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Summary 
 

On January 25, 2016 the Province of  British Columbia raised ¥300,000,000 (equivalent to $656m) 
through the issuance of a three year, 2.95% annual pay, fixed income instrument known as a "Panda 
Bond". Using the initial capital raised, less investment banking fees and other costs, the Province 
deposited the proceeds at the United Overseas Bank, headquartered in Singapore. With this deposit, the 
Province earns 3.93% annually...but at what risk? 

This report explores the risks, costs and other problems associated with a Chinese foreign bond offering 
and follow-on deposit with the United Overseas Bank. We also compare this financial maneuver to a 
simply domestic alternative that the province could have explored. Much of the information based in 
this report has resulted in documents obtained through the Open Information Catalogue and Freedom 
of Information Act. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

http://docs.openinfo.gov.bc.ca/Response_Package_FIN-2016-63661.pdf
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Panda Bonds Scheme 
 

Bond Financing 

This was the second “Panda Bond”1 bond to be issued2 by the Province of British Columbia. Completion 
of this ¥3,000,000,000 ($656m) financing took place on January 25, 2016. Details included a three year 
term with a 2.95% coupon. 

Joint lead underwriters were the Bank of China3 and HSBC4. Syndicate members included CDB, ICBC, 
CCB, Bocomm, ABC, China Minsheng Bank, SPDB, Bank of Ningbo, CITIC Securities, China Merchants 
Securities and Bank of Montreal. 

With interest payments accounted for, this debt issuance will cost the Province ¥3,265,500,000 over 
three years (details below). 

Panda Bond Issuance   
January 25, 2016 CNH (¥) CAD ($) Equivalent 
Issue Size ¥3,000,000,000 $656,400,000 
Coupon 2.95%  
   
Coupon & Maturity Payments   
January 25, 2017 ¥88,500,000  
January 26, 2018 ¥88,500,000  
Maturity ¥3,088,500,000  
Total Cost ¥3,265,500,000  

 
Use of Proceeds 

Using the initial capital that was raised, less investment banking fees and other costs, the Province 
deposited the proceeds at the United Overseas Bank (“UOB”)5, a regional banking organization 
headquartered in Singapore. For their deposit, the Province earns 3.93% annually. 

Over the three year term of the bond, the Province is expected to generate ¥355,993,870 in interest on 
their deposit at UOB (details below). 

UOB Deposit    
January 25, 2016 CNH (¥) CAD ($) Equivalent 
Issue Size ¥2,989,012,417 $653,995,917 
Coupon 3.93%  
   
Interest & Maturity Payments   
January 25, 2017 ¥117,141,887  
January 26, 2018 ¥119,099,691  
Maturity ¥3,108,764,709  
Total Proceeds ¥3,345,006,287  
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Net Profit (with risk) 

On the maturity date of January 25, 2019, the Province of B.C. will have earned a net profit of 
¥79,506,287 (C$15m) from the transaction or 0.88% per year (see below). 

Expected Profit    
Cash Flows CNH (¥) CAD ($) Equivalent 
Cost of Panda Bond Issuance ¥(3,265,500,000)  
Proceeds from UOB Investment ¥3,345,006,287  
Profit ¥79,506,287 $15,201,602 
Total Return (%) 2.65%  
Annualized (%) 0.88%  

 
There is no question a profit is being generated in Chinese Renminbi. Unfortunately, it comes with 
significant risks and challenges. Examples of risk include exchange rate fluctuations and the risk of 
holding $656 million with one single regional bank in Asia. See section “Risks, Costs and Other Problems” 
for more details. 

Domestic Alternative 
 

As an alternative, here is what could have been done. The Province could have issued a Provincial bond 
domestically and invested the proceeds with a major Canadian bank. This would not only be a safer 
investment from a credit quality perspective, but would also retain the capital in Canada to be used to 
issue loans to Canadians. 

As shown below, had the bond been issued in Canada, the total cost to the Province would have been 
$674,122,800. This is based on a 0.90% coupon, which is comparable to similar bonds of equal terms at 
that time.  

Bond Issued In B.C.   
January 25, 2016 CAD ($) 
Issue size $656,400,000  
Coupon 0.90% 
Total Cost $674,122,800  

 
 
The proceeds could have then been invested in a Canadian bank, such as the Royal Bank of Canada. In 
this example, we selected a 3 year fixed-term GIC yielding 1.90%, which is in line with market rates at 
that time (see below). 
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 RBC 3 Year GIC  
January 25, 2016 CAD ($) 
Issue size $653,995,917 
Yield 1.90% 
Total Proceeds $691,986,447 

 
On the maturity date of January 25, 2019, the Province would have earned a net profit of $17.8m or 
0.90% per year (see below). 

Expected Profit   
Cash Flows CAD ($) 
Cost of Provincial Bond Issuance $(674,122,800) 
Proceeds from RBC Investment $691,986,447 
Profit $17,863,647 
Total Return (%) 2.72% 
Annualized (%) 0.90% 

Risks, Costs and Other Problems 
 

Counterparty Risk 

The province has unnecessarily exposed taxpayer dollars to 
foreign geopolitical and economic risk. Counterparty risk is the 
risk associated with depositing money with a bank who cannot 
pay you back. As detailed from UOB’s 2015 Annual Report6, 
the Bank’s loan portfolio is highly exposed to the Southeast 
Asian economy. Remember the 1997 Asian Financial Crisis7? 

 

In 2015 UOB declared US$672 million 
in allowances for credit and other 
losses. This size of a loss nearly 
matches the funds place on deposit 
by the Province of B.C. 

It is worth noting that 1.5% of the 
Province’s stated financial assets8 are 
now held with this single Asian bank. 

 

Loans by Geography 
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Foreign Exchange Risk 

Since the Chinese Yuan has been dropping in value vs. the Canadian Dollar, the net benefit of this 
program has been eroding. Since the issuance of this bond, the Yuan has dropped from ¥1.00=$0.2147 
to ¥1.00=$0.1912. At date of publication, this is equal to a loss in profit of C$1,868,398. 

Legal Fees 

Legal services for this transaction were provided by King & Wood Mallesons9, based out of Hong Kong.  
King & Wood invoiced the Province $1,346,726 in legal fees for 2016 (see below). 

 

Travel & Accommodation 

“Out of Country Travel Expenses” 
The following expenses were incurred for flights to China during the month of January 2016 for the 
closing of this bond issuance: 
Minister of Finance, Michael de Jong: $18,46510 
Minister of International Trade, Teresa Wat: $4,94211 
Total: $23,407 
 
Special Note: As a percentage of their annual travel expenses, this equates to 24% of de Jong’s and 12% 
of Wat’s.  Michael de Jong incurred over $78,000 in travel expenses for 2016; 32% more than Premier 
Christy Clark. 
 

http://www.fin.gov.bc.ca/OCG/pa/15_16/CRF Detailed Schedules of Payments.pdf


6 | P a g e  
 

Adding to provincial taxpayer costs, Deputy Ministers Clark Roberts12 and Athana Mentzelopoulos13 
expensed $54,97114 and $49,87815 in travel for 2016, respectively. 

Further to these travel expenses, there is no question that additional miscellaneous costs were incurred 
through the launch of these Panda Bonds. Examples include additional in-country travel, 
accommodation, meals and entertainment. 

Opportunity Cost 

One of the most important costs associated with this entire scheme is a major opportunity cost.  The 
total loss of productivity by B.C. public employees to create a bond market for Chinese investors is 
incalculable. While we do not know the number of hours spent by public servants to put this transaction 
together, we can bet this number is substantial. 

Imagine what this time, effort and lost productivity could have been used for? 

Use of Proceeds 

“Use of Proceeds” is also something of a mystery. The 2016 Renminbi Bonds Issuance Programme 
Offering Circular16  clearly states on page 131, section 9: 

 

However, in an internal memo17 from Brian Menzies, Chief of Staff for the Ministry of Finance, to Shane 
Mills, he states, “Our intent is to use the proceeds to support the operations of the Province’s trade and 
investment office in China.” 

This leads to our next report regarding Ben Stewart and the costly option of maintaining provincial 
government offices in Beijing. 

Summary 
 

By proceeding with these two transactions, the Province has essentially exposed B.C. taxpayer money to 
unnecessary foreign geopolitical and economic risk.  

The Province has unnecessarily exposed taxpayer dollars to foreign geopolitical and economic risk. Had 
the Province chosen to keep the capital in Canada and invest it in a domestic, low risk bank, the net 
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profit would have been greater. Furthermore, the added risk associated with investing in a foreign, 
regional bank would have been eliminated. 

The Province’s choice to invest B.C. taxpayers’ money overseas in an Asian bank also leads to question 
the government’s other motives. Further explanation is needed. 

Recommendation 
 

We recommend the Province of B.C. discontinues issuing Panda, Masala and any other type of foreign 
currency bonds with the exception of those denominated in the U.S. dollar. The costs and risks of this 
“credit rating arbitrage” are simply not worth it.  
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