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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of CTBC Bank Corp. (Canada)
Opinion

We have audited the financial statements of CTBC Bank Corp. (Canada) (the Entity),
which comprise:

e the statement of financial position as at December 31, 2022

the statement of comprehensive income for the year then ended
e the statement of changes in shareholder’s equity for the year then ended
e the statement of cash flows for the year then ended

e and notes to the financial statements, including a summary of significant accounting
policies
(hereinafter referred to as the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the Entity as at December 31, 2022, and its financial
performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing
standards. Our responsibilities under those standards are further described in the
“‘Auditor’s Responsibilities for the Audit of the Financial Statements” section of our
auditor’s report.

We are independent of the Entity in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Canada and we have fulfilled our
other ethical responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

KPMG LLP, an Ontario limited liability partnership and member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee.
KPMG Canada provides services to KPMG LLP
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Responsibilities of Management and Those Charged with
Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with IFRS, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Entity’s ability to continue as a going concern, disclosing as applicable, matters related
to going concern and using the going concern basis of accounting unless management
either intends to liquidate the Entity or to cease operations, or has no realistic alternative
but to do so.

Those charged with governance are responsible for overseeing the Entity’s financial
reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with Canadian generally accepted auditing standards will
always detect a material misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of the financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards,
we exercise professional judgment and maintain professional skepticism throughout the
audit.

We also:

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Entity's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by management.
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Conclude on the appropriateness of management's use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Entity's ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the
related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Entity to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

Communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including
any significant deficiencies in internal control that we identify during our audit.

K X
e L

Chartered Professional Accountants

Vancouver, Canada
March 30, 2023.



CTBC BANK CORP. (CANADA)

Statement of Financial Position
December 31, 2022, with comparative information for 2021

2022 2021
Assets
Cash resources:
Cash and cash equivalents $ 1,150,079 § 1,289,669
Deposits with regulated financial institutions (note 5):
Interest-bearing 112,718,668 72,220,994
Non-interest bearing 5,268,813 2,449,416
117,987,481 74,670,410
119,137,560 75,960,079
Loans, net of allowance for credit losses (notes 6 and 7).
Residential loans 128,668,863 154,270,518
Personal loans 5,718,187 5,752,624
Business loans 226,077,479 222,916,568
Allowance for credit losses (3,514,885) (2,122,831)
356,949,644 380,816,879
Other:
Equipment and leasehold improvements (note 8) 2,031,194 2,369,761
Right-of-use assets (note 11) 2,617,254 3,152,943
Deferred income tax asset (note 15) 664,429 424,879
Other assets (note 9) 1,631,956 1,670,485
6,944,833 7,618,068

$ 483,032,037

$ 464,395,026

Liabilities and Shareholder’s Equity
Deposits (notes 10):

Individuals $ 299,559,743 $ 267,892,332
Businesses 89,322,640 110,625,395
Regulated financial institutions 1,156,950 262,025
390,039,333 378,779,752
Income taxes payable 852,800 216,188
Lease liabilities (note 11) 2,703,294 3,207,990
Other liabilities (note 12) 3,675,486 2,279,447
397,270,913 384,483,377

Shareholder’s equity:
Share capital (note 13) 36,999,988 36,999,988
Retained earnings 48,761,136 42,911,661
85,761,124 79,911,649

$ 483,032,037

$ 464,395,026

Commitments (note 17)
Guaranties (note 22)

See accompanying notes to financial statements.

Approved on behalf of the Board:

C ,M/\J

Codon

Director



CTBC BANK CORP. (CANADA)

Statement of Comprehensive Income

Year ended December 31, 2022, with comparative information for 2021

2022 2021
Interest income:
Loans $ 18,727,597 $ 14,867,618
Deposits with regulated financial institutions 1,480,206 126,093
20,207,803 14,993,711
Interest expense on deposits 4,078,061 2,035,449
Interest expense on lease liabilities (note 11) 107,417 130,595
Net interest income 16,022,325 12,827,667
Increase (decrease) in allowance for credit losses (note 7) 1,457,544 (74,820)
Total operating income 14,564,781 12,902,487
Other income (note 14) 1,803,381 1,693,973
Income before operating expenses 16,368,162 14,596,460
Operating expenses:
Salaries and benefits 4,616,526 4,965,313
Rent, equipment and leasehold improvements,
including depreciation (note 8) 1,204,989 1,160,930
Right-of-use assets depreciation (note 11) 637,824 650,938
Other expenses 1,890,668 1,715,353
8,350,007 8,492,534
Income from operations before income taxes 8,018,155 6,103,926
Income tax expense (note 15) 2,168,680 1,648,901
Net income and comprehensive income 5,849,475 4,455,025

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Statement of Changes in Shareholder’s Equity

Year ended December 31, 2022, with comparative information for 2021

Total

Share Retained Shareholder’s

capital earnings equity

Balance, December 31, 2020 $ 36,999,988 $ 38,456,636 $ 75,456,624
Net income and comprehensive income - 4,455,025 4,455,025
Balance, December 31, 2021 36,999,988 42,911,661 79,911,649
Net income and comprehensive income - 5,849,475 5,849,475
Balance, December 31, 2022 $ 36,999,988 $ 48,761,136 $ 85,761,124

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Statement of Cash Flows

Year ended December 31, 2022, with comparative information for 2021

2022 2021
Cash provided by (used in):
Cash flow from operating activities:
Net income and comprehensive income $ 5849475 $ 4,455,025

Adjustments for:
Net interest income

(16,022,325)

(12,827,667)

Change in allowance for credit losses (note 7) 1,457,544 (74,820)
Depreciation of equipment, leasehold
improvements and right-of-use assets (note 8,11) 1,094,910 1,139,439
Unrealized gains on financial instruments
measured at fair value through profit or loss (note 14) - (449,901)
Income tax expense (note 15) 2,168,680 1,648,901
(5,451,716) (6,109,023)

Net change in loans 22,409,691 (32,047,905)

Net change in deposits 11,259,581 6,948,831

Net change in other assets and other liabilities (403,671) (1,403,249)

32,265,601 (26,502,323)

Interest received 20,077,533 16,641,217

Interest paid (2,441,969) (3,678,635)

Income tax paid (1,546,618) (906,849)

16,088,946 12,055,733

Net cash provided by (used in) operating activities 43,902,831 (20,555,613)
Cash flow used in investing activities:

Acquisition of equipment and leasehold improvements (note 8) (118,519) (821,448)
Cash flow used in financing activities:

Payment of lease liabilities (606,831) (597,814)
Increase (decrease) in cash resources 43,177,481 (21,974,875)
Cash resources, beginning of year 75,960,079 97,934,954
Cash resources, end of year $ 119,137,560 $ 75,960,079
Cash resources are represented by:

Cash $ 1,150,079 $ 1,289,669

Deposits with regulated financial institutions:

Interest bearing 112,718,668 72,220,994
Non-interest bearing 5,268,813 2,449,416
$ 119,137,560 $ 75,960,079

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

1. Operations:

CTBC Bank Corp. (Canada) (the “Bank”) is a wholly owned subsidiary of CTBC Bank Co. Ltd.
(the “Parent Bank”), a corporation registered in Taiwan, which is licensed to operate as a foreign
bank in Canada under the Bank Act. The Bank is domiciled in Canada and its registered offices
are located at #350-2608 Granville Street, Vancouver, British Columbia.

The Bank is subject to regulation by the Office of the Superintendent of Financial Institutions
(“OSFI”). Under regulations and guidelines imposed by OSFI, the Bank is required to maintain
prescribed ratios based on regulatory capital. The Bank currently meets these requirements
(note 21).

These financial statements were authorized for issue by the Board of Directors on March 30,
2023.

2. Basis of presentation:
(a) Statement of compliance:

The financial statements are prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”). The
significant accounting policies applied in the preparation of the financial statements are set
out in note 3. Additionally, the Bank must also adhere to accounting requirements of OSFI,
which conform in all material respects to IFRS.

Details of the Bank’s accounting policies are included in note 3.
(b) Basis of measurement:

The financial statements have been prepared on a historical cost basis, except for derivative
instruments, which are measured at fair value.

(c) Functional and presentation currency:

These financial statements are presented in Canadian dollars, which is the Bank’s functional
currency. The functional currency of the Bank differs from the functional currency of the
Parent Bank, which is New Taiwan dollars.

(d) Use of estimates and judgments:

The preparation of the financial statements in conformity with IFRS requires management to
make judgments, estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets, liabilities, income and expenses. Actual results may
differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the period in which the estimate is revised and in any
future periods affected.

Information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies that have the most significant effect on the amounts recognized
in the financial statements are described in note 4.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3. Significant accounting policies:

The accounting policies set out below have been applied consistently to all periods presented in
these financial statements.

(@)

(b)

()

Translation of foreign currencies:

Transactions in foreign currencies are translated into the functional currency of the Bank at
the spot exchange rate at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated into the functional
currency at the spot exchange rate at that date.

The Bank does not have any non-monetary assets and liabilities denominated in foreign
currencies. Foreign currency differences arising on retranslation are recognized in the
statement of comprehensive income.

Interest:

Interest income and expense, for all interest-bearing financial instruments, are recognized in
the statement of comprehensive income using the effective interest method. The effective
interest rate is the rate that exactly discounts the estimated future cash payments and
receipts through the expected life of the financial asset or liability (or, where appropriate, a
shorter period) to the carrying amount of the financial asset or liability. When calculating the
effective interest rate, the Bank estimates future cash flows considering all contractual terms
of the financial instrument, but does not consider future credit losses.

The calculation of the effective interest method includes all fees and costs paid or received
between parties to the contract that are an integral part of the effective interest rate.
Transaction costs include incremental costs that are directly attributable to the acquisition or
issue of a financial asset or liability, respectively.

Interest income and expenses presented in the statement of comprehensive income include
interest on financial assets and financial liabilities measured at amortized cost, calculated on
an effective interest basis.

Income tax expense:

Income tax expense comprises current and deferred income tax. Current income tax and
deferred income tax are recognized in profit or loss except to the extent that it relates to items
recognized directly in equity.

(i) Currentincome tax:

Current income tax is the expected tax payable or receivable on the taxable income or
loss for the year, using tax rates enacted or substantively enacted at the reporting date,
and any adjustment to tax payable in respect of previous years.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3. Significant accounting policies (continued):
(c) Income tax expense (continued):
(ii) Deferred income tax:

Deferred income tax is recognized in respect of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. Deferred income tax is measured at the tax rates
that are expected to be applied to the temporary differences when they reverse, based on
the laws that have been enacted or substantively enacted by the reporting date. Deferred
income tax assets and liabilities are offset if there is a legally enforceable right to offset
current tax liabilities against current tax assets, and they relate to income taxes levied by
the same tax authority on the same taxable entity, or on different tax entities, but they
intend to settle current tax liabilities and assets on a net basis or their tax assets and
liabilities will be realized simultaneously.

A deferred income tax asset is recognized for unused tax losses, tax credits and
deductible temporary differences to the extent that it is probable that future taxable profits
will be available against which they can be utilized. Deferred income tax assets are
reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

(d) Financial instruments:
(i) Recognition, classification and measurement:

All financial assets are initially recorded at fair value and subsequently classified as
measured at amortized cost, fair value through other comprehensive income (“FVOCI”) or
fair value through profit and loss (“FVTPL”).

A financial asset that is a debt instrument is measured at amortized cost if it meets both
of the following conditions and is not designated as FVTPL:

e the asset is held within a business model whose objective is to hold assets to collect
contractual cash flows; and

¢ the contractual terms of the financial asset give rise on specified dates to cash flows
that are solely payments of principal and interest (“SPPI”) on the principal amount
outstanding.

A debt security is measured at FVOCI only if it meets both of the following conditions and
is not designated as FVTPL:

e the asset is held within a business model whose objective is achieved by both
collecting contractual cash flows and selling financial assets; and

e the contractual terms of the financial asset give rise on specified dates to cash flows
that are solely payments of principal and interest on the principal amount
outstanding.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3. Significant accounting policies (continued):
(d) Financial instruments (continued):
(i) Recognition, classification and measurement (continued):

On initial recognition of an equity instrument that is not held for trading, the Bank may
irrevocably elect to present subsequent changes in fair value in OCI. This election is
made on an investment-by-investment basis. All other financial assets that are equity
instruments are classified as measured at FVTPL.

All financial liabilities are initially recorded at fair value and subsequently classified as
measured at amortized cost or FVTPL. On initial recognition, the Bank may irrevocably
designate a financial liability at FVTPL when doing so results in more relevant
information, because either:

e the designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise from measuring assets or liabilities or
recognizing the gains and losses on them on different bases; or

e a group of financial assets and financial liabilities is managed with its performance
evaluated on a fair value basis, in accordance with a documented risk management
or investment strategy, and information about the group is provided internally on that
basis to key management personnel.

For financial assets classified as measured at FVTPL or designated at FVTPL, changes
in fair value are recognized in the statement of income. For financial assets classified as
measured at FVOCI for which an irrevocable elected has been made, changes in fair
value are recognized in the statement of comprehensive income. For financial assets and
other financial liabilities measured at amortized cost, interest income and interest
expense is calculated using the effective interest method and is recognized in the
statement of income.

Business model assessment for financial assets that are debt instruments:

The Bank makes an assessment of the objective of a business model in which an asset
is held at a portfolio level because this best reflects the way the asset is managed and
information is provided to management. The information considered includes:

e how the performance of the portfolio is evaluated and reported to management;
¢ how managers of the business are compensated;
o whether the assets are held for trading purposes;

o the risks that affect the performance of the financial assets held within the business
model and how those risks are managed; and

e the frequency, volume and timing of sales in prior periods, the reasons for such sales
and its expectations about future sale activity.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3.

Significant accounting policies (continued):

(d) Financial instruments (continued):

(i)

(i)

Recognition, classification and measurement (continued):

Contractual cash flow characteristics assessment for financial assets that are debt
instruments:

In assessing whether the contractual cash flows are solely payments of principal and
interest, ‘principal’ is defined as the fair value of the financial asset on initial recognition
and ‘interest’ is defined as consideration for the time value of money and for the credit
risk associated with the principal amount outstanding during a particular period of time
and for other basic lending risks and costs, as well as a profit margin.

The Bank considers the contractual terms of the financial asset and whether the asset
contains contractual terms that could change the timing or amount of cash flows such
that it would not meet the condition of principal and interest. Contractual terms
considered in this assessment include contingent events that would change the amount
and timing of cash flows, leverage features, prepayment and extension terms, terms that
limit the claim to cash flows from specified assets, and features that modify the
consideration from time value of money.

Reclassification of financial assets:

Financial assets are not reclassified subsequent to their initial recognition, except in the
period after the Bank changes its business model for managing those assets. There were
no changes to any of the Bank’s business models for the year ended December 31,
2022.

(iii) Impairment:

The expected credit loss (“ECL”) impairment model applies to amortized cost financial
assets, debt investments at FVOCI, off-balance sheet loan commitments, and financial
guarantee contracts.

Under IFRS 9, loss allowances are measured on either of the following bases:

e 12-month ECL: these are losses that result from possible default events within the 12
months after the reporting date; and

o lifetime ECL: these are losses that result from all possible default events over the
expected life of a financial instrument.

The ECL model requires the recognition of credit losses based on up to 12-months of
expected losses of performing loans (“Stage 1”) and the recognition of lifetime expected
losses on performing loans that have experienced a significant increase in credit risk
since origination (“Stage 2”) and credit impaired assets (“Stage 3”).



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3. Significant accounting policies (continued):
(d) Financial instruments (continued):
(iii) Impairment (continued):
Assessment of significant increase in credit risk:

The assessment of significant increase in credit risk considers information about past
events and current conditions as well as reasonable and supportable forecasts of future
events and economic conditions. Factors considered in the assessment include
macroeconomic outlook, management judgment, and delinquency and monitoring. The
importance and relevance of each specific macroeconomic factor depends on the
portfolio, characteristics of the financial instruments, and the borrower. Quantitative
models may not always be able to capture all reasonable and supportable information
that may indicate a significant increase in credit risk. Qualitative factors may be assessed
to supplement the gap.

For certain instruments with low credit risk as at the reporting date, it is presumed that
credit risk has not increased significantly relative to initial recognition. Credit risk is
considered to be low if the instrument has a low risk of default and the borrower has the
ability to fulfill their contractual obligations both in the short and long term, including
periods of adverse changes in the economic or business environment.

Measurement of ECL:

ECL is a probability-weighted estimate of credit losses. Credit losses are measured as
the present value of all cash shortfalls, which is the difference between the cash flows
due in accordance with the contract and the cash flows expected to be received. The
measurement of ECL is based primarily on the product of the following variables:
probability of default (“PD”); loss given default (‘LGD”); and exposure at default (‘EAD”).

The PD is an estimate of the likelihood that a loan will not be repaid and will go into
default in either a 12-month or lifetime horizon. The LGD is an estimate of the amount
that may not be recovered in the event of default. The EAD is an estimate of the
outstanding amount of credit exposure at the time a default may occur. These estimates
are modelled based on historic data, current market conditions, and reasonable and
supportable information about future economic conditions, where appropriate.

Credit-impaired and restructured financial assets:

At each reporting date, the Bank assesses whether financial assets measured at
amortized cost or FVOCI are credit-impaired. A financial asset is credit-impaired when
one or more events that have a detrimental impact on the estimated future cash flows of
the financial asset have occurred.

10



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3.

Significant accounting policies (continued):

(d) Financial instruments (continued):

(iii) Impairment (continued):

(iv)

If the terms of a financial asset are renegotiated or modified, or a financial asset is
replaced with a new one due to financial difficulties of the borrower, then an assessment
is made of whether the financial asset should be derecognized and how ECL is
measured. If the expected restructuring will not result in derecognition of the existing
asset, then the expected cash flows arising from the modified financial asset are included
in calculating the cash shortfalls from the existing asset. If the expected restructuring will
result in derecognition of the existing asset, then the expected fair value of the new asset
is treated as the final cash flow of the existing asset at the time of its derecognition.

Presentation of impairment:

Loss allowances for financial assets measured at amortized cost are deducted from the
gross carrying amount of the assets.

Write-off:

Loan and debt securities are written off (either partially or full) when there is no probable
prospect of recovery.

Derecognition of financial instruments:

A financial asset is derecognized when the contractual rights to the cash flows from the
financial asset expire or when the Bank has transferred substantially all the risks and
rewards of ownership of the financial asset.

Upon derecognition of a financial asset measured at amortized cost, realized gains or
losses are recognized in net income. Upon derecognition of a financial asset debt
instrument measured at FVOCI, the cumulative gains or losses previously recognized in
other comprehensive income is reclassified from the fair value reserve component of
equity to net income as a reclassification adjustment.

(e) Hedge accounting:

The new hedge accounting model under IFRS 9 aims to simplify hedge accounting, align
hedge accounting more closely with an entity’s risk management activities, and permit hedge
accounting to be applied more broadly to a greater variety of hedging instruments and eligible
risks. The new standard does not explicitly address the accounting for macro hedging
activities, which is being addressed by the IASB through a separate project. As a result, IFRS
9 includes an accounting policy choice to retain IAS 39 for hedge accounting requirements
until an amended standard is effective. The Bank is not applying hedge accounting for any of
its derivatives.

11



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3. Significant accounting policies (continued):

(f)

Cash resources:

Cash resources consist of cash and cash equivalents and deposits with regulated financial
institutions with original maturities of less than three months, which are subject to insignificant
risk of changes in their fair value, and are used by the Bank in the management of its short-
term commitments.

Cash resources are carried at amortized cost in the statement of financial position. Interest
income on interest-bearing deposits is recorded on an accrual basis.

(g) Offsetting financial instruments:

(h)

0

Financial assets and financial liabilities are offset and the net amount presented in the
statement of financial position when, and only when, the Bank has a legal right to set off the
recognized amounts and it intends either to settle on a net basis or to realize the asset and
settle the liability simultaneously. No amounts are offset and presented net on the financial
statement of financial position.

Derivative instruments:

Derivative instruments are financial contracts whose value is derived from interest rates,
foreign exchange rates or other financial or commodity indices.

In the ordinary course of business, the Bank enters into foreign exchange forward contracts.
These contracts are negotiated over-the-counter contracts. The Bank enters into such
contracts to manage its exposure to currency fluctuations as part of the Bank's asset and
liability management program.

Contracts entered into for the purpose of managing the Bank’s currency exposures are
classified as FVTPL in the statement of financial position, and are shown in either other
assets or other liabilities. All changes in fair value are recognized immediately in net earnings
as a component of other income or expense.

Fair value changes on derivatives held for risk management purposes are presented in other
income in the statement of comprehensive income.

Equipment and leasehold improvements:
(i) Recognition and measurement:

Equipment and leasehold improvements are measured at cost, less accumulated
depreciation and accumulated impairment.

Cost includes expenditures that are directly attributable to the acquisition of the asset. No
parts of an item of equipment have different useful lives.

Gains and losses on disposal is determined by comparing the proceeds from disposal
with the carrying amount of the item, and are recognized net of selling costs in the
statement of comprehensive income in the year of disposal.

12



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3.

Significant accounting policies (continued):

(i)

0

(k)

Equipment and leasehold improvements (continued):
(if) Subsequent costs:

The cost of replacing a part of an item of equipment is recognized in the carrying amount
of the item if it is probable that the future economic benefits embodied within the part will
flow to the Bank and its cost can be measured reliably. The carrying amount of the
replaced part is derecognized. The costs of the day-to-day servicing of equipment are
recognized in the statement of comprehensive income as incurred.

(iii) Depreciation:

Depreciation is recognized in the statement of comprehensive income on a straight-line
basis over the estimated useful lives of the related assets since this most closely reflects
the expected pattern of consumption of the future economic benefits embodied in the
asset.

The estimated useful lives for the current and comparative periods are as indicated

below:

Asset Rate
Furniture, fixtures, office and computer equipment 5years
Leasehold improvements 10 years

Depreciation methods and useful lives are reassessed at each financial year-end and
adjusted if appropriate.

Provisions:

A provision is recognized if, as a result of a past event, the Bank has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the
liability.

IFRS 16 Leases:

(i) Lease definition:

At inception of a contract, the Bank assesses whether a contract is or contains a lease
based on the definition of a lease. A contract is, or contains, a lease if the contract
conveys the right to control the use of an identified asset for a period of time in exchange
for consideration.

13



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

3.

Significant accounting policies (continued):

(k) IFRS 16 Leases (continued):

o

(if) Recognition and measurement:

The Bank recognizes a right-of-use asset and a lease liability at the lease
commencement date. The right-of-use assets are initially measured at the amount of the
lease liability plus any initial direct costs incurred by the lessee. Adjustments may also be
required for lease incentives, payments at or prior to commencement and restoration
obligations.

The assets are depreciated to the earlier of the end of the useful life of the right-of-use
asset or the lease term using the straight-line method as this most closely reflects the
expected pattern of consumption of the future economic benefits.

The lease liability is initially measured at the present value of the lease payments payable
over the lease term, discounted at the rate implicit in the lease, or, if that rate cannot be
readily determined, the Bank’s incremental borrowing rate. The lease liability is
subsequently measured at amortized cost using the effective interest rate method. It is
remeasured when there are changes in the following: i) in the lease term; ii) the Bank’s
assessment of whether it will exercise a purchase option; iii) a change in an index or a
change in the rate used to determine the payments; and iv) amounts expected to be
payable under residual value guarantees.

Standards issued but not yet effective:

Certain new standards, interpretations, amendments, and improvements to existing
standards were issued by the IASB. The Bank anticipates that the application of these
standards, amendments, and interpretations in future periods, as listed below, will have no
material impact on the results and financial position of the Bank, except for additional
disclosures:

e Definition of Accounting Estimates (Amendments to IAS 8):

In February 2021, the IASB published Definition of Accounting Estimates (Amendments to
IAS 8, Accounting Policies, Changes in Accounting Estimates and Errors) to help entities to
distinguish between accounting policies and accounting estimates. The amendments
introduce a new definition for accounting estimates by clarifying that they are monetary
amounts in the financial statements that are subject to measurement uncertainty. The
amendments also clarify the relationship between accounting policies and accounting
estimates by specifying that a company develops an accounting estimate to achieve the
objective set out by an accounting policy. The amendments are effective for the fiscal year
beginning January 1, 2023 with early adoption permitted and will apply prospectively to
changes in accounting estimates and changes in accounting policies occurring on or after the
start of that period. CTBC Bank Corp. is in the process of assessing the impact of these
amendments.
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3. Significant accounting policies (continued):
() Standards issued but not yet effective (continued):
e Disclosure Initiative — Accounting Policies (Amendments to IAS 1 and IFRS PS 2):

In February 2021, the IASB issued amendments to IAS 1 Presentation of Financial
Statements and an update to IFRS Practice Statement 2 Making Materiality Judgements to help
companies provide useful accounting policy disclosures. The amendments to IAS 1 require
companies to disclose their material accounting policies rather than their significant accounting
policies. The amendments are effective for the fiscal year beginning January 1, 2023 with early
adoption permitted. CTBC Bank Corp. is in the process of assessing the impact of these
amendments.

4. Use of estimates and judgments:

The preparation of financial statements requires the use of certain critical accounting estimates. It
also requires management to exercise judgment in the process of applying the Bank’s accounting
policies. Estimates and judgments are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances.

Accounting estimates will, by definition, seldom equal the actual results. Revisions to accounting
estimates are recognized in the period in which the estimate is revised and in any future periods
affected.

The following discussion sets forth management’s most critical estimates and assumptions in
determining the value of assets and liabilities, and most critical judgments in applying accounting
policies.

The principal areas where critical estimates and assumptions have been applied, are described
below:

(i) Expected credit loss allowance:

The ECL model requires the recognition of credit losses based on 12-months of expected
losses for performing loans (“Stage 1”) and recognition of lifetime losses on performing loans
that have experienced a significant increase in credit risk since origination (“Stage 2”). Credit
impaired assets require lifetime losses to be estimated (“Stage 3”).

The determination of a significant increase in credit risk takes into account many different
factors and varies by product and risk segment, which requires experienced credit judgment.

In determining whether there has been a significant increase in credit risk and in calculating
the amount of the ECL, the Bank must rely on estimates and exercise judgment regarding
matters for which the ultimate outcome is unknown. These judgments include changes in
circumstances that may cause future assessments of credit risk to be materially different from
current assessments, which could require an increase or decrease in the ECL allowance.
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4. Use of estimates and judgments (continued):

(i)

(i)

Expected credit loss allowance (continued):

The calculation of ECL includes explicit incorporation of forecasted economic conditions. The
Bank has developed models incorporating specific macroeconomic variables that are relevant
to each specific portfolio. Experienced credit judgment is required to incorporate multiple
probability-weighted forward-looking scenarios in the determination of the ECL allowance.
The allowance is sensitive to changes in economic forecasts and the probability-weight
assigned to each forward-looking scenario.

Fair value of financial instruments:

The fair value of financial instruments, where no active market exists or where quoted prices
are not otherwise available, is determined by using specific valuation techniques with
observable data of similar financial instruments.

Where market observable data is not available, in areas such as credit risk and correlations,
the Bank uses its judgment to select a variety of methods and make assumptions that are
mainly based on market conditions existing at the end of each reporting period.

5. Deposits with regulated financial institutions:

Deposits with regulated financial institutions are unsecured. An analysis of deposits with
regulated financial institutions by the earlier of contractual repricing or maturity and country of
ultimate risk is as follows:

2022 2021
Within Three One Over
three  months to to five five Non-rate
Floating months one year years years sensitive Total Total
Canada $ 3,659,058 $ 30,500,000 $ -8 -3 - $ 426,341 $ 34,585,399 $ 31,179,946
United States 381,880 78,177,730 - - - 4,842,472 83,402,082 43,490,464
$ 4,040,938 $108,677,730 $ - $ - $ - $5,268,813 $ 117,987,481 $ 74,670,410
Average
effective yield 0.48% 1.70% -% -% -% -% 1.62% 0.14%

Average effective yields are based on book values and contractual interest rates.
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6. Loans:

(&) An analysis of the Bank’s loan portfolio, net of unearned income and the allowance for credit
losses, by category and by location of ultimate risk, is as follows:

2022 2021
Canada:

Residential loans $ 128,668,863 $ 154,270,518
Personal loans 5,718,187 5,752,624

Business loans:
Manufacturing - 3,077,611
Real estate 180,026,903 169,645,055
Services 23,873,844 23,033,454
General commerce 22,176,732 27,160,448
360,464,529 382,939,710
Allowance for credit losses (note 7) (3,514,885) (2,122,831)
Total loans, net of allowance for credit losses $ 356,949,644 $ 380,816,879

No loans are denominated in foreign currencies.

(b) The following table analyzes the Bank’s loan portfolio before allowance for credit losses by
contractual repricing or maturity dates, whichever are earlier, and country of ultimate risk:

2022 2021
Within Three One Over
three months to to five five Non-rate
Floating months one year years years sensitive Total Total
Canada $ 336,538,693 $ - $12,398,683 $ 11,527,153 $ - $ - $360,464,529 $ 382,939,710
Average
effective yield 7.11% -% 4.18% 3.32% -% -% 6.88% 3.78%

Average effective yields are based on book values and contractual interest rates.
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7. Allowance for credit losses:

(&) Reconciliation of allowance for expected credit losses:

Stage 1 Stage 2 Stage 3 Total
ECL on loans - Retail
Balance at January 1, 2022 $ 351,033 $ 122,183 $ 265,200 $ 738,416
Net remeasurement (2,108) 141,605 734,800 875,297
Originations 80,055 - - 80,055
Derecognitions and maturities (86,288) (93,965) - (180,253)
Transfers to Stage 1 26,015 (26,015) - -
Transfers to Stage 2 (6,850) 6,850 - -
Transfers to Stage 3 - - - -
Balance at December 31, 2022 $ 362,857 $ 150,658 $ 1,000,000 $ 1,513,515
ECL on loans - Commercial
Balance at January 1, 2022 $ 1,384,415 $ - $ - $ 1,384,415
Net remeasurement 144,112 252,126 - 396,238
Originations 270,824 - - 270,824
Derecognitions and maturities (50,107) - - (50,107)
Transfers to Stage 1 - - - -
Transfers to Stage 2 (28,188) 28,188 - -
Transfers to Stage 3 - - - -
Balance at December 31, 2022 $ 1,721,056 $ 280,314 $ - $ 2,001,370
Total ECL
Balance at January 1, 2022 $ 1,735,448 $ 122,183 $ 265,200 $ 2,122,831
Net remeasurement 143,004 382,590 734,800 1,260,394
Originations 350,879 11,141 - 362,020
Derecognitions and maturities (136,395) (93,965) - (230,360)
Transfers to Stage 1 26,015 (26,015) - -
Transfers to Stage 2 (35,038) 35,038 - -
Transfers to Stage 3 - - - -
Balance at December 31, 2022 $ 2,083,913 $ 430,972 $ 1,000,000 $ 3,514,885
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7. Allowance for credit losses (continued):

(a) Reconciliation of allowance for expected credit losses (continued):

(b)

Stage 1 Stage 2 Stage 3 Total
ECL on loans - Retail
Balance at January 1, 2021 524,277 - 268,706 792,983
Net remeasurement (110,314) 92,871 244,573 227,130
Originations 159,093 - - 159,093
Derecognitions and maturities (172,084) - (268,706) (440,790)
Transfers to Stage 1 - - - -
Transfers to Stage 2 (29,312) 29,312 - -
Transfers to Stage 3 (20,627) - 20,627 -
Other changes - - - -
Balance at December 31, 2021 351,033 122,183 265,200 738,416
ECL on loans - Commercial
Balance at January 1, 2021 1,403,377 - - 1,403,377
Net remeasurement (89,278) - - (89,278)
Originations 170,914 - - 170,914
Derecognitions and maturities (101,889) - - (101,889)
Transfers to Stage 1 - - - -
Transfers to Stage 2 - - - -
Transfers to Stage 3 - - - -
Other changes 1,291 - - 1,291
Balance at December 31, 2021 1,384,415 - 1,384,415
Total ECL
Balance at January 1, 2021 1,927,654 - 268,706 2,196,360
Net remeasurement (199,592) 92,871 244,573 137,852
Originations 330,007 - - 330,007
Derecognitions and maturities (273,973) - (268,706) (542,679)
Transfers to Stage 1 - - - -
Transfers to Stage 2 (29,312) 29,312 - -
Transfers to Stage 3 (20,627) - 20,627 -
Other changes 1,291 - - 1,291
Balance at December 31, 2021 1,735,448 122,183 265,200 2,122,831

Loans past due but not impaired:

A loan is considered past due when a payment has not been received by the contractual due
date. Loans that are past due are not classified as impaired if they are either: (i) less than
90 days past due unless there is information to the contrary that an impairment event has
occurred; or (ii) fully secured and collection efforts are reasonably expected to result in
repayment of principal plus accrued interest. As at December 31, 2022, past due loans where
payment of interest or principal is contractually in arrears, which are not classified as
impaired, amounted to $17,315,778 (2021 - $1,602,450).
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7. Allowance for credit losses (continued):
(c) Key economic variables:

The allowance for credit losses under IFRS 9 requires the consideration of forward-looking
information. Forward-looking information is incorporated in both the determination of whether
there has been a significant increase in credit risk (SICR) since initial recognition of the
financial asset and in measurement of ECL allowances.

The Bank has determined that the following forward-looking macroeconomic factors are the
key drivers that contribute to credit losses: Canada real GDP, Consumer Price Index (CPI),
unemployment rate and long-term interest rate. These macroeconomic factors are forecasted
at the provincial and national level.

The ECL allowances are calculated through three probability-weighted forward-looking
scenarios including base, optimistic, and pessimistic, which are chosen from a number of
scenarios. The three scenarios are reviewed and updated, as necessary at each reporting
date, and the probability weights and the associated scenarios are determined through
management review process.

The following table provides the values of the forward-looking macroeconomic inputs over the
next 12 months for each of the scenarios.

Base Optimistic Pessimistic
Canada real GDP, growth % 0.73 2.35 0.08
Canadian CPI inflation % 2.19 2.07 1.03
Canadian Unemployment rate change % 6.14 6.14 8.23
Long term interest rate % 2.77 2.77 3.25

The reported expected credit losses for financial assets in Stage 1 and Stage 2 under the
optimistic macroeconomic conditions, with other assumptions held constant including the
application of experienced credit judgment would be $3,084,567.

The reported expected credit losses for financial assets in Stage 1 and Stage 2 under the
pessimistic macroeconomic conditions, with other assumptions held constant including the
application of experienced credit adjustment would be $9,019,121.
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8. Equipment and leasehold improvements:

The movement of equipment and leasehold improvements during the year is as follows:

Leasehold Furniture, fixtures

2021 improvements and equipment Total

Cost:

Balance, January 1, 2022 $ 2,374,350 $ 2,996,120 $ 5,370,470
Acquisitions - 118,519 118,519
Disposals - (23,455) (23,455)

Balance, December 31, 2022 $ 2,374,350 $ 3,091,184 $ 5,465,534

Accumulated depreciation:

Balance, January 1, 2022 $ 1,090,791 $ 1,909,918 $ 3,000,709
Depreciation 240,518 216,568 457,086
Disposals - (23,455) (23,455)

Balance, December 31, 2022 $ 1,331,309 $ 2,103,031 $ 3,434,340

Carrying amounts:

Balance, December 31, 2022 $ 1,043,041 $ 988,153 $ 2,031,194
Leasehold Furniture, fixtures

2021 improvements and equipment Total

Cost:

Balance, January 1, 2021 $ 2,223,133 $ 2,339,746 $ 4,562,879
Acquisitions 151,217 656,374 807,591
Disposals - - -

Balance, December 31, 2021 $ 2,374,350 $ 2,996,120 $ 5,370,470

Accumulated depreciation:

Balance, January 1, 2021 $ 850,834 $ 1,675,230 $ 2,526,064
Depreciation 239,957 234,688 474,645
Disposals - - -

Balance, December 31, 2021 $ 1,090,791 $ 1,909,918 $ 3,000,709

Carrying amounts:

Balance, December 31, 2021 $ 1,283,559 $ 1,086,202 $ 2,369,761
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10.

Other assets:

2022 2021
Interest receivable $ 1,069,004 $ 519,103
Prepaid expenses 562,952 701,481
Derivative financial assets - 449,901

$ 1,631,956 $ 1,670,485

The derivative financial assets as at December 31, 2021 consisted of foreign exchange forward
contracts.

The notional amount of the Bank’s derivative financial assets at December 31, 2021 was
$30,000,000.

Notional amount is the contract amount used to calculate the cash flow and are not exchanged; it
does not represent credit or market risk exposure. The Bank manages credit risk by dealing with
counterparties with a minimum credit rating of “A” and setting specific limits for financial
instruments with those counterparties. The effective dates of the derivative financial assets were
within Q4 2021 and the maturity term of them within 3 months after the effective date.

During the year ended December 31, 2022, an unrealized gain of Nil (2021 - $449,901) was
recorded in other income (note 14).

Deposits:

(a) The following is an analysis of the Bank’s deposits by category:

2022 2021
Demand and Demand and
chequable non-chequable Fixed Term Total Total
Canada:
Individuals $ 10,468,128 $ 18,233,069 $ 142,547,021 $ 171,248,218 $ 161,613,880
Businesses 42,687,102 - 40,459,070 83,146,172 104,740,248
53,155,230 18,233,069 183,006,091 254,394,390 266,354,128
Taiwan:
Individuals 2,529,941 11,977,613 106,756,462 121,264,016 99,325,890
Businesses 788,339 - - 788,339 430,229
Regulated financial institutions 1,107,819 - - 1,107,819 234,207
4,426,099 11,977,613 106,756,462 123,160,174 99,990,326
Other countries:
Individuals 400,849 1,957,573 4,689,087 7,047,509 6,952,562
Businesses 2,995,221 73,657 2,319,251 5,388,129 5,454,918
Regulated financial institutions 49,131 - - 49,131 27,818
3,445,201 2,031,230 7,008,338 12,484,769 12,435,298

$ 61,026,530 $ 32,241,912 $ 296,770,891 $ 390,039,333 $ 378,779,752

Total deposits include $83,026,044 (2021 - $81,629,177) denominated in foreign currencies.
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10. Deposits (continued):

(b) The following table provides an analysis of deposits by contractual repricing or maturing

dates, whichever are earlier:

2022 2021
Within three  Three months Onetofive Overfive Non-rate

Floating months to one year years years  sensitive Total Total
Demand (chequable) $ 61,026,530 $ $ - $ - $ - $ 61,026,530 $ 92,497,364
Demand (non-chequable) 32,241,912 - - - - 32,241,912 79,424,484
Fixed Term 35,908,611 255,941,440 4,920,840 296,770,891 206,857,904
$ 93,268,442 $ 35,908,611 $255,941,440 $ 4,920,840 - $ - $ 390,039,333 $ 378,779,752

Average effective
interest rate 0.36% 1.70% 3.39% 3.51% -% -% 2.24% 0.50%

Average effective yields are based on book values and contractual interest rates.

11. Right-of-use assets and lease liabilities:

The movement of right-of use assets during the year is as follows:

Right-of-use Right-of-use

2022 assets (premises) assets (others) Total

Cost:

Balance, January 1, 2022 $ 4,591,696 94,742 $ 4,686,438
Acquisitions - 102,135 102,135
Disposals - (46,398) (46,398)

Balance, December 31, 2022 $ 4,591,696 150,479 $ 4,742,175

Accumulated depreciation:

Balance, January 1, 2022 $ 1,458,531 74,964 $ 1,533,495
Depreciation 624,390 13,434 637,824
Disposals - (46,398) (46,398)

Balance, December 31, 2022 $ 2,082,921 42,000 $ 2,124,921

Carrying amounts:

Balance, December 31, 2022 $ 2,508,775 108,479 $ 2,617,254
Right-of-use Right-of-use

2021 assets (premises) assets (other) Total

Cost:

Balance, January 1, 2021 $ 4,577,840 83,035 $ 4,660,875
Acquisitions - 11,707 11,707
Other modifications 13,856 - 13,856

Balance, December 31, 2021 $ 4,591,696 94,742 $ 4,686,438

Accumulated depreciation:

Balance, January 1, 2021 $ 820,286 48,415 $ 868,701
Depreciation 624,389 26,549 650,938
Other modifications 13,856 - 13,856

Balance, December 31, 2021 $ 1,458,531 74,964 $ 1,533,495

Carrying amounts:

Balance, December 31, 2021 $ 3,133,165 19,778 $ 3,152,943
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11.

12.

Right-of-use assets and lease liabilities (continued):

The Bank leases a number of office premises. These leases typically run for a period of 5-10

years, with an option to renew the lease after that date.

The following table presents the contractual undiscounted cash flows for lease obligations as at

December 31, 2022 and 2021:

2022 2021
Within one year $ 678,492 $ 713,478
One to five years 1,517,906 1,777,218
More than five years 841,405 1,138,849
Total undiscounted lease obligations $ 3,037,803 $ 3,629,545
2022 2021

Lease liabilities included in statement of financial position:
Current $ 587,538 $ 606,231
Non-current 2,115,756 2,601,759
Total $ 2,703,294 $ 3,207,990

The Bank has used a weighted average incremental borrowing rate of 3.72% to discount its lease
obligations (2021 - 3.68%). The Bank recognized interest expenses on lease liabilities amounted

to $107,417 during the year ended December 31, 2022 (2021 - $130,595).

Variable lease payments not included in lease liabilities of $446,909 were expensed during the

year ended December 31, 2022 (2021 - $429,936).

Other liabilities:

2022 2021

Accrued interest payable $ 2,573,813 $ 830,304
Other accrued expenses 1,101,673 1,449,143
$ 3,675,486 $ 2,279,447
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13. Share capital:
(a) Authorized:

At December 31, 2022 and 2021, the authorized share capital comprises of an unlimited
number of ordinary shares of no par value.

(b) Issued and fully paid:

2022 2021
Number Number
of shares Amount of shares Amount

Outstanding, end of year 2,745,695 $ 36,999,988 2,745,695 $ 36,999,988

14. Other income:

2022 2021

Loan fees $ 557,402 $ 532,030

Letters of credit and guarantee fees 198,025 190,845

Service charges 330,939 319,934
Unrealized gains on financial instruments

measured at fair value through profit or loss - 449,901

Unrealized foreign exchange gains 717,015 201,263

$ 1,803,381 $ 1,693,973

15. Income taxes:

(a) Income taxes reported in the financial statements are as follows:

2022 2021

Components of income tax expense are:
Current income taxes $ 2,408,230 $ 1,561,011
Deferred income taxes (239,550) 87,890

$ 2,168,680 $ 1,648,901
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15. Income taxes (continued):

(b) The income tax provision shown in the statement of comprehensive income is different than
that obtained by applying statutory rates to the net earnings from operations before provision

for income taxes for the following reasons:

2022 2021

Income from operations before income taxes

$ 8,018,155 $ 6,103,926

Combined Federal and Provincial statutory rate

27.00% 27.00%

Tax expense at combined statutory rate

Increase in income taxes resulting from:

Permanent differences and other reconciling items

$ 2,164,902 $ 1,648,060

3,778 841

Income tax expense

$ 2,168,680 $ 1,648,901

(c) Deferred income tax assets and liabilities are attributable to the following items:

Balance, Balance,

December 31, Recognized in Recognized in December 31,

2021 OClI net income 2022

Allowance for credit losses $ 512,755 $ - $ 214,980 $ 727,735
Deferred revenue 162,902 - (29,025) 133,877
Equipment and leasehold improvements (200,174) - 8,281 (191,893)
Deferred expenses (87,066) - 36,945 (50,121)
Right-of-use assets (851,295) - 144,637 (706,658)
Lease Liabilities 887,757 - (136,268) 751,489
Deferred tax assets $ 424,879 $ - $ 239,550 $ 664,429

16. Related party transactions:

(a) Deposits:

In the normal course of its business, the Bank enters into transactions with the Parent Bank
and affiliates and its directors and officers. Deposits not disclosed elsewhere in these

financial statements include the following:

2022 2021

Deposits by related banks

$1,156,950 $ 262,025
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16.

17.

Related party transactions (continued):

(b) Key management compensation:

2022 2021

Salaries and other short-term employee benefits $ 1,586,818 $ 1,175,640

Commitments:

In the normal course of business, the Bank enters into various commitments not recognized in the
statement of financial position to meet the credit requirements of its customers.

Such commitments, which are not included in the statement of financial position, include:

(i) documentary and commercial letters of credit, which require the Bank to honour drafts
presented by third parties upon completion of specific activities;

(i) commitments to extend credit, which represent undertakings to make credit available in the
form of loans or other financings for specific amounts and maturities, subject to certain
conditions; and

(iii) standby letters of credit representing the Bank’s obligation to make payments to third parties
on behalf of customers if those customers are unable to make the required payments or meet
other contractual obligations.

These credit arrangements are subject to the Bank’s normal credit standards, financial controls
and monitoring procedures and collateral may be obtained where appropriate. The contract
amounts for these commitments set out in the table below represent the maximum credit risk
exposure to the Bank if the contracts were fully drawn, the counterparty defaults, and any
collateral held proved to be of no value. As many of these arrangements will expire or terminate
without being drawn upon, the contract amounts do not necessarily represent the future cash
requirements.

2022 2021
Commitments to extend credit original term to maturity $ 68,560,448 $ 18,304,281
Standby letters of credit 5,451,991 6,841,991

$ 74,012,439 $ 25,146,272

27



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2022

18. Fair values of financial instruments:

The Bank’s accounting policy on fair value measurements is discussed in accounting
policy 3(d)(i).

The carrying value is a reasonable approximation of fair value for the Bank’s cash resources,
credit commitments and other financial assets and liabilities, due to their short-term nature.

The fair values of financial instruments held at amortized cost have been determined as follows:
(a) Loans:
In determining the fair value of loans, the Bank incorporates the following assumptions:

(i) For fixed rate performing loans, fair values are determined by discounting remaining
contractual cash flows at current market interest rates offered for loans with similar terms,
adjusting for estimated prepayments expected.

(if) The total value of loans determined using the above assumption is reduced by the
allowance for credit losses to determine the fair value of the Bank’s loan portfolio.

(iii) For floating rate performing loans, changes in interest rates have minimal impact on the
fair value since loans reprice to market frequently. On that basis, fair value is assumed to
equal carrying value.

(b) Deposits:
In determining the fair value of deposits, the Bank incorporates the following assumptions:
(i) For fixed rate, fixed maturity deposits, the Bank discounts the remaining contractual cash

flows, adjusted for expected redemptions, at market interest rates offered for deposits
with similar terms and risks.

(if) For floating rate deposits, changes in interest rates have minimal impact on the fair value
since deposits reprice to market frequently. On that basis, fair value is assumed to equal
carrying value.
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18. Fair values of financial instruments (continued):

The table below sets out the carrying amounts and fair values of the Bank’s financial assets and
financial liabilities. The table does not include assets and liabilities that do not meet the definitions
of financial instruments.

2022 2021
Fair value Fair value
over (under) over (under)
Book value Fair value book value Book value Fair value book value
Financial assets:
Assets carried at
fair value:
Cash resources $119,137,560 $119,137,560 $ - $ 75,960,079 $ 75,960,079 $ -
Derivative financial
assets (note 9) - - - 449,901 449,901 -
Assets carried at
amortized cost:
Loans 356,949,644 354,269,141 (2,680,503) 380,816,879 380,687,602 (129,277)
Other assets 1,069,004 1,069,004 - 519,103 519,103 -
Liabilities carried at
amortized cost:
Deposits 390,039,333 385,169,828 (4,869,505) 378,779,752 378,306,756 (472,996)
Other liabilities 3,675,486 3,675,486 - 2,279,447 2,279,447 -

The Bank measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

e Level1- Financial instruments included in Level 1 are instruments with quoted prices in
active markets for identical assets and liabilities.

e Level 2 - Financial instruments reported in Level 2 include those that have pricing inputs that
are other than quoted prices in active markets, but which are either directly or
indirectly observable as of the reporting date.

e Level 3- Financial instruments reported in Level 3 do not have active markets and are
measured using the Bank’s best estimate of fair value, where the inputs into the
determination of fair value are both significant to the fair value measurement and
unobservable. These valuations require significant judgment or estimation.

The level in the fair value hierarchy within which the fair value is categorized shall be determined
by the lowest level input that is significant to the fair value measurement.

For the years ended December 31, 2022 and 2021, loans and deposits are classified as Level 3
financial instruments and cash resources are classified as Level 1 financial instruments.
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18. Fair values of financial instruments (continued):
Other assets that represent interest receivable and classified as Level 3 financial instruments.

Other liabilities that represent interest payable and other accrued expenses classified as Level 3
financial instruments.

During the years ended December 31, 2022 and 2021, there were no transfers between Level 1,
Level 2 and Level 3. The Bank recognizes transfers between levels in the fair value hierarchy at
the end of the year during which the change occurred.

19. Interest rate sensitivity:

The following table summarizes carrying amounts of assets, liabilities and equity, and derivatives
in the statement of financial position to arrive at the Bank’s interest rate gap based on the earlier
of contractual repricing and maturity dates.

Within three  Three months One to five Non-rate
Floating months to one year years sensitive 2022 2021
Assets:
Cashresources $ 5,191,018 $108,677,730 $ - % -$ 5,268,812 $ 119,137,560 $ 75,960,079
Loans 336,533,142 - 12,398,683 11,527,153 (3,509,334) 356,949,644 380,816,879
Other - - - - 6,944,833 6,944,833 7,618,068

341,724,160 108,677,730 12,398,683 11,527,153 8,704,311 483,032,037 464,395,026
Liabilities and
shareholder’s equity:
Deposits 27,980,542 45,235,460 311,902,525 4,920,806 - 390,039,333 378,779,752
Other - - - - 92,992,704 92,992,704 85,615,274

27,980,542 45,235,460 311,902,525 4,920,806 92,992,704 483,032,037 464,395,026

Total gap $ 313,743,618 $ 63,442,270 $(311,902,525) $ 19,005,030 $ (84,288,393) $ - $ -

It is estimated that an immediate and sustained parallel increase in the interest rate of 1% across
all maturities and currencies would increase net interest income by approximately $290,447
(2021 - $2,114,564) over the next twelve months using the following assumptions:

(i) accrued interest receivable and payable as at December 31, 2022 are excluded from the
calculation;

(i) no hedging of interest rate exposures are made;
(iii) instruments reprice evenly within their respective time bands;
(iv) existing credit commitments will not be drawn upon; and

(v) no prepayments of fixed term loans or early redemption of redeemable fixed term deposits
will be made.

A 1% decrease in all interest rates would decrease net interest income by a similar amount.
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20. Risk management:

The Bank has exposure to the following risks from its use of financial instruments: credit risk,
liquidity risk, market risk, interest rate risk and foreign exchange risk.

(@)

(b)

Risk management framework:

The Board of Directors has overall responsibility for the establishment and oversight of the
Bank's risk management framework. Management has established the Asset and Liability
(“ALCO”) and Credit Risk Committees, which are responsible for developing and monitoring
the Bank’s risk management policies in their specified areas. The Committees report
regularly to the Board of Directors on their activities.

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 Audit Committee, a committee of the Board, assists the Board in monitoring compliance
with the Bank’s risk management policies and procedures, and 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 both regular and ad-
hoc reviews of risk management controls and procedures, the results of which are reported to
the Audit Committee.

Credit risk:

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the Bank's
loans to customers and other banks and securities. The majority of loans are with customers
located in Vancouver, British Columbia.

(i) Credit risk management:

For risk management reporting purposes, the Bank considers and consolidates all
elements of credit risk exposure (such as individual obligor default risk, country and
sector risk). The organization structure of credit risk management includes the Board of
Directors, Senior Management and the Credit Risk Management Department. The scope
of their authorities is as follows:

The Board of Directors, who are in charge of risk strategy approval, risk policies, risk
management framework and creating a culture of risk management, serves as the
primary guidance for all risks and undertakes ultimate responsibility of overall risk
management.

Senior Management is responsible for supervising and ensuring the risk authorization
system operates properly in accordance with the direction approved by the Board.
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20. Risk management (continued):

(b) Credit risk (continued):

(i) Credit risk management (continued):

The Credit Risk Management Department is responsible for the following:

Formulating credit risk policies in consultation with the Parent Bank, covering
collateral requirements, credit assessment and review, risk grading and reporting,
documentary and legal procedures and compliance with regulatory and statutory
requirements;

Establishing the authorization structure for the approval and renewal of credit
facilities. Authorization limits are delegated by the Board to Credit Officers to
independently implement the credit review with the guidance of the stipulations of
related credit risk approval authority, credit process policies and guidelines;

Limiting concentrations of exposure to counterparties, geographies and industries (for
loans and advances), and by issuer, credit rating band and market liquidity;

Developing, in consultation with the Parent Bank and maintaining the Bank's risk
gradings in order to categorize exposures according to the degree of risk of financial
loss faced and to focus management on the attendant risks. The current risk grading
framework consists of thirteen pass grades, one watch-listed grade and two default
grades reflecting varying degrees of probability of default. The responsibility for
setting risk grades lies with the final approving authority as appropriate. Risk grades
are subject to regular review by the appropriate approval authority; and

Reviewing compliance with agreed exposure limits, including those for selected
industries, and product types. Regular reports are provided to the Credit Risk
Committee, Parent Bank and the Board of Directors on the credit quality of local
portfolios and appropriate corrective action is taken.

Regular audits for compliance of credit risk policies are undertaken by Internal Audit and
the Parent Bank.

The Bank holds collateral against loans to customers in the form of mortgage interest
over property, other registered securities over assets, and guarantees. Estimates of fair
value are based on the value of collateral assessed at the time of borrowing, and
generally are not updated except when a loan is individually assessed as impaired.
Collateral generally is not held over loans and advances to banks, and no such collateral
was held at December 31, 2022 or 2021.
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20. Risk management (continued):

(b) Credit risk (continued):

(if) Credit risk exposure:

The following information represents the maximum exposure to credit risk before taking
into consideration any collateral or credit enhancements. For financial assets recognized
on the statement of financial position, the exposure to credit risk is their stated carrying
amount. For loan commitments, the maximum exposure is the full amount of the undrawn

facilities.

2022

2021

On-balance sheet exposures
Off-balance sheet exposures

$356,949,644
74,012,439

$380,816,879
25,146,272

$430,962,083

$405,963,151

The table below provides a distribution of the Bank's retail loan portfolio by Beacon
score; however, it does not take into consideration other factors that may mitigate
exposure to credit risk. Beacon scores are credit scores that are considered in assessing
the credit risk of the retail portfolio.

Risk
category Beacon score range Stage 1 Stage 2 Stage 3 2022
High Below 603 $ 876,342 1,779,870 $ - $ 2,656,212
Medium 604-689 34,935,640 - 4,375,628 39,311,268
Low 690 and above 92,419,570 - 92,419,570
$ 128,231,552 1,779,870 $ 4,375,628 $ 134,387,050
Risk
category Beacon score range Stage 1 Stage 2 Stage 3 2021
High Below 603 $ 1,291,107 2,719,524 $ $ 4,010,631
Medium 604-689 33,288,106 - - 33,288,106
Low 690 and above 118,357,028 4,367,377 122,724,405
$ 152,936,241 2,719,524 $ 4,367,377 $ 160,023,142
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20. Risk management (continued):
(b) Credit risk (continued):
(if) Credit risk exposure (continued):

The business portfolio utilizes an assessment process that measures credit risk, taking
into consideration a number of factors such as the borrower’'s management, current and
projected financial results, industry statistics, and economic trends that cumulates into a
risk rating. This risk rating categorizes risk according to the degree of financial loss faced
and forces management to focus on these risks and helps determine where impairment
provisions may be required. The current risk rating framework consists of internal grades
reflecting varying degrees of risk of default and the availability of collateral or other credit
enhancements. The credit quality of the Bank's business portfolio, expressed in terms of
the internal risk ratings is shown in the table below:

Internal risk ratings Stage 1 Stage 2 Stage 3 2022
1- ORRO0-5: Low $ 1,513,050 $ - $ - $ 1,513,050
2-  ORR 6-9: Normal 164,062,307 - - 164,062,307
3-  ORR 10-16: High 45,937,092 14,565,030 - 60,502,122

$ 211,512,449 $ 14,565,030 $ - $ 226,077,479
Internal risk ratings Stage 1 Stage 2 Stage 3 2021
4-  ORR 0-5: Low $ - $ - $ - $ -
5- ORR 6-9: Normal 189,600,828 - - 189,600,828
6- ORR 10-16: High 33,315,740 - - 33,315,740

$ 222,916,568 $ - $ - $ 222,916,568

(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 risk is to ensure, as far as possible, 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.

Treasury receives information from other business units regarding the liquidity profile of their
financial assets and liabilities and details of other projected cash flows arising from projected
future business. Treasury then maintains short-term liquid assets, largely made up of
deposits with banks and other inter-bank facilities, to ensure that sufficient liquidity is
maintained within the Bank as a whole.
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20. Risk management (continued):

(©)

(d)

(e)

Liquidity risk (continued):

The daily liquidity position is monitored and regular liquidity stress testing is conducted under
a variety of scenarios covering both normal and more severe market conditions. All liquidity
policies and procedures are subject to review by ALCO and the Parent Bank and approval by
the Board of Directors. A summary report, including any exceptions and remedial action
taken, is submitted regularly to ALCO, the Board of Directors and the Parent Bank.

The Bank uses certain key measures with pre-determined key limits recommended by the
Parent Bank for managing liquidity risk. Compliance to these key limits is monitored monthly
and reported to ALCO, the Board of Directors and the Parent Bank. The key measures
include ratio of liquid assets to deposits from customers with maturity within one year, ratio of
liquid assets to total assets and ratio of liquid assets to total deposits from customers. Other
key measures include breaking down of net liquid assets by months up to one year and up to
three years and five years. Net liquid assets for this purpose are considered as assets less
liability that has the same maturity period. Pre-determined key limits in dollar amounts are
used for compliance monitoring.

Market risk:

Market risk is the risk that changes in market prices, such as interest rate, equity prices,
foreign exchange rates and credit spreads (not relating to changes in the obligor's/issuer’s
credit standing) will affect the Bank's income or the value of its holdings of financial
instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimizing the return on risk.

Market risk exposure can be segregated between trading and non-trading portfolios. The
Bank’s market risk exposure is limited to interest rate risk and foreign exchange risk related
to its non-trading portfolios as discussed below. Overall authority for market risk is vested in
ALCO which is responsible for the development of detailed risk management policies (subject
to review and concurrence by the Parent Bank and approval by the Board of Directors) and
for the day-to-day review of their implementation.

Interest rate risk:

The principle risk to which non-trading portfolios are exposed is the risk of loss from
fluctuations in the future cash flows or fair values of financial instruments because of a
change in market interest rates. This risk and potential variability in earnings arises primarily
when cash flows associated with interest sensitive assets and liabilities have different
repricing dates. The differentials, or interest rate gaps, arise as a result of the financial
intermediation process and reflect differences in term preferences on the part of borrowers
and depositors.
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20. Risk management (continued):

21.

(e) Interest rate risk (continued):

(f)

Interest rate risk is managed principally through monitoring interest rate gaps and by having
pre-approved limits for repricing bands. ALCO is the monitoring body for compliance with
these limits and is assisted by Treasury in its day-to-day monitoring activities. Overall non-
trading interest rate risk positions are managed by Treasury, which uses deposits with banks
to manage the overall position arising from the Bank's non-trading activities.

The management of interest rate risk against interest rate gap limits is supplemented by
monitoring the sensitivity of the Bank’s financial assets and financial liabilities to various
standard and non-standard interest rate scenarios. Standard scenarios that are considered
on a monthly basis include a 100 basis point (“bp”) parallel fall or rise in market interest rate.
See note 19 on interest rate sensitivity for analysis of the Bank's sensitivity to an increase or
decrease in market interest rates.

Foreign exchange risk:

The Bank is exposed to foreign exchange risk when part of its US dollar customer deposits
are converted to Canadian dollar for lending purposes. Foreign exchange forward contracts
are utilized to hedge against currency fluctuation.

Capital management:

Capital levels for Canadian banks are regulated pursuant to guidelines issued by OSFI, based on
standards issued by the Bank for International Settlements. Regulatory capital is allocated to two
tiers: Tier 1 and Tier 2. Tier 1 capital comprises the more permanent components of capital and
consists primarily of common shareholders’ equity, non-cumulative preferred shares, the majority
of which do not have conversion features into common shares, and the eligible amount of
innovative capital instruments. In addition, goodwill is deducted from Tier 1 capital. Tier 2 capital
consists mainly of subordinated debentures, trust subordinated notes, the eligible amount of
innovative capital instruments that could not be included in Tier 1 capital, and an eligible portion
of the total collective allowance for credit losses. Total capital is defined as the total of Tier 1 and
Tier 2 capital less deductions as prescribed by OSFI.
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21. Capital management (continued):

OSFI requires financial institutions to measure capital adequacy in accordance with instructions
for determining risk-adjusted capital and risk-weighted assets, including off-balance sheet
commitments. Based on the deemed credit risk of each type of asset, a weighting of 0% to 150%
is assigned. As an example, a loan that is fully insured by the Canada Mortgage and Housing
Corporation (“CMHC”) is applied a risk weighting of 0% as the Bank's risk of loss is Nil, while
uninsured commercial loans may be assigned a risk weighting of 100% to reflect the higher level
of risk associated with this type of asset. The ratio of regulatory capital to risk-weighted assets is
calculated and compared to OSFI's standards for Canadian financial institutions. Off-balance
sheet assets, such as the notional amount of derivatives and some credit commitments, are
included in the calculation of risk-weighted assets and both the credit risk equivalent and the risk-
weight calculations are prescribed by OSFI. Regulatory ratios are calculated by dividing Tier 1
and Total capital by risk-adjusted assets.

OSFI has established that Canadian financial institutions need to maintain a minimum total capital
adequacy ratio of 10.5% with a Tier 1 ratio of not less than 8.5%.

Capital funds are managed with policies and plans that are regularly reviewed by the Parent Bank
as well as the Board of Directors and take into account forecasted capital needs and market
conditions. The goal is to maintain adequate regulatory capital to be considered well capitalized,
protect customer deposits and provide capacity for internally generated growth and strategic
opportunities that do not otherwise require accessing the external capital market, all while
providing a satisfactory return to the Parent Bank and its shareholders.

The Bank's Tier 1 and Tier 2 regulatory capital and ratios for the year ended December 31, 2022
have been calculated using Basel lll. As at December 31, 2022 and 2021, the Bank did not have
any Tier 2 regulatory capital.

The Leverage Ratio is defined as Tier 1 capital divided by the sum of on-balance sheet items and
specified off-balance sheet items, net of specified adjustments (leverage exposures). Institutions
are expected to maintain a material operating buffer that meets or exceeds 3% at all times.

As at December 31, 2022, the Bank’s total risk based capital ratio was 25.01% (2021 - 23.23%).
As at December 31, 2022, the Bank’s leverage ratio was 17.20% (2021 - 16.61%). The Bank
complied with the regulatory total capital ratio and regulatory leverage ratio requirements during
2022 and 2021.
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22. Guarantees:

A guarantee is defined to be a contract that contingently requires the Bank to make payments to
a third party based on: (a) changes in an underlying interest rate, foreign exchange rate, equity or
commodity instrument, index or other variable, that is related to an asset, a liability or an equity
security of the counterparty; (b) failure of another party to perform under an obligating agreement;
or (c) failure of another third party to pay its indebtedness when due.

Significant guarantees that the Bank has provided to third parties include the following:

(@)

(b)

Guarantees and standby letters of credit:

Guarantees and standby and performance letters of credit are considered guarantees, and
represent obligations to make payments to third parties, on behalf of customers, if they are
unable to make required payments or to meet other contractual requirements. Collateral
requirements for guarantees and standby letters of credit are consistent with collateral
requirements for loans.

Indemnification agreements:

The Bank also indemnifies directors and officers, to the extent permitted by law, against
certain claims that may be made against them as a result of their being, or having been, a
director or officer at the request of the Bank. The terms of these indemnifications vary based
on the contract, the nature of which prevents the Bank from making a reasonable estimate of
the maximum potential amount it could be required to pay to counterparties. The Bank
believes that the likelihood that it would incur significant liability under these obligations is
remote. Historically, the Bank has not made any significant payments under such
indemnifications. No liability has been included in the statement of financial position as at
December 31, 2022 and 2021 related to these indemnifications.
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