounted for more 

than three quarters of the increase from July 31, 2015, while Alberta accounted for less than one 

tenth of CWB’s year-over-year growth. Alberta now represents approximately 38% of CWB’s 

overall loan exposure by location of security, down from 50% in 2009 

Reduced housing sector activity and softer pricing is apparent in Alberta and Saskatchewan, and 

the combination of historically high price levels and sentiment related to potential economic 

headwinds caused by low energy prices could lead to further moderation of housing sector activity 

in these and other markets. 
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Alberta and Saskatchewan are currently assumed to be in recession and are generally expected to 

continue to underperform the rest of Canada over the near term. This is primarily based on the 

recognition of diminished resource-related activity resulting from persistent low oil prices. As such, 

loan growth in these two provinces is expected to remain slow through the remainder of 2016 as 

compared to the levels achieved in recent years. Approximately 80% of the current business of both 

CWB Maxium and CWB Franchise Finance is outside of Western Canada, and combined annual 

commercial lending originations from these sources are expected to exceed $500 million 

commencing in fiscal 2017. 

Total gross impaired loans within Alberta of $42.6 million at July 31, 2016 increased from $33.9 

million in the third quarter last year, and were down from $80.4 million in the prior quarter. Gross 

impaired loans within the oil and gas production lending portfolio totaled $17.2 million at July 31, 

2016, compared to $13.4 million in the third quarter last year and $53.8 million last quarter. There 

were no new oil and gas loans added to gross impaired loans this quarter. Total third quarter gross 

impaired loans from CWB’s equipment financing and leasing exposures were $35.7 million, 

relatively unchanged from the prior quarter, with approximately 50% of the balance represented 

by Alberta exposures. Impairments in this category one year ago were $22.5 million, with 

approximately 30% represented by Alberta exposures. 

Outlook for credit quality  
Credit quality outside of CWB’s portfolio of oil and gas production loans remains stable. However, 
recent loss rates related to impaired loans within the oil and gas portfolio have exceeded those 
experienced during prior economic cycles. As such, management continues to expect the annual 
provision to fall between 35 and 45 basis points as a percentage of average loans. As CWB works 
with clients through the challenging operating environment in Alberta, management continues to 
carefully monitor the entire loan portfolio for signs of weakness resulting from the first and second 
order impacts of lower oil prices. To date, no material impact has been evident.  
 
In view of the decrease from last quarter, gross impaired loans remain low as a percentage of total 

loans, with the current level of 0.49% comparing to a peak during the prior credit cycle of 1.68% in 

the second quarter of 2010. Partially due the extended period of economic weakness within 

Alberta, including the impact of the Fort McMurray wildfires on economic activity across the 

province, we expect periodic further increases in the balance of impaired loans across the portfolio; 

however, we anticipate loss rates on impaired loans outside of oil and gas production lending to 

reflect the combined positive impact of our disciplined underwriting, secured lending practices and 

proactive account management, and to be more consistent with our prior experience. 

Based on the results of stress tests simulating severe economic conditions in Alberta and 

Saskatchewan, in combination with very challenging economic conditions throughout the rest of 

CWB’s geographic footprint over a multi-year timeframe, management remains confident CWB will 

continue to deliver positive earnings for shareholders while maintaining financial stability and a 

strong capital position. This expectation is supported through stress tests which artificially increase 

the severity of CWB’s historical experience in several ways, including: the simultaneous application 

of 200% of CWB’s historical peak loss rates within each portfolio segment to all exposures within 

Alberta and Saskatchewan, including the recent loss rate related to oil and gas production loans; the 



simultaneous application of 100% of peak loss rates to all exposures in all other regions; an average 

2.00% net interest margin reflecting a persistent low interest rate environment, increased 

competition for core deposits and much higher levels of gross impaired loans; materially slower 

loan growth to reflect lower assumed levels of economic activity that may be attributed to 

protracted period of very low oil prices; and, all stressed conditions persisting over a three year 

period. The consolidated annual loss rate which results from these assumptions in each year of the 

stress test is approximately 65 basis points. 

 

RBC  

The Canadian economy is forecast to have contracted by an annualized rate of 1.5% in the second 
calendar quarter of 2016, following an increase of 2.4% in the first calendar quarter of 2016. The 
decline is largely attributable to the economic impact of the Fort McMurray wildfires, which halted 
oil production, destroyed over 2,000 buildings and displaced over 80,000 individuals. A decline in 
manufacturing activity within the transportation sector also contributed to the decrease as Japan’s 
earthquake in April resulted in supply chain interruptions. The national unemployment rate 
improved to 6.9% in July, compared to 7.1% in April, led by strength in B.C. and Ontario, despite the 
rise in Alberta’s rate to 8.6%. Housing starts in July were in line with the year-to-date average, 
which is the strongest since 2012; however, a decline in building permits points to some  
moderation in homebuilding in the second half of the year. On July 13, 2016, the Bank of Canada 
(BoC) maintained its overnight rate at 0.5%, stating that the fundamentals remain in place 
for a pickup in growth. Risks to the inflation outlook were seen as roughly balanced, although the 
BoC noted heightened uncertainty associated with the impact of the U.K.’s vote to leave the 
European Union (Brexit). The BoC also expressed concern regarding household indebtedness and 
rising housing prices in Vancouver and Toronto. In consideration of these factors, we expect growth 
of 1.3% in 2016, which is lower than our forecast of 1.8% from May 25, 2016 which did not take 
into account the impact of the Fort McMurray wildfires. The Canadian economy is expected to 
rebound in the second half of 2016 as oil production returns to normal levels, reconstruction 
related to the Fort McMurray wildfires begins, and government stimulus spending picks up.  
 
Since the fourth quarter of 2014, growth in Canada has moderated, with the economy expanding in 
the first calendar quarter of 2016 due to the recent recovery in global oil prices, strong export 
performance and consumer spending. However, the economy contracted in the second quarter of 
2016 due to the impact of the Alberta wildfires which temporarily halted oil production in the 
region, and a decline in manufacturing activity within the transportation sector due to the 
earthquake in Japan which resulted in supply chain interruptions. The U.S. economy has seen 
growth over the period, experiencing modest growth in the second calendar quarter of 2016 
boosted by robust consumer spending and offset by declines in business and residential 
investment. Global markets recovered swiftly after the initial shock from the U.K.’s vote to leave the 
European Union but the global economy continues to grow at a slow pace. For further details, refer 
to the Economic and market review and outlook section.  
 
GIL in Capital Markets increased $1,011 million, primarily due to higher impaired loans in the oil & 
gas sector reflecting the lower oil price environment 

 



Toronto Dominion Bank 

Beneath the national figures lie diverging regional performances, with healthy growth expected in 
British Columbia and Ontario. Conversely, the oil-producing regions such as Newfoundland and 
Labrador and Alberta continue to struggle with the fallout from low oil prices – made worse for 
Alberta by this year's wildfires. 
 

TD had $62.1 billion of consumer and small business outstanding exposure in Alberta,  
Saskatchewan, and Newfoundland and Labrador as at July 31, 2016, the regions most impacted by 
lower oil prices. Excluding real estate secured lending, consumer and small business banking drawn 
exposure represents 2% of the Bank’s total gross loans and acceptances outstanding. The Bank 
regularly conducts stress testing on its credit portfolios in light of current market conditions. The 
Bank’s portfolios continue to perform within expectations given the current level and near term 
outlook for commodity prices in this sector. TD expects such losses to be manageable given the 
Bank's relatively small exposure to the oil and gas sector. 

 

The counterparty-specific allowance increased $23 million, or 6%, compared with the third quarter 
last year primarily due to an increase in the oil and gas portfolio and the impact of foreign exchange 
offset by a decrease in the debt securities classified as loans portfolio. The collectively assessed 
allowance for individually insignificant impaired loans increased $51 million, or 11%, compared 
with the third quarter last year primarily due to the impact of foreign exchange, the U.S. strategic 
cards portfolio and the Canadian indirect auto portfolio. The allowance for incurred but not 
identified credit losses increased $525 million, or 19%, compared with the third quarter last year 
primarily due to volume growth, credit deterioration in exposures impacted by low oil and gas 
prices and the impact of foreign exchange. 
 

Bank of Nova Scotia 

Energy 
The Bank’s outstanding loan exposure to commercial and corporate companies in the energy sector 
was $16.1 billion as at July 31, 2016 (April 30,  2016 – $16.3 billion; October 31, 2015 – $16.5 
billion), reflecting approximately 3.3% (April 30, 2016 – 3.4%; October 31, 2015 – 3.5%) of the 
Bank’s  total loan portfolio. In addition, the Bank has related undrawn energy loan commitments 
amounting to $11.9 billion as at July 31, 2016 (April 30,2016 – $11.4 billion; October 31, 2015 – 
$14.3 billion). The increase in undrawn loan commitments is associated with the midstream sub-
sector. Exposure in the upstream and oil field services sub-sectors declined by $1.1 billion since 
April 30, 2016. Approximately 59% of the Bank’s outstanding energy loan exposure and associated 
undrawn commitments are investment grade, after taking into account the benefit of collateral and 
guarantees. As expected, retail delinquencies are tracking higher in Alberta. The outstanding loan 
exposures are primarily secured. The Bank continues to consider the impact of lower energy prices 
in its ongoing stress testing program. Results continue to be within our risk tolerance. 
 
Canadian output growth is rebounding, paced by Alberta’s resumption in crude oil shipments and 
the rebuilding of Fort McMurray after the devastating wildfires in early May. Modest job gains are 
helping to support consumer purchases and housing-related activity, although the slowdown in 
non-commodity exports is a large drag on overall output. 
 



Provision for credit losses declined $181 million from last quarter. The majority of the decline 
related to lower losses in the energy sector, which is consistent with our previously stated 
expectations that energy losses had peaked during the last quarter. 
 
Provision for credit losses 
Q3 2016 vs Q3 2015 
The provision for credit losses was $571 million, up $91 million or 19% across all business lines, 
net of higher acquisition-related benefits of $42 million.  The increase in provisions in Canadian 
Banking was primarily related to the growth in higher spread retail products. Higher Global 
Banking and Markets’ provisions were primarily related to energy exposures. International 
Banking’s increased provisions are mostly in the commercial portfolio.  
 
Q3 2016 vs Q2 2016 
The provision for credit losses was down $181 million or 24% mainly attributable to decreases in 
energy sector provisions in Global Banking and Markets and International Banking. Last quarter 
included an increase of $50 million in the collective allowance against performing loans. 
In Global Banking and Markets, the provision for credit losses was $210 million, up from $40 
million due to higher provisions in the energy sector. The provision for credit losses ratio was 34 
basis points compared to eight basis points.   
 
In Global Banking and Markets, net impaired loans increased to $423 million as at July 31, 2016, 
from $254 million as at April 30, 2016, due to a net increase in the primary metals and energy 
sectors. 
 
 
 

BMO- Bank of Montreal  
 
Disruptions in oil production caused by the Alberta wildfires have temporarily slowed growth but renewed 
output and rebuilding are now supporting the economic recovery. The United Kingdom’s decision to leave the 
European Union is not expected to have a material impact on Canada’s economy given limited 
trade between the two regions and the lack of an adverse response in financial markets. 
 
 
Improved oil prices should encourage a partial recovery in Alberta and Newfoundland & Labrador 
next year. There were lower net securities gains in both businesses. Provisions for credit losses 
of $37 million increased by $23 million, primarily due to higher oil and gas provisions. 

Canadian economic growth is expected to pick up from an estimated 1.2% in 2016 to 2.0% in 2017 
in response to firmer oil prices, increased federal infrastructure spending and a still-low Canadian 
dollar. Tempering the expansion will be continued weakness in investment in the oil-producing 
regions, though this should improve as oil prices recover. Disruptions in oil production caused by 
the Alberta wildfires have temporarily slowed growth but renewed output and rebuilding are now 
supporting the economic recovery. The United Kingdom’s decision to leave the European Union is 
not expected to have a material impact on Canada’s economy given limited trade between the two 
regions and the lack of an adverse response in financial markets. GDP growth is expected to 
improve in most provinces this year, supported by rising exports and stable consumer spending 
growth. Exports have pulled back recently but should remain well supported by an upturn in the 
U.S. economy and a low-valued Canadian dollar. Despite elevated household debt levels, 



Canadian motor vehicle sales remain near record highs. House prices continue to accelerate in the 
Vancouver and Toronto regions, raising concerns of a correction. British Columbia should continue 
to lead the nation’s economy with 3.0% growth in 2016, while Ontario is expected to take second 
spot with growth of 2.6%. Improved oil prices should encourage a partial recovery in Alberta and 
Newfoundland & Labrador next year. Continued modest job growth should keep the unemployment 

rate steady at around 7% in 2016. 

 

BMO Capital Markets provisions of $37 million increased $23 million primarily due to higher oil 
and gas provisions. 
 

Total Gross Impaired Loans (GIL) increased from $2,165 million a year ago primarily due to 
increased BMO Capital Markets GIL related to the oil and gas sector, partially offset by lower GIL in 
U.S. P&C. 
Provision for credit losses increased $61 million primarily due to higher oil and gas provisions 

 
Pages 76 and 77 of BMO’s 2015 Annual Report provide enhanced disclosure relating to select 
financial instruments that, commencing in 2008 and based on subsequent assessments, markets 
regard as carrying higher risk, including information on sectors of interest: oil and gas and mining. 
BMO’s oil and gas outstanding loans continue to be approximately 2% and loans in respect of the 
mining sector continue to be less than 1% of total loans. Readers are encouraged to review that 
disclosure to assist in understanding the nature and extent of BMO’s exposures. 
 

CIBC 

Canada’s economy saw a set-back in the second quarter from a pull-back in exports, continued 
weakness in business capital spending and disruptions from the wildfire in the Fort McMurray, 
Alberta area. A rebound in the remainder of the year will still leave annual growth only marginally 
above 1%. The Canadian dollar and short-term interest rates are expected to stabilize, while global 
events, including the recent referendum results in the U.K. supporting their withdrawal from the 
European Union, have long-term interest rates sitting at very low levels. Retail and Business 
Banking should see steady growth in consumer credit as interest rates stay low. Business credit 
demand should remain healthy, with ongoing growth in the demand for working capital. Credit 
quality should remain healthy overall, despite an erosion in the energy-producing provinces. 
A stabilization in commodity prices and a gradual improvement in expectations for future global 
growth should support equity-related business in Capital Markets and Wealth Management, and 
Capital Markets should see continued strength in the issuance of government debt, in part to cover 
deficits in the energy-producing provinces 
 
Fort McMurray wildfire 
In May 2016, a wildfire in the Fort McMurray, Alberta area resulted in the evacuation of more than 
100,000 residents, and the destruction of approximately 2,400 homes. CIBC has taken a number of 
steps to help affected clients and employees through this difficult time. Our drawn exposure to the 
Fort McMurray area is approximately $1.6 billion, with insured and uninsured mortgages  
accounting for $1.1 billion and $0.3 billion, respectively, of the total. We continue to monitor the 
related impact on our credit portfolio, and at this point, we do not anticipate any significant losses. 



In Capital Markets, the provision was down due to lower losses in the oil and gas sector, partially 
offset by the losses in our exited European leveraged finance portfolio noted above. In Corporate 
and Other, the provision was down as the prior quarter included an increase in the collective 
allowance, shown as an item of note, primarily relating to deterioration in the commodities sector 
and the current economic conditions.  
 

National Bank of Canada 

No mention of Alberta  

 
 For the first nine months of 2016, the Bank’s net income totalled $949 million compared to $1,272 

million in the same nine-month period of 2015, and its nine-month diluted earnings per share stood 

at $2.51 versus $3.56 in the same period of 2015, essentially as a result of a $183 million, net of 

income taxes, sectoral provision for credit losses recorded for oil and gas producers and service 

companies in the second quarter of 2016. Excluding the sectoral provision and specified items, the 

Bank’s net income for the nine months ended July 31, 2016 totalled $1,333 million, up 5% from 

$1,265 m. 

  
(2) During the nine months ended July 31, 2016, a $250 million ($183 million net of income taxes) 
sectoral provision for credit losses was recorded for producers and service companies in the oil and 
gas sector  
 
 

 

 


