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INDEPENDENT AUDITORS’ 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:

the statement of financial position as at December 31, 2020

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, 2020, 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
“Auditors’ Responsibilities for the Audit of the Financial Statements” section of our
auditors’ 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.

© 2020 KPMG LLP, an Ontario limited liability partnership and a member firm of the KPMG global organization of independent member firms
affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
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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 International Financial Reporting Standards (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.

Auditors’ 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 auditors’ 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 |dentify 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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e 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 auditors’ 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 auditors’
report. However, future events or conditions may cause the Entity to cease to continue
as a going concern.

e 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.

e 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.

Kins X
e L

Chartered Professional Accountants

Vancouver, Canada
March 22, 2021



CTBC BANK CORP. (CANADA)

Statement of Financial Position

December 31, 2020, with comparative information for 2019

2020 2019
Assets
Cash resources:
Cash and cash equivalents 1,002,975 1,810,727
Deposits with regulated financial institutions (note 5):
Interest-bearing 93,357,892 89,272,519
Non-interest bearing 3,574,087 1,494,706
96,931,979 90,767,225
97,934,954 92,577,952
Loans, net of allowance for credit losses (notes 6 and 7):
Residential loans 135,794,220 163,948,257
Personal loans 7,621,597 4,045,451
Business loans 207,474,696 204,488,440
Allowance for credit losses (2,196,360) (1,970,228)
348,694,153 370,511,920
Other:
Equipment, leasehold improvements (note 8) 2,036,815 1,231,307
Right—of-use assets (note 11) 3,792,174 2,092,960
Deferred income tax assets (note 15) 512,769 542,216
Tax receivables 437,975 -
Other assets (note 9) 1,253,820 1,352,951
8,033,553 5,219,434

$ 454,662,660

$ 468,309,306

Liabilities and Shareholder’s Equity

Deposits (notes 10):

Individuals 263,075,204 268,094,808
Businesses 106,805,294 115,435,717
Regulated financial institutions 1,950,423 6,003,141
371,830,921 389,533,666
Income taxes payable - 217,535
Lease liabilities (note 11) 3,794,097 2,145,927
Other liabilities (note 12) 3,581,018 4,710,194
379,206,036 396,607,322

Shareholder’s equity:
Share capital (note 13) 36,999,988 36,999,988
Retained earnings 38,456,636 34,701,996
75,456,624 71,701,984

$ 454,662,660

$ 468,309,306

Commitments (note 17)
Guarantees (note 22)

See accompanying notes to financial statements.

ehalf of the Bpard:

Approved o

/ Director

/ Director



CTBC BANK CORP. (CANADA)

Statement of Comprehensive Income

Year ended December 31, 2020, with comparative information for 2019

2020 2019
Interest income:
Loans $ 16,640,987 18,297,847
Deposits with regulated financial institutions 395,254 1,375,034
17,036,241 19,672,881
Interest expense on deposits 4,539,884 5,550,487
Interest expense on lease liabilities (note 11) 92,873 98,712
Net interest income 12,403,484 14,023,682
Increase (decrease) in allowance for credit losses (note 7) 234,759 (681,467)
Total operating income 12,168,725 14,705,149
Other income (note 14) 1,235,406 1,187,765
Income before operating expenses 13,404,131 15,892,914
Operating expenses:
Salaries and benefits 4,665,731 4,533,518
Rent, equipment and leasehold improvements,
including amortization (note 8) 1,251,430 959,753
Right—of-use assets amortization (note 11) 735,895 705,225
Other expenses 1,654,367 1,841,402
8,307,423 8,039,898
Income from operations before income taxes 5,096,708 7,853,016
Income tax expense (note 15) 1,342,068 2,154,893
Net income and comprehensive income $ 3,754,640 $ 5,698,123

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Statement of Changes in Shareholder’s Equity

Year ended December 31, 2020, with comparative information for 2019

Share Retained Total

capital earnings equity
Balance, December 31, 2018 $ 36,999,988 $ 29,003,873 $ 66,003,861
Net income and comprehensive income - 5,698,123 5,698,123
Balance, December 31, 2019 36,999,988 34,701,996 71,701,984
Net income and comprehensive income - 3,754,640 3,754,640
Balance, December 31, 2020 $ 36,999,988 $ 38,456,636 $ 75,456,624

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Statement of Cash Flows

Year ended December 31, 2020, with comparative information for 2019

2020 2019
Cash provided by (used in):
Cash flow from operating activities:

Net income and comprehensive income $ 3,754,640 $ 5,698,123

Adjustments for:

Net interest income (12,403,484) (14,023,682)
Change in allowance for credit losses 234,759 (681,467)

Depreciation of equipment, leasehold
improvements and right-of-use assets 1,099,206 995,013
Income tax expense 1,342,068 2,154,893
(5,972,811) (5,857,120)

Net change in loans 21,583,008 (6,875,877)

Net change in deposits (17,702,745) 32,089,426

Net change in other assets and other liabilities (1,281,919) 1,713,002

2,598,344 26,926,551

Interest received 17,129,138 18,450,748

Interest paid (4,954,857) (5,663,059)

Income tax received (1,613,131) (2,022,144)

Income tax paid 47,908 23,052

10,609,058 10,788,597

Net cash provided by operating activities 7,234,591 31,858,028
Cash flow used in investing activities:

Acquisition of equipment and leasehold improvements (1,168,819) (344,049)
Cash flow used in financing activities:

Payment of lease liabilities (708,770) (750,971)
Increase in cash resources 5,357,002 30,763,008
Cash resources, beginning of year 92,577,952 61,814,944
Cash resources, end of year $ 97,934,954 92,577,952
Cash resources are represented by:

Cash 1,002,975 1,810,727

Deposits with regulated financial institutions:

Interest bearing 93,357,892 89,272,519
Non-interest bearing 3,574,087 1,494,706
$ 97,934,954 $ 92,577,952

See accompanying notes to financial statements.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

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 1518 West Broadway, 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 22,
2021.

COVID-19 Pandemic

During 2020, the Canadian economy experienced significant disruption and market volatility
related to the global COVID-19 pandemic. The overall impact of the pandemic continues to be
uncertain and dependent on actions taken by the Canadian government, businesses, and
individuals to limit spread of the COVID-19 virus, as well as governmental economic response
and support efforts.

The rapid worldwide spread of COVID-19 has prompted governments to implement restrictive
measures to curb the spread of the pandemic. During this period of uncertainty, the Bank’s
priority has been to protect the health and safety of its employees, support and enforce
government actions to slow the spread of COVID-19, and to continually assess and take
appropriate actions to mitigate the risks to the business operations as a result of this pandemic.

The Bank has implemented a COVID-19 response plan (the “COVID-19 Response Plan”) that
includes a number of measures to safeguard against the spread of the virus at its offices and has
maintained regular communications with clients, suppliers and business partners to monitor any
potential risks to its ongoing operations. Operationally, the Bank has shifted some employees to
work remotely. The Bank works closely with clients to support them through this changing
environment and in certain circumstances, offering more flexible options including extended
payment terms, payment deferrals and interest relief.

As described in Note 4 of these financial statements, we make estimates and assumptions in
preparing the financial statements. These estimates and assumptions have been made taking
into consideration the economic impact of the COVID-19 pandemic and the significant economic
volatility and uncertainty it has created. Actual results could differ materially from these estimates,
in which case the impact would be recognized in the financial statements in future periods.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

2. Basis of presentation:

(@)

(b)

(c)

(d)

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.
Basis of measurement:

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

Functional and presentation currency:

These financial statements are expressed 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.

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.

3. Significant accounting policies:

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

(@)

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.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(@)

(b)

(c)

Translation of foreign currencies (continued):

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 expense 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.

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

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) Current income 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, 2020

3. Significant accounting policies (continued):
(c) Income tax expense (continued):
(i7) 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:
(/) 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.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

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

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

o 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.

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:

o 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.



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(d) Financial instruments (continued):

(i)

(if)

Recognition, classification and measurement (continued):
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:

¢ how the performance of the portfolio is evaluated and reported to management;
e 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

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

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,
2020.

10



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):
(d) Financial instruments (continued):
(ii7) 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”).

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.

11



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):
(d) Financial instruments (continued):
(iii) Impairment (continued):
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.

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. For debt securities measured at FVOCI, the loss
allowance is recognized in OCI instead of reducing the carrying amount of the asset.

Write-off:

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

12



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(d)

(e)

(f)

(9

Financial instruments (continued):
(iv) 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.

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.

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.

Offsetting financial instruments:

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.

13



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(h) Derivative instruments:

(i)

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.

Equipment and leasehold improvements:

(i)

(if)

Recognition and measurement:

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

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) Amortization:

Amortization 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.

14



CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(i)

Equipment and leasehold improvements (continued):

(iii) Amortization (continued):

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

Asset Rate
Furniture, fixtures, office and computer equipment 5 years
Leasehold improvements 7 - 10 years

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

(j) Provisions:

(k)

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:

The Bank adopted IFRS 16 Leases (“IFRS 16”) with a date of initial application from
January 1, 2019.

)

(if)

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.

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.
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CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

3. Significant accounting policies (continued):

(k) IFRS 16 Leases (continued):

()

(i) Recognition and measurement (continued):

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:

At December 31, 2020, a number of standards and amendments to standards had been
issued by the IASB but are not yet effective for the financial statements. Those which are
relevant to the Bank’s financial statements are set out below:

Interest Rate Benchmark Reform:

In August 2020, the IASB finalized its Phase 2 response to the ongoing IBOR and other
interest rate benchmark reform by issuing a package of amendments to IFRS standards
which focus on accounting and disclosure matters that will arise once an existing
benchmark is replaced with an alternative benchmark rate. The amendments provide
practical expedients if contract modifications result directly from IBOR reform and occur
on an economic equivalent basis. In these cases, changes may be accounted for by
updating the effective interest rate. Further, existing hedging relationships are not
required to be discontinued if changes in hedge documentation are required solely by
IBOR reform. The amendments are effective for the Bank’s fiscal year beginning
January 1, 2021 with early adoption permitted. We are 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.
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CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

4. Use of estimates and judgments (continued):

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:

()

(if)

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.

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.

As mentioned in note 1, the COVID-19 pandemic has given rise to heightened uncertainty as
it relates to accounting estimates and assumptions and has increased the need for
management to apply judgment in evaluating the economic and market environment and its
impact on significant estimates, particularly in relation to the measurement of ECL and the
forward-looking assumptions used in the ECL model. Actual results could differ from these
estimates and assumptions.

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.
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CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

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:

2020 2019
Within Three One Over
three  months to to five five Non-rate
Floating months one year years years sensitive Total Total
Canada $ 3,697,047 $ 37,000,000 $ -5 -9 - $1,366,313 $ 42,063,360 $ 17,481,909
United States 33,562,845 19,098,000 - - - 2,207,774 54,868,619 73,285,316
$ 37,259,892 $ 56,098,000 3 - 3 - 9 - $3574,087 $ 96,931,979 $§ 90,767,225
Average
effective yield 0.24% 0.18% - 0.12% 1.65%

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

6. Loans:

(a) 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:

2020 2019
Canada:
Residential loans $ 135,794,220 $ 163,948,257
Personal loans 7,621,597 4,045,451
Business loans:
Manufacturing 2,874,757 4,124,926
Real estate 144,619,137 135,794,036
Services 13,603,886 14,352,894
General commerce 46,376,916 50,216,584
350,890,513 372,482,148
Allowance for credit losses (note 7) (2,196,360) (1,970,228)
Total loans, net of allowance for credit losses $ 348,694,153 $ 370,511,920

No loans are denominated in foreign currencies.
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CTBC BANK CORP. (CANADA)

Notes to Financial Statements

Year ended December 31, 2020

6. Loans (continued):

(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:

2020 2019
Within Three One Over
three months to to five five Non-rate
Floating months one year years years sensitive Total Total
Canada $ 315,584,573 § - $ - $ 35305940 $ - $ - $ 350,890,513 $ 372,482,148
Average
effective yield 4.43% -% -% 3.98% 4.39% 4.96%

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

In response to the COVID-19 pandemic, the Bank considered payment deferral requests from
eligible commercial and retail customers. The agreement to a payment deferral on its own
does not represent a significant increase in credit risk for an individual borrower that required
migration from Stage 1 to Stage 2 under IFRS 9, nor are facilities with payment deferrals
considered past due. In assessing credit risk, we monitor the credit quality of impacted
borrowers using sound credit risk management practices. The loan modifications due to
payment deferrals did not result in any modification gains or losses. As payment deferral
periods conclude, we have been successful in working with clients to resume normal
payments. There are no loans on the deferral plans as at December 31, 2020.
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Notes to Financial Statements

Year ended December 31, 2020

7. Allowance for credit losses:

(a) Reconciliation of allowance for expected credit losses:

Stage 1 Stage 2 Stage 3 Total
ECL on loans - Retail
Balance at December 31, 2019 $ 669,039 $ - $ - $ 669,039
Net remeasurement (58,285) - 263,435 205,150
Originations 81,228 - - 81,228
Derecognitions and maturities (162,434) - - (162,434)
Transfers to Stage 1 - - - -
Transfers to Stage 2 - - - -
Transfers to Stage 3 (5,271) - 5,271 -
Other changes - - - -
Balance at December 31, 2020 $ 524,277 $ - $ 268,706 $ 792,983
ECL on loans - Commercial
Balance at December 31,2019  $ 1,295,368 $ 5,821 $ - $ 1,301,189
Net remeasurement 84,459 - - 84,459
Originations 80,579 - - 80,579
Derecognitions and maturities (54,223) - - (54,223)
Transfers to Stage 1 5,821 (5,821) - -
Transfers to Stage 2 - - - -
Transfers to Stage 3 - - - -
Other changes (8,627) - - (8,627)
Balance at December 31, 2020 $ 1,403,377 $ - $ - $ 1,403,377
Total ECL
Balance at December 31,2019  $ 1,964,407 $ 5,821 $ - $ 1,970,228
Net remeasurement 26,174 - 263,435 289,609
Originations 161,807 - - 161,807
Derecognitions and maturities (216,657) - - (216,657)
Transfers to Stage 1 5,821 (5,821) - -
Transfers to Stage 2 - - - -
Transfers to Stage 3 (5,271) - 5,271 -
Other changes (8,627) - - (8,627)
Balance at December 31, 2020 $ 1,927,654 $ - $ 268,706 $ 2,196,360
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Notes to Financial Statements

Year ended December 31, 2020

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 December 31, 2018 785,055 - $ 50,736 835,791
Net remeasurement (110,130) - - (110,130)
Originations 154,096 - - 154,096
Derecognitions and maturities (157,383) - (50,736) (208,119)
Transfers to Stage 1 - - - -
Transfers to Stage 2 - - - -
Transfers to Stage 3 - - - -
Other changes (2,599) - - (2,599)
Balance at December 31, 2019 669,039 - $ - 669,039
ECL on loans - Commercial
Balance at December 31, 2018 1,440,646 25,518 $ 346,500 1,812,664
Net remeasurement (170,586) - - (170,586)
Originations 110,659 - - 110,659
Derecognitions and maturities (85,369) (25,518) (346,500) (457,387)
Transfers to Stage 1 - - - -
Transfers to Stage 2 (5,821) 5,821 - -
Transfers to Stage 3 - - - -
Other changes 5,839 - - 5,839
Balance at December 31, 2019 1,295,368 5,821 $ - 1,301,189
Total ECL
Balance at December 31, 2018 2,225,701 25,518 $ 397,236 2,648,455
Net remeasurement (280,716) - - (280,716)
Originations 264,755 - - 264,755
Derecognitions and maturities (242,752) (25,518) (397,236) (665,506)
Transfers to Stage 1 - - - -
Transfers to Stage 2 (5,821) 5,821 - -
Transfers to Stage 3 - - - -
Other changes 3,240 - - 3,240
Balance at December 31, 2019 1,964,407 5,821 $ - 1,970,228

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 (if) fully secured and collection efforts are reasonably expected to result in
repayment of principal plus accrued interest. As at December 31, 2020, past due loans where
payment of interest or principal is contractually in arrears, which are not classified as

impaired, amounted to $7,097,007 (2019 - $487,800).
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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 interest rates. 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 % 1.79 3.04 (0.28)
Canadian CPI inflation % 2.14 2.41 1.60
Canadian Unemployment rate change % 0.07 (0.46) 0.15
Interest rate spread between
short term and long term% 0.1 1.01 1.65

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 $2,080,375.

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 $2,468,059.
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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

2020 improvements and equipment Total

Cost:

Balance, January 1, 2020 $ 1,867,719 $ 1,956,532 $ 3,824,251
Acquisitions 767,309 401,510 1,168,819
Dispositions (411,895) (18,296) (430,191)

Balance, December 31, 2020 $ 2,223,133 $ 2,339,746 $ 4,562,879

Accumulated depreciation:

Balance, January 1, 2020 $ 1,099,242 $ 1,493,702 $ 2,592,944
Depreciation 163,487 199,824 363,311
Dispositions (411,895) (18,296) (430,191)

Balance, December 31, 2020 $ 850,834 $ 1,675,230 $ 2,526,064

Carrying amounts:

Balance, December 31, 2020 $ 1,372,299 $ 664,516 $ 2,036,815
Leasehold Furniture, fixtures

2019 improvements and equipment Total

Cost:

Balance, January 1, 2019 $ 1,867,719 $ 1,863,043 $ 3,730,762
Acquisitions - 344,049 344,049
Dispositions - (250,560) (250,560)

Balance, December 31, 2019 $ 1,867,719 $ 1,956,532 $ 3,824,251

Accumulated depreciation:

Balance, January 1, 2019 $ 947,721 $ 1,605,995 $ 2,553,716
Depreciation 151,521 138,267 289,788
Dispositions - (250,560) (250,560)

Balance, December 31, 2019 $ 1,099,242 $ 1,493,702 $ 2,592,944

Carrying amounts:

Balance, December 31, 2019 $ 768,477 $ 462,830 $ 1,231,307
9. Other assets:
2020 2019

Interest receivable $ 661,048 $ 745,909

Prepaid expenses 592,772 607,042

$ 1,253,820 $ 1,352,951
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10. Deposits:

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

2020 2019
Demand and Demand and

chequable non-chequable Fixed term Total Total

Canada:
Individuals $ 7,350,951 $ 24,757,068 $ 133,710,711 $ 165,818,730 $ 164,630,079
Businesses 50,219,621 1,480 52,244,279 102,465,380 110,836,848
57,570,572 24,758,548 185,954,990 268,284,110 275,466,927

Taiwan:
Individuals 2,950,090 10,770,577 76,807,678 90,528,345 94,070,787
Businesses 372,850 - - 372,850 263,611
Regulated financial institutions 1,901,330 - - 1,901,330 5,911,429

5,224,270 10,770,577 76,807,678

92,802,525 100,245,827

Other countries:
Individuals 201,621 2,524,591 4,001,917 6,728,129 9,393,942
Businesses 1,647,712 38,570 2,280,782 3,967,064 4,335,258
Regulated financial institutions 49,093 - - 49,093 91,712
1,898,426 2,563,161 6,282,699 10,744,286 13,820,912

$ 64,693,268 $ 38,092,286 $ 269,045,367

$ 371,830,921 $ 389,533,666

Total deposits include $55,081,018 (2019 - $73,062,329) denominated in foreign currencies.

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

dates, whichever are earlier:

2020 2019
Within three  Three months Onetofive Overfive Non-rate

Floating months to one year years years sensitive Total Total

Demand and chequable $ 64,693,268 $ -3 -3 -$ -$ - $ 64,693,268 $§ 88,279,574
Demand and

non-chequable 38,092,286 - - - - - 38,092286 27,548,610

Fixed Term - 44,951,581 212,849,237 11,244,549 - 269,045,367 273,705,482

$102,785,554 § 44,951,581 $212,849,237 $ 11,244,549 § - $ - $ 371,830,921 $ 389,533,666

Average effective
interest rate 0.01% 1.56% 1.10% 1.44%

- - 1.02%

1.35%

Average effective yields are based on book values and contractual
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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

2020 assets (premises) assets (other) Total

Cost:

Balance, January 1, 2020 $ 2,715,150 $ 83,035 $ 2,798,185
Acquisitions 2,559,027 - 2,559,027
Dispositions (572,419) - (572,419)
Other modifications (123,918) - (123,918)

Balance, December 31, 2020 $ 4,577,840 $ 83,035 $ 4,660,875

Accumulated depreciation:

Balance, January 1, 2020 $ 681,018 $ 24,207 $ 705,225
Depreciation 711,687 24,208 735,895
Dispositions (572,419) - (572,419)

Balance, December 31, 2020 $ 820,286 $ 48,415 $ 868,701

Carrying amounts:

Balance, December 31, 2020 $ 3,757,554 $ 34,620 $ 3,792,174
Right-of-use Right-of-use

2019 assets (premises) assets (other) Total

Cost:

Balance, January 1, 2019 - $ - $ -
Right-of-use assets on initial application 2,715,150 83,035 2,798,185

Adjusted balance at January 1, 2019 2,715,150 83,035 2,798,185
Acquisitions - - -

Balance, December 31, 2019 $ 2,715,150 $ 83,035 $ 2,798,185

Accumulated depreciation:

Balance, January 1, 2019 $ - $ - $ -
Depreciation 681,018 24,207 705,225

Balance, December 31, 2019 $ 681,018 $ 24,207 $ 705,225

Carrying amounts:

Balance, December 31, 2019 $ 2,034,132 $ 58,828 $ 2,092,960

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, 2020 and 2019:

2020 2019
Less than one year $ 725817 $ 721,724
Between one and five years 2,174,550 1,445,190
More than five years 1,444,627 26,895
Total undiscounted lease obligations $ 4,344,994 $ 2,193,809
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11. Right-of-use assets and lease liabilities (continued):

2020 2019

Lease liabilities included in statement of financial position:
Current $ 595,659 $ 652,528
Non-current 3,198,438 1,493,399
Total $ 3,794,097 $ 2,145,927

The Bank has used a weighted average incremental borrowing rate of 3.71% to discount its lease
obligations (2019: 3.89%). The Bank recognized interest expenses on lease liabilities amounted
to $92,873 during the year ended December 31, 2020 (2019: $98,712).

Variable lease payments not included in lease liabilities of $428,694 were expensed during the

year ended December 31, 2020 (2019: $314,303).

12. Other liabilities:

2020 2019

Interest payable $ 2,342,985 $ 2,665,085
Other accrued expenses 1,238,033 2,045,109
$ 3,581,018 $ 4,710,194

13. Share capital:
(a) Authorized:

At December 31, 2020 and 2019, the authorized share capital comprises of an unlimited

number of ordinary shares of no-par value.

(b) Issued and fully paid:

2020 2019
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:
2020 2019
Loan fees $ 459,205 $ 492,908
Letters of credit and guarantee fees 208,088 224,842
Service charges 303,285 351,246
Foreign exchange gains 264,828 118,769
$ 1,235,406 $ 1,187,765
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15. Income taxes:

(@)

(b)

(c)

Income taxes reported in the financial statements are as follows:

2020 2019

Components of income tax expense are:
Current income taxes $ 1,312,621 $ 2,020,124
Deferred income taxes 29,447 134,769

$ 1,342,068 $ 2,154,893

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:

2020 2019

Net earnings from operations before income taxes $ 5,096,708 $ 7,853,016

Combined Federal and Provincial statutory rate 27.00% 27.00%

Tax expense at combined statutory rate $ 1,376,111 $ 2,120,314
Increase (decrease) in income taxes resulting from:

Permanent differences and other reconciling items (34,043) 34,579

Income tax expense $ 1,342,068 $ 2,154,893

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

Balance, Balance,

December 31, Recognized in Recognized in December 31,

2019 equity net earnings 2020

Allowance for credit losses $ 534,015 $ - $ (1,910) $ 532,105
Deferred revenue 91,066 - (27,153) 63,913
Equipment and leasehold improvements (24,563) - (64,236) (88,799)
Deferred expenses (92,043) - 20,934 (71,109)
Right-of-use assets (565,099) - (458,788) (1,023,887)
Lease Liabilities 598,840 - 501,706 1,100,546
Deferred tax assets $ 542,216 $ - $ (29,447) $ 512,769
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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:

2020 2019
Deposit by related banks $ 1,950,423 $ 6,003,141
(b) Key management compensation:
2020 2019
Salaries and other short-term employee benefits $ 990,767 $ 865,051

17. 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:

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

(if) 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.
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17.

18.

Commitments (continued):

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.

2020 2019
Commitments to extend credit original term to maturity $ 16,592,059 $ 15,979,563
Standby letters of credit 8,341,991 8,841,991

$ 24,934,050 $ 24,821,554

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.

(i) 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.
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18. Fair values of financial instruments (continued):
(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.

(i7) 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.

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.

2020 2019
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 $ 97,934,954 $ 97,934,954 $ - $ 92,577,952 $ 92,577,952 $ -
Assets carried at
amortized cost:
Loans 348,694,153 349,282,015 587,862 370,511,920 370,777,907 265,987
Other assets 661,048 661,048 - 745,909 745,909 -
Liabilities carried at
amortized cost:
Deposits 371,830,921 369,371,363 (2,459,558) 389,533,666 386,770,721 (2,762,945)
Other liabilities 3,581,018 3,581,018 - 4,710,194 4,710,194 -

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

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

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.

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.
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18.

19.

Fair values of financial instruments (continued):

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, 2020 and 2019, loans and deposits are classified as Level 3
financial instruments and cash resources are classified as Level 1 financial instruments.

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, 2020 and 2019, 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.

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 2020 2019
Assets:
Cashresources $ 38,262,867 $ 56,098,000 $ -3 -$ 3,574,087 $ 97,934,954 $ 92,577,952
Loans 315,584,573 - - 35,305,940 (2,196,360) 348,694,153 370,511,920

Other - - - - 8,033,553 8,033,553 5,219,434

353,847,440 56,098,000

Liabilities and
shareholder’s equity:

Deposits 25,696,389 60,369,414 274,520,569 11,244,549 - 371,830,921 389,533,666
Other - - - 82,831,739 82,831,739 78,775,640

35,305,940 9,411,280 454,662,660 468,309,306

25,696,389 60,369,414 274,520,569 11,244,549 82,831,739 454,662,660 468,309,306

Total gap $ 328,151,061 $ (4,271,414) $(274,520,569) $ 24,061,391 $ (73,420,459) $ - $
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19.

20.

Interest rate sensitivity (continued):

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 $856,239
(2019 - $2,129,437) over the next twelve months using the following assumptions:

() accrued interest receivable and payable as at December 31, 2020 are excluded from the
calculation;

(i7) 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.

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.

(a) 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.
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20. Risk management (continued):
(b) 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.

() 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.

The Credit Risk Management Department is responsible for the following:

e 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;

e 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;

e 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
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20. Risk management (continued):

(b) Credit risk (continued):

(i)

(if)

Credit risk management (continued):

e 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, 2020 or 2019.

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.

2020 2019
On-balance sheet exposures $ 348,694,153 $ 370,511,920
Off-balance sheet exposures 24,934,050 24,821,554

$ 373,628,203 $ 395,333,474

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 2020
High Below 603 $ 4,324,855 $ - $ - $ 4,324,855
Medium 604-689 41,933,672 - - 41,933,672
Low 690 and above 94,561,005 - 2,596,285 97,157,290

$ 140,819,532 $ - $ 2,596,285 $ 143,415,817
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20. Risk management (continued):
(b) Credit risk (continued):

(i7) Credit risk exposure (continued):

Risk

category  Beacon score range Stage 1 Stage 2 Stage 3 2019
High Below 603 $ 1,197,375 $ - - $ 1,197,375
Medium 604-689 66,292,519 - - 66,292,519
Low 690 and above 100,503,814 - - 100,503,814

$ 167,993,708 $

$ 167,993,708

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 2020
1-  ORR0-5: Low $ 1,697,850 $ - - $ 1,697,850
2-  ORR 6-9: Normal 175,455,216 - - 175,455,216
3- ORR 10-16: High 30,321,630 - - 30,321,630

$ 207,474,696 $ - - $ 207,474,696
Internal risk ratings Stage 1 Stage 2 Stage 3 2019
4- ORRO0-5: Low $ 1,174,800 $ - - $ 1,174,800
5- ORR 6-9: Normal 171,970,175 - - 171,970,175
6- ORR 10-16: High 30,717,965 625,500 - 31,343,465

$ 203,862,940 $ 625,500 - $ 204,488,440
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20. Risk management (continued):

(c)

(d)

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.

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.
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20. Risk management (continued):

21.

(e) Interest rate risk:

(f)

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.

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 OSFl'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, 2020
have been calculated using Basel lll. As at December 31, 2020 and 2019, 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, 2020, the Bank’s total risk based capital ratio was 22.77% (2019 - 22.18%).
As at December 31, 2020, the Bank’s leverage ratio was 16.03% (2019 - 14.81%). The Bank
complied with the regulatory total capital ratio and regulatory leverage ratio requirements during
2020 and 2019.
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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, 2020 and 2019 related to these indemnifications.
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