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The Bank’s Compass

As s public institution and a workplace, we take our bearings from
our commitment to Canadians, to excellonce, and to one anaother

Our commitment to
Canadians

To promaote the economic and
financial welfare of Conada, we

» conduct monetary policy ina
way that fosters confidence in
the value of money

« supply quality bank notes that
are readily accepted and secure
against counterfeiting

« promote the safety and efficiency
of Canadas financial system

» prowide efficient and effective
funds-management services

» communicate our objectives
openly and effectively and stand
aecountable for our actions

Our commitment
to excellence

Building on our strengths, we aim
Lo meet our commitment to
Canadians through performance
second o none among the central
banks of the warld,

W strive for excellence through
leading-edge research and analysis,
through partnerships within the
Bank and with outside organiza-
tions, and through

« innovation in all aspects of
our waork

» leadership that spurs us on to
O SUCCERS

« integrity in our business and in
our actions

+ diversity of people and ideas

Our commitment
to one another

We aim to achiove our best in o
workplace where we

« communicate clearly and openly
« share knowledge and experience
+ develop our talent and careers

« recognize those who live up to
our commilments

« respect one another and our lives
outaide work



I he Bank of Canadas commitment bo Canadians s bo contribabe fo
the economic well-boing of this countey, We are Canadas contril bank,
ref b o losws:

wikrking o presceve Lhe value of money by keeping

slable, and predictable; As the country s sole supplicr of bank notes,

we are responsibile for keeping Canndas currency secune. Wie promaoto

the safety and efficiency of the financial system. As the fede ral

e vt s hanko TR AN (Y il s wned pukbl Il
iovernment s hankoer, wie manaee mvernment onds anc pobdie odebl.
.1 R ek Teunm

W prowide banking services to commercial banks, other financia

insbitations, and foreien central banks,

I'his 15 where talented professionals conduct innovative research
and cxpertly manage the operition of ane of the world s most forwiard-
Isiking central banks. Wie share thal researnch and expertise with othaer

rpanizations theough o I | il L | s, AN W
orpganizations through domestic and international foroims. And wi
wikl K wilh others Do dmprove ecomormic cotddilions and linancial

avsbems, both in Canada and glohally,

We are committed to communicating (F[H Ii|_'. anid eflectively with
Canaduns, and woe stand aceountable [or our policy actions. T hat
mins continuous dialogae with the pablic, with market participunts,
and with Lhe business community. The Bank of Canadas actions affect

evervone, so we want Canadians to understand what we do and why

I'iiat i= swhat this publication s all aboul. This i the Bank of

Canadas slory
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How the Bank Works

What is a
central bank?

A central bank is the principal
monetary authority of a nation.
The key rale of the Bank of
Canada i to conduct the country's
monetary policy, which means
managing the flow of money and
eredit in the ecanomy, in order (o

preserve confidence in the value

of money.

As ancentral bank, the Bank of
Canada oversees the design,
printing, and distribution of
Canada’s paper curmency, or
Bink riotes, Coins ane produced
and distributed by the Roval
Canadian Mint

The Bank of Canada’s direct
customers are the federal
government, the chartered banks,
other financial institutions, and
foreign central banks, But the
Bank of Canada is accountable to
all Canadians.

Functions of the
Bank of Canada

The Bank of Canada’s mandate is
to promote Canada’s economic
and financial well-being. Our
operations are grouped into five
main functions: monetary policy,
currency, the financial system,
funds management, and retail

debt services.

Monetary policy

The ultimate objective of monetary
paolicy is to promote solid economic
performance and higher living
standards for Canadians, The best
way to achieve that objective is to
keep inflation low, stable. and
predictable. This gives Canadians
confidence in the future value of
their money, so that they can make
sound coonomic and financial
decisions. Low and stable inflation
alzo helps to prevent inflationary
“boom-and-bust” cyeles that

lead to painful recessions and

higher unemployment.

The cormerstone of Canadas
monetary policy framework is a
target for inflation-as measored by



the consumer price index-set
jointhy by the Bank of Canada and
the Governmient of Canada, The
Bank iz publicly committed to
keveping the trend of inflation at

2 per cent, the midpoint of a target

range of 1 to 3 per cent.

[he inflation target works hand in
hand with Cansda’s flexible
exchange rate. The exchange mte of
the Canadian dollar is determined
by the market and is influenced by
many factors, primarily coonomic
conditions in Canada and abroad,
world commadity prices, and

conditions in intermational LLLIETR Y

markels, A floating currency is a

key component of Canada’s
monitary policy frmmewaork,
||||,'||si||!_: the CCOTIMY .m:l:p_l-;r Lo
showcks, Meither the government
nor the Bank of Canwda targets any
particular level for the value of our
currency, belicving that this should

be determiined by market forces.

I'he Bank corries out its monetary
policy by influencing short-term
interest rates. It does this by
changing the target for the
overnight interest rate-the rate
financial institutions charge each
other for overnight loans, A change
in this target rate leads (o changes

in other interest riates and therefore

affects cveryone’s spending and
borrowing decisions. The target
rate g sl L'i.!.‘"!l.t tiries i VEAT, O a

Prc=A oL o] sehiedile,

T'he combination of the inflation-
targeting system and a flexible
exchange rale hos served
Canadians well since 1991, paving
the way for stable, sustained

economic growlh.

Monetary policy decisions are
made by the Bank's Governing
Council, which includes the
Governor, the Senior Deputy
Gowvernor, and four Deputy Gover-
nors. The strategies, policies, and
economic analysis behind these
decisions are explained four times

a year in the Banks .1-]'-'.-111'.*1'1.!'_'. I:'l'.n'f:'_:l'
|'i'.-pm‘r anil I:|||_' f.'!u.l'u."r, ne 1.\.'|_'|| wa i
regular speeches by members of the
Conncil. The Bank also explains
thie reasons for its interest rate
decisions in a press release each
time it announces its target for the

avernight rate,



Currency

I'he Bank of Canada is responsible
for the design, production, and
distribution of paper curmency=
bank notes. We contract the
printing of bank notes to two
security printing companies. The
Bank must ensure that there is o
sulficient supply of bank notes
and that those notes ane secure

against counterfeiting,

To stay ahead of advances in
counterfeiting, the Bank regularly
issues new series of bank notes that
incorporate improved security
features, The Bank also runs
education programs to help prople
recognize and use the security
features built into the bank notes.
We coordinate many of these
educational activities with
provincial and municipal law-
enforcement agencies. We work
with those agencies, nnd with

the RCMPE to monitor and

..1I'|.'||_l.'."1' counierleiting activities

seross Canada,

Bank notes have a limited lifespan.
The Bank of Canada is responsible
for replacing and destroying worn
nobes, When linancial institutions
relurn nobes o the Bank, we selec
those that are no longer [t for
eirculation, shred them, and send

them to lanediill zites.




[he Currency Museum

lhe Banks Coarreney Muscum features items Toom Chie National Corrency Collection, which traces the evolution
of money in Canadi and arcund the world, The Museum houses over O individual items: including
anctent and medieval coing and modern coms and poper money from many counkries, Il mlse oreanizes Losiiring

exhibihions of currency collectons

Lhe Currency Muscum is located within the Bank of Canada burlding, st 234 Wellington Street, in Ottawa, It
operates from Toesday torsaturday. 1030 o, o 5 pom. Sundiay 1 pom, to 5 pem, (open Mondavs from 1 May o

Labour Day ). Admission is free, Guided tours are available

Vigit the Carrenoye Museums Web site al

WWW.Currencymusemni.ca




The financial system

a I|i'..||“:|_'|' CCOFTTY s g sonngd
and efficient financial system
Canadas inancial system

consists of

_|'Frr.rj rciaed institidinons, such as
banks. erecdil unions, securilics

firms, and insurance Companics

v fimasrcial markets, such ns
siecurities and forelen exchange

miarkels and

: |'.|'|:'r:rr.'rg crrrid sedffernent Syalenns,
1 hin |.:-||!_:|‘|. whitch fiaids oF
wocurities Mow [roan one
liranchal institulion to another

and transactions are setiled,

he Bank works with other
pgencies ond market participants
Lia |1rl'|I:I:||:||l' I!||4- h.'||'|'- .1I'|i] 1-|F|n:'n-|t|!
opaeralion o thegs L,l'}' lemient s ol
the linancial system. The Bank
undertakes extensive research in
this area and, twice a vear, updates

Canadions on new n;:||_-1'|;-||||1|11|:-|1l 8,

issues, and research by publishing

its Financial System Review.

.I.Ill" iLlllk |||.c .ill'lull:jil IIl'IIl."a : Idl'li“jn:l-h
pvmenls svalem fiimelion
smoathly, keeping accounts for
Canadas largest deposit-taking
financial institutions, Every day,
these institutions exchange billions
oof dollars in electronic and ¢ |::||.'|.EIJ|'
payments through Canadas two
mojor payments syslems, the

Large Value Transfer System and
the Automated l'||':|::'||:!|!.'|I Settlement
:"n-:l. wlimm, Thiete P &y LShems fare
operated by the Canadian
Payments Association, At the end
oif the day, the net claims of cach

of the participating financial
institutions are calculated, and
transfers of unds take [:l| TR
among their aceoints at the

Bank of Canada.

W roat i1'||.'E!r 1'|1|:-'.'I||1' lnans tos
financial institntions that
participate in the payments

syslems, Lo assist in Lhe ellicient

Banks and federally chartered trost
il |-.|.||| i ||||||:-|-| 5 BN TEtCpur Fi || ik
transler to ol Canada the
unclyimed balanoes of all bank
accounts that have boeen inactive

for 10 vears. | he owners of Lhes

o check whether you hav
uncluimed balances, use the search
facility on the Bank's Web site at
ir conlac
ceacenl el e




functioning of these systems. In
very unusual circumstances, the
Bank will provide extra lunds Lo
meet extraordinary demands for
funds in the Anancial system, Por
example, following the terrorist
attacks in the United States on

11 Septemiber 2001, the Bank took
immediate steps to increase the
liquidity available to financial
institutions so that Canadian
banks, markets, and clearing and
settlement systems could function
normally. The Bank of Canada is
algo the lender of last resort. In

an extreme situation, where a

financial institution is judged o

b sodvent but faces a liguidity

crisis. the Bank can provide short-

term LTI TEC LY lwins.
Funds management

The Bank of Canada is the federal
government’s lscal agent. IL acts as
banker and manager for Canada’s
debt and reserves, and manages
the government s exposure bo

financial risk.

The Bank handles the deposit
accounts of the Heceiver General.
Almaost all the money collected and
spent by the government flows
through these accounts, We also
rmaintain forelgn currency

accounis at other central banks

and operate accounts for foreign
cenbril banks and international

fimancial institutions.

The federal government finances
its operations primarily through
Eaxation and borrowing. Most of
that horrowing is done by issuing
Government of Canada bonds and
treasury bills. The Bank of Canada
pedvises on, and manages, these
isges of securities, The Bank alzo
makes sure that the government
as sulTicient cash balances to
meet its dal |_|,- requirements and
invests any excess balances. The
Bank advises the government on
its investment policy for foreign
exchonge reserves and manages

those reservies,



Retail debt services

[hie Tederal government also issies
Canadn Savings Bonds, Canada
Premibum Bonds, and Canada
Investment Bonds to the public,
lhiz retall debt program i dinected
by the Departrment of Finance,

[he department’s agency-Canada
lovesstanent and l‘i.ﬂ'I:II_Ll"'.—I:ﬁ
responsible for marketing and
selling the bonds. The Bank acts
g Fasael agenl for this retail

dibl program and oversees its
operations and sysbems suppaort,
which are performed under

conlract ]|_1.' a privale Comipany,

The Bank in
the world

[he Bank of Canadas works with
many intermational groups and
institutions to monitor, assess, and
respond to world economic and
financial developments, and to
share knowledge with other central

hanks. These groups include the

Bank for International Settlements,

the Oreanisation for Economic

Co-operation and Development, Yo will D intormats

the International Monetary Fund,

the World Bank, the G-7, G=10, and Chur Web site

=20 groups of countries, and

gther economic and financial recrmtmoent site, an inflation

organizations, 1he Bank al=o calcubatorn (nlormalnn an

participates in academic and
central hank research seminars explanations and graphics

P Wiiab s vrwis 1 Bk PNILE 1 r 1,
and conferences. Bunk staff are Mot raf preg Thae sway owr mandedary

often asked to provide advice and
(R [RLY II|!: ont il thae sectrily footores

technical assistance to other

central banks around the wordd, Ok 0K s, A
- I"I' LN I.I' I|.I' |'I.| .'."I "l":

and ol her ceonomie datae and links







Corporate Governance
and Management

Ownership and
governance of
the Bank

The Bank of Cansds is owned by
the people of Canada. The Bank
was established in 1934 as a
privately owned corporation,

In 1938, the Bank became a

Crown corporation,

The Bank operates under the
siptutes of the federnl Bank of
Canada Act. The Bank’s chicfl
executive officer and chairman
of its Board of Directors iz the

Governor In the absence of the

Governon the Sendor Deputy
Governor exercises all the powers
oof the office,

The Bank’s revenue more than
covers the cost of its operations,
Most of the Bank's revenue is
investment income carned on

its portfolio of government
securities=acquired in exchange for
bank notes, This income, minus the
costs of producing, distributing,
and replacing bank notes, is known
as seigniorage revenue, Most of this
revenie is paid to the Government
of Canada, A small portion is used
each year to finance the Bank’s

general operating expenses.

The Board
of Directors

The Bank’s Board of Directors is
responsilde lor the governance

of the Bank. It oversees all its
administeative lunctions, CRsuring
that the Bank iz well managed and
accountable to all Canadians for
its commitments, its actions, and

its results,

Im addition to the Governor and
Senior Deputy Governor, the Board
iz composed of 12 independent
Directors and the Deputy Minister
of Finance (who has no sote but
provides an important link with



the Department of Finance). The
12 independent Directors are
appointed by the Minister of
Finamoe (with federal Cabinet
approval ) for renewable three-year
terms, These Directors are chosen
from outside the Bank and
typically come from every

Cansdipn provinee and from
divierse backgrounds.

The Board is responsible for
reviewing the Banks general
policies and for approving the
Bank's corporate objectives,
plans, and budget. The Bank’s
external auditors report directly
b the Bowrd, The independent
Directors are also responsible for
appointing the Governor and the
Senior Deputy Governor {with
the approval of Cabinet) for
BEVET-YRT LErms.

The independent Directors elect a
Lead Director, whao, as Chairman of
the Boand's Corporate Governance
Committee, oversees the corporate
governanoe practices of the Board

and the Bank, The Ledd Dirsctor
presides over Board meetings when
the Governor or Senior Deputy
Governor 18 nol present and scis as
linison between the Board and the
Banks mansgement.

T Tulfall its responsibilities of
governance and oversight of the
Bank. the Board has formed several
permanent commitiees. The Bank
of Canada Act stipulates that the
Board have an Executive
Committee, chaired by the
Governor, which may act on behalf
of the Board. There are also
commitlees on corporale
governanee, human resources and
compensation, audit, planning and
bivdet, and pension, In addition,
the Board can form special
commitiees, such as o selection
committes when i new Governor
miust be chosen.

The Board has no dineet
responsibility for monetary policy
beyond its general oversight role,

The Governing
Council

Under the Bank of Canada Act, the
Governor alone is responsible for
maonetary policy. But in practice,
the Governor shares thal responsi-
bility with fellow members of the
Bank’s Governing Council. The
Council is composed of the
Giovernar, Senior Deputy Governor,
il thee fosur Deputy Governors,
The Council works by consensus,
formulating, implementing. and
communicating Canadian
muonetary policy with the support
of the Banks economics and

commumnications depa.ri ments.

The Governing Council, along with
the General Counsel/Corporate
Secretary and the Adviser
responsible for Begulatory
Analysis, make up the Bank's
Financial System Committes. This
committee reviews issues relating
to the domestic and international

linancial system, and makes policy



decisions in the areos specific to

the Bank’s responsibilities.

Memibers of the Governing
Council communieate regulardy
with padiamentarians, financial
markel participants, business
leaders, and the public to inform
Canadians about the major
eeonamic issues of Lhe clay and
about the conduct of monctary

|'I~|1]i|:'3', and to hear their views,

The Bank of Canada Act requires
that the Minister of Finance and
the Governor of the Bank consult
regularly on monetary palicy and
it relation to general ecomnsmic
peliey. The Act also provides that,
in cage of o disagreement thai
cannot be resolved through further
discussion, the Minister can give a
|IIJ|'I-1i|:!. written directive Lo the
Governor on the monetary policy
b follow, Such a directive has never
beren issued, This provision of the
Act makes it elear that the Bank

takes full responsibility for

monctary policy as long asa
directive is not in offect, and that
the government assumes ultimate
responsibility for thi et ary

policy being pursued.

The Executive
Management
Committee

The Executive Management
Committer establishes the basic
principles of how the Bank’s
responsibilities are to be carried
ot o decides on broad

ur&umimlmn.‘ll and st rategic 1IsSues.

This committee includes the
members of the Governing Counil,
oz well ns the General Counsel/
Corporate Secretary, the Adviser on
Strategic Planning and Risk
Management. the Chief of the
Corpormte Services Department,
and the Chief of the Financial

Services Department.

Management Forum

The Management Forum meets
regiulardy to exchange imformation
an management issues and to
review corporate policy proposals,
The Forum conizts af the Execii-
tive Management Committee,
advisers, department chiefs, and
the directors of human resources

and information technology.

et ol it ot oy Do i ol Borvi] il Ty B







Until the 1950s, Canada’s financial
system operated through a network
of private banks. The larger
commercial banks handled the
government’s business, and the
network developed a system for
clearing cheques between banks.

The start of the Depression and
mounting criticism of the country’s
financial structure coincided with a
specific concern of Prime Minister
B.B. Bennett=the lack of a direct
means in Canada for settling
international sccounts. In 1933,
Bennett set up a Roval Commission
to study the banking and monetary
svstem and to consider the idea of
a Canadian central bank. The

ewrmw Yslimmdiy Slackenas

Ko et | e b ok

Forst Cureprmam 4 ipinam Timars

History of the
Bank of Canada

Commission recommended that a
central bank be established. One
wieek later the Prime Minister
announced that his government
would adopt the recommendation.

An appendix to the Commissions
report formed the frmamework for
the Bank of Canada Act, which
became law on 3 July 1934, In
March 1935, the Bank of Canada
opened its doors as a privately
owned institution, with shares sold

to the public.

Soon after the Bank opened. a new
government amended the Bank of
Canada Act to nationalize the
institution. In 1938, the federal

rigte i wgich 5

government became the Bank's sole

shareholder and remains so today.

BALIFAY

Vricw o e establishment o the Peaok of Canoda, chartensd banks
rvevidedl rre & of b Bamik modes i crcikE Ea1 |l modes wim
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BANK OF CANADA Wil REGIONAL OFFICES

The Bank of Canada is headguartered in Ouawa, It has operalions centres in Ottawa, Toronto, and
and maintains five regional offices across Canada. They are located in Halifax, Montréal,
b, E.plgﬂ_r,'. and Vancouver. These offices arc integral 1o our service to Canadians, strengthening
Bank’s ties with the financial community, provincial governments, industries, educational
institutions, ani the publie.

ﬂuamrt;{&ginmlsuwe}'l of firms and associations provide important input for the Banks analysis of
] the Eanndlan ecenomy. Regional stafl also oversee the distribution of bank notes across the country,

maintain liaison with law-enforcement agencies, promote awareness of bank note security features,

and assist the Governing Council and members of the Board of Direetors with their communications

activities across cmm

In 2002, the. Bﬂnlr. estuhllihidlpuﬂt i } New York to enhance communication with the ﬁrtlnrml

Eﬂmmlllﬂl‘_lf there. f [ )
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The Bank’s 1.200 emplovees waork in
the following departments and
ofTices (listed in alphabetical orderl

Audit is responsible for evaluating
the effectiveness of the Bank's risk
management. control, and gover-
nunce activities, and for promoting

their continuows improvement.

Banking Operations designs amnd
issues Canadas bank notes, amd
oversees their production and
distribution, Its staff in Ottawa and
the regional offices are responsible
for all of the Banks anti-counter-
friting efforts, It provides banking
services Lo financial institutions,

central banks, and the government.

Departments

Communications helps the Bank
meet its commitment o communis
cate openly with the public and
with Bank staff. It advises on
communications issues. produces
and translates publications and
speeches, hundles media and public
Enguiries, organiaes evenis and
conferences, and operites the
Bank's Web site.

Corporate Services provides
services across the Bank in the
following areas: human resources,
information technology, staff

services, facilities, and secunty,

The Debt Administration Office, in
partnership with the Department of

Finance and Canada Investment
and Savings, provides policy advice
and support to the government
regarding its retail defbr
program=Canada Savings Bonds,
Canada Premium Bonds, and
Canada Investment Bonds,

Executive and Legal Services provides
administrative services to the Bank's
executive and to the Board of
Directors. Its lawyers provide the
Bank with legal services. The
department is managed by the
Corporate Secretary, who represents

the Bank as a corporabe entity

Financial Markets implements
monetary policy. manages the



federal government’s cash balances
and foreign exchange reserves,
markets Government of Canada
wholesale debt instruments, and
manages the assets of the Bank of
Canadas balance sheet. This
department also monitors financial
markets and analyzes and
researches financial market issues.

The Financial Risk Office monitors
and reports on the risks nssociated
with the Bank’s fiscal-agent
activities, as well as those
associated with its own market
operations, It also monitors and
researches risk-management

practices in the financial sector

Financial Services is responsible
for the accounting and financial
reparting of the Bank asa
corporate entity. It provides
financial management and
reparting services, contract
management, and procurement
and payment services,

International analyzes economic
developments in foreign countries,
and shares information with inter-
national financial organizations
suich as the International Monetary
Fund, The department also
undortakes research on the
Canadian dollar and exchange

rale regimes,

Monetary and Financial Analysis
monitors and reports on the
financial sector, and conducts
research in that area. Its staff
also manage issues relating to
the Bank’s oversight of clearing
and settlement systems and to
the overall stability of the
financial system.

Research analyzes and asseascs
current and prospective economic
conditions in Canada, Its stalf at
headguarters and in regional
offices undertake research to
better understand the economy's
operation and the effect of

fiscal and monetary policies on

the economy.



The Board of Directors

and Management of the
Bank of Canada

For a complede and cument listing of the Banks eoecutives, visit oor Web site

Board of Directors Senior Management
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Public Information
For general information and to
contact any of our regional offices,

Telephone: 1-800-303-1282
Fax: (613) 782-7713
Web site:

www binkofcanndoca

Head Office

Bank of Cnnnda

234 Wellington Strect
Ottawa, Ontario

B LA DGR

Atlantic provinces
1583 Hollis Street
Halifax, Nova Scotia
B3] 1v4

Ouebec
1501 MeGill College Avenue,
Suite 30

Montréal, Quebec
H3A 3M8

Ontario

150 King Strect West, Suite 2004
Toronto, Ontario

MaH 1)9

Prairie provinces, Nunavut, and
Northwest Territories

0k = Bith Avenue, SW, Suite 200
Calgary, Alberta

T2POR9

British Columbia and Yukon
200 Giranwville Street, Suite 2710
Vancowver, British Columbia
Wil 154

New York Oifice

Canadian Consulate General
1251 Avenue of the Americas
New York, New York
10A0-1151

USA.



