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Independent auditor’s report 
 
 
 
 

To the Shareholders of  
First Nations Bank of Canada 
 
Opinion 
 
We have audited the accompanying consolidated financial statements of First Nations Bank of Canada [“the Bank”], 
which comprise the consolidated statement of financial position as at October 31, 2020 and the consolidated statement 
of comprehensive income, consolidated statement of changes in equity and consolidated statement of cash flows for 
the year then ended, and a summary of significant accounting policies and other explanatory information.  
 
In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the financial 
position of First Nations Bank of Canada as at October 31, 2020, and its financial performance and its cash flows for 
the year then ended in accordance with International Financial Reporting Standards. 
 
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 report. We are independent of the Bank in accordance with the ethical requirements that are relevant to our audit 
of the consolidated 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. 
 
Responsibilities of management and those charged with governance for the consolidated financial statements 
 

Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards, and for such internal control as management determines 
is necessary to enable the preparation of consolidated financial statements that are free from material misstatement, 
whether due to fraud or error. 
 
In preparing the consolidated financial statements, management is responsible for assessing the Bank’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 Bank or to cease operations, or has no realistic 
alternative but to do so.  
 
Those charged with governance are responsible for overseeing the Bank’s financial reporting process. 
 
Auditor’s responsibility for the audit of the consolidated financial statement 
 

Our objectives are to obtain reasonable assurance about whether the consolidated 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 these consolidated financial 
statements.  
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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: 
 
 Identify and assess the risks of material misstatement of the consolidated 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.  

 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 
Bank’s internal control. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and 
related disclosures made by management. 

 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 Bank’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 consolidated 
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 Bank to cease to continue as a going concern. 

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

 
We 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. 
 
 
                                                                                                                 

Saskatoon, Canada  
December 15, 2020  
  
 

 



First Nations Bank of Canada 
 
 
CONSOLIDATED STATEMENT OF FINANCIAL POSITION 
As at October 31 
[in thousands of Canadian dollars] 
 

     
  Notes 2020 2019 
  
 
ASSETS 
Cash and cash equivalents 6 441,737 202,685 
Interest-bearing deposits with financial institutions 7  76,510 75,798 
 
Loans and advances to customers 8   
    Mortgage loans  99,771 100,152 
    Personal loans  13,390 12,785 
    Business loans  322,528 272,980 
  435,689 385,917 
Derivative financial instrument 20 74 - 
Right of use assets 11 4,657 -  
Deferred tax asset 18 376 - 
Property and equipment 12 2,797 3,456 
Intangible assets 13 1,627 2,076 
Other assets 9 2,267 2,238 
Total assets  965,734 672,170 

 
LIABILITIES 
Due to customers 
 Notice deposits   757,694 482,616 
 Medium-term certificates   140,134 128,372 
   897,828 610,988 
Derivative financial instrument  20 - 64 
Deferred tax liability  18 - 154 
Lease liability  14 4,747 - 
Other liabilities  10 12,541 12,808 
Subordinated debentures   16 4,270 4,233 
Total liabilities   919,386 628,247 
 
Guarantees  21 
 

EQUITY 
Issued capital   17 30,212 30,030 
Retained earnings   16,136 13,893 
Total equity   46,348 43,923 
Total liabilities and equity   965,734 672,170 

 
The accompanying notes are an integral part of these financial statements. 
 
Approved by the Board of Directors 
 
 
 
                                                                
Director                                                             Director  



First Nations Bank of Canada 
 
 
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME   
For the year ended October 31  
[in thousands of Canadian dollars] 
 
 
 Notes  2020 2019 
  

 
INTEREST INCOME 
Term and bank deposits   4,306 5,423 
Loans and advances to customer 
      Mortgage loans   3,313 3,325 
      Personal loans   961 991 
      Business loans   13,543 12,879 
   22,123 22,618 
 
INTEREST EXPENSE 
Notice deposits   2,392 4,245 
Medium-term certificates   2,192 2,321 
Subordinated debentures   295 304 
Interest on lease liabilities   169 - 
   5,048 6,870 
Net interest income   17,075 15,748 
Provision for (recovery of) credit losses 8  874 (162) 
Net interest income after provision for (recovery of) credit losses   16,201 15,910 
Fees and commission   4,829 4,421 
   21,030 20,331 
 
NON-INTEREST EXPENSES 
Salary and staff benefits   8,769 7,617 
Rent and occupancy   1,311 2,218 
Marketing   290 428 
Professional fees   1,353 1,128 
Banking platform   2,765 2,525 
Travel   251 501 
Other operating expenses   217 885 
Depreciation and amortization   2,591 1,427 
Total operating expenses   17,547 16,729 
Income before income taxes   3,483 3,602 
Income tax expense 18  866 969 
Net income for the year   2,617 2,633 
Other comprehensive income for the year   - - 
Total comprehensive income    2,617 2,633 

The accompanying notes are an integral part of these financial statements. 



First Nations Bank of Canada 
 
 
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY 
[in thousands of Canadian dollars] 

 
 
 
  Issued Retained Total 
  capital earnings equity 
 
 
As at November 1, 2018 26,041      11,649 37,690 
   
Total comprehensive income for the year 
Impact of adopting IFRS 9  (90) (90)  
Net income for the year  2,633 2,633 
Total comprehensive income for the year  2,543 2,543  
 
Share capital issuance, net of costs 3,989  3,989  
Dividends to equity holders  (299) (299) 
As at October 31, 2019 30,030 13,893 43,923  
 
Total comprehensive income for the year 
Net income for the year  2,617 2,617 
Total comprehensive income for the year  2,617 2,617 
 
Share capital issuance, net of costs 182  182  
Dividends to equity holders  (374) (374) 
As at October 31, 2020 30,212 16,136 46,348 

 
The accompanying notes are an integral part of these financial statements. 
 
   



First Nations Bank of Canada 
 
 
CONSOLIDATED STATEMENT OF CASH FLOWS 
For the year ended October 31 
[in thousands of Canadian dollars] 
 2020 2019 
 

 
OPERATING ACTIVITIES 
Income for the year 2,617 2,633 
Adjustments:  
Provision for (recovery of) credit losses 853 (183) 
Deferred income taxes (530) (190) 
Depreciation and amortization 2,591 1,427 
Amortization of subordinated debentures 37 34 
 5,568 3,721 
Adjustments for changes in: 
Interest receivable (13) (313) 
Interest payable (147) 212 
Other receivables (16) 142 
Derivative financial instrument (138) (263) 
Other liabilities (120) 6,733 
 (434) 6,511 
Changes in: 
Mortgage loans 278 (1,496) 
Personal loans (630) (1,119) 
Business loans (50,272) (24,049) 
Notice deposits 275,078 115,579 
Medium-term certificates 11,762 (9,766) 
 236,216 79,149 
Net cash provided by operating activities 241,350 89,381 
 
INVESTING ACTIVITIES 
Purchase of property and equipment (84) (1,827) 
Additions to intangible assets (371) (505) 
Interest-bearing deposits with financial institutions (713) (25,365)  
Net cash used in investing activities (1,168) (27,697) 
 
FINANCING ACTIVITIES 
Repayment of lease liability (938) - 
Issuance of common shares - 3,989 
Dividends paid to equity holders (192) (299) 

Net cash (used in) provided by financing activities (1,130) 3,690 
 
Net increase in cash and cash equivalents during the year 239,052 65,374 
Cash and cash equivalents, beginning of year 202,685    137,311 
Cash and cash equivalents, end of year 441,737 202,685 

   
Operational cash flows from: 
Interest paid 5,195 6,658 
Income taxes paid 1,199 1,458 

The accompanying notes are an integral part of these financial statements. 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
 
 

1 
 

1. INCORPORATION AND NATURE OF OPERATIONS 
 
First Nations Bank of Canada (the Bank) is a bank domiciled in Canada. The Bank was incorporated under the Bank Act [1992 
as amended] by Letters Patent dated November 19, 1996. The Bank’s registered office is on the Yellow Quill First Nation at 224 
4th Avenue South, Saskatoon, Saskatchewan. The Bank is primarily involved in providing financial services to the Indigenous 
marketplace in Canada. 
 
2. BASIS OF PRESENTATION  
 
Statement of compliance 
 
The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) 
as issued by the International Accounting Standards Board (IASB) and as set out in the Handbook of the Chartered Professional 
Accountants of Canada (CPA Canada Handbook). 
 
The accounting policies followed by the Bank, including the accounting requirements of the Office of the Superintendent of 
Financial Institutions Canada (OSFI), conform to IFRS and interpretations issued by the IFRS Interpretations Committee (IFRIC), 
as published by the International Accounting Standards Board (IASB). The principal accounting policies applied in the 
preparation of the financial statements are set out below.  
 
The financial statements were authorized for issue by the Board of Directors on December 15, 2020. 
 
Basis of measurement 
 
The financial statements have been prepared on the historical cost basis except for derivative financial instruments that have been 
measured at fair value.  The carrying values of recognized assets that are hedged items in fair value hedges, and otherwise carried 
at amortized cost, are adjusted to record changes in fair value attributable to the risks that are being hedged. 
 
Basis of consolidation 
 
The consolidated financial statements include the balances of the Bank and its wholly owned subsidiary FNB Trust as at October 
31, 2020, after the elimination of intercompany transactions. The Bank consolidates those entities which it controls. The Bank 
has control when it is exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect 
those returns through its power over the investee.  The financial statements of the subsidiary are prepared for the same reporting 
period as the Bank, using consistent accounting policies, with operations being reflected from the date of incorporation of FNB 
Trust on April 8, 2020. 
 
 
 
 
 
 
 
 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
 
 

2 
 

2. BASIS OF PRESENTATION (continued) 
 
Use of estimates and judgements 
 
The preparation of the financial statements of the Bank in accordance with IFRS requires management to make judgements, 
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income 
and expenses.  Actual results could differ from those 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 judgements in applying accounting policies that have 
the most significant effect on the amounts recognized in the financial statements is discussed below and included in notes 8 and 
18.  Other significant estimates are discussed below. 
 
Depreciation/amortization policies and useful lives 
 
The Bank depreciates property and equipment and amortizes intangible assets over the estimated useful lives of the assets. In 
determining the estimated useful life of these assets, significant judgment by management is required. In determining these 
estimates, the Bank takes into account expectations of the in-service period of these assets. The Bank assesses the estimated 
useful life of these assets on an annual basis to ensure that they match the anticipated life of an asset from a revenue producing 
perspective. If the Bank determines that the useful life of an asset is different from the original assessment, changes to depreciation 
and amortization will be applied prospectively. 
 
Leases 
 
The Bank used its incremental borrowing rate (“IBR”) to measure all lease liabilities at November 1, 2019. The IBR is the rate 
of interest that the Bank would have to pay to borrow over a similar term, and with similar security, the funds necessary to obtain 
an asset of similar value to the right of use asset in a similar economic environment. When no observable rates are available, the 
Bank estimates the IBR using observable inputs. 
 
Impairment losses on loans and advances  
 
The measurement of impairment losses under IFRS 9, Financial Instruments (IFRS 9) across all categories of financial assets in 
scope requires judgement, in particular, the estimation of the amount and timing of future cash flows and collateral values when 
determining impairment losses and the assessment of a significant increase in credit risk. These estimates are driven by a number 
of factors, changes in which can result in different levels of allowances.  
 
The Bank’s expected credit loss (ECL) calculations are outputs of model with several underlying assumptions regarding the 
choice of variable inputs and their interdependencies. Elements of the ECL models that are considered accounting judgements 
and estimates include: 

• The Bank’s internal credit risk rating model, which is used to assess if there has been a significant increase in credit risk 
• The Bank’s assignment of loss rates to each individual risk rating 
• The segmentation of financial assets when their ECL is assessed on a collective basis 
• Development of ECL models, including the various formulas and the choice of inputs 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
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2. BASIS OF PRESENTATION (continued) 
 

• Determination of associations between macroeconomic scenarios and, economic inputs, such as unemployment levels 
and collateral values, and the effect on loss rates, exposure at default, and losses given default 

• Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the economic inputs 
into the ECL models 

• Qualitative adjustments or overlays using expert credit judgment in the calculations of ECLs 
 
It has been the Bank’s policy to regularly review its models in the context of actual loss experience and adjust when necessary.  
 
Taxes  
 
The Bank’s income tax expense reflects an estimate of the cash taxes it expects to pay for the current year, as well as a provision 
for changes arising in the values of deferred tax assets and liabilities during the year. The tax value of these assets and liabilities 
is impacted by factors such as accounting estimates inherent in these balances, management’s expectations about future operating 
results, and previous tax audits and differing interpretations of tax regulations by the taxable entity and the responsible tax 
authorities. Management assesses the likelihood of recovering value from deferred tax assets and adjusts the tax provision.  
Deferred tax assets are recognized for all unused tax losses to the extent that it is probable that taxable profit will be available 
against which the losses can be utilized. Significant management judgment is required to determine the amount of deferred tax 
assets that can be recognized, based on the likely timing and the level of future taxable profits together with future tax planning 
strategies. 
 
3. CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES 
 
New and amended IFRS standards that are effective for the current year  
 
IFRS 16, Leases (“IFRS 16”) 
 
On November 1, 2019, the Bank adopted IFRS 16 which sets out the principles for the recognition, measurement, presentation 
and disclosure of leases for both parties to a contract, i.e., the customer (“lessee”) and the supplier (“lessor”). All leases result 
in the Bank (the lessee) obtaining the right to use an asset at the start of the lease and, if lease payments are made over time, 
also obtaining financing. Accordingly, the adoption of IFRS 16 eliminated the classification of leases as either operating leases 
or finance leases as was required by IAS 17, Leases and, instead, introduced a single lessee accounting model. Applying that 
model, a lessee is now required to recognize: (a) assets and liabilities for all leases with a term of more than 12 months, unless 
the underlying asset is of low value; and (b) depreciation of lease assets separately from interest on lease liabilities in the 
consolidated statement of income. 
 
As the Bank has implemented IFRS 16 Leases using the modified retrospective approach, the comparative figures have not been 
restated. For the	year	ended	October 31, 2019, all leases were considered operating leases and are recorded as operating expenses 
as incurred. 
 
On the adoption of IFRS 16, the Bank recognized a right-of-use asset of $5,306 relating to its premises leases which will be 
amortized over the term of the leases. This asset is disclosed in Note 11. The Bank also recognized a liability for the principal 
component of future lease payments by $5,306, which will be repaid over the term of the leases.  The lease liability as at 
November 1, 2019 can be reconciled to the lease commitments as of October 31, 2019 as follows: 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
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3. CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (continued) 
 

Lease commitment as at October 31, 2019      $                     6,651 
 
Weighted average incremental borrowing rate as at November 1, 2019                                      3.25% 
 
Discounted operating lease commitments as at November 1, 2019      $         6,077 
Less: 
Commitments relating to short-term leases                  (68) 
Commitments that do not meet the definition of a lease                          (703) 
Lease liability as at November 1, 2019      $                     5,306 

 
 
IFRIC 23, Uncertainty over Income Tax Treatments (“IFRIC 23”) 
 
On November 1, 2019, the Bank adopted IFRIC 23. This interpretation clarifies how to apply the recognition and measurement 
requirements in IAS 12, Income Taxes (“IAS 12”) when there is uncertainty over income tax treatments. In such a circumstance, 
the Bank shall recognize and measure its current or deferred tax asset or liability applying the requirements in IAS 12 based on 
taxable profit (tax loss), tax bases, unused tax losses, unused tax credits and tax rates determined by applying this Interpretation. 
There was no impact to the consolidated financial statements as a result of the adoption of IFRIC 23.  
 
4. SIGNIFICANT ACCOUNTING POLICIES 
 
The accounting policies set out below have been applied consistently to all periods presented in these financial statements.   
 
Functional and presentation currency 
 
The financial statements are presented in Canadian dollars, which is the Bank’s functional and presentation currency. All financial 
information presented in Canadian dollars has been rounded to the nearest thousand unless otherwise indicated. 
 
Foreign currency translation 
 
Transactions denominated in a foreign currency are translated into Canadian dollars at actual exchange rates prevailing at the 
time the transactions occurred. Monetary assets and liabilities denominated in foreign currencies are translated at the exchange 
rate prevailing on the financial position date and transactions are translated using the exchange rate prevailing at the date of 
transaction. Exchange gains or losses on translation of monetary assets and liabilities are included in net income in the period 
incurred. 
 
Cash and cash equivalents 
 
Cash and cash equivalents comprise cash on hand, non-restricted current accounts and balances with financial institutions as 
referred to in the statements of cash flow comprise cash on hand, non-restricted current accounts with financial institutions and 
amounts due on demand or with an original maturity of three months or less.    



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Financial instruments 
 
Financial assets and financial liabilities are initially recognized in the Bank’s statement of financial position when the Bank 
becomes a party to the contractual provisions of the instrument. Loans and advances to customers are recognized when funds are 
transferred to the customers’ accounts. The Bank recognizes balances due to customers when funds are transferred to the Bank. 
 
Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are directly attributable to the 
acquisition or issue of financial assets and financial liabilities (other than financial assets and financial liabilities at FVTPL) are 
added to or deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition. 
Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at FVTPL are recognized 
immediately in profit or loss. 
 
Financial assets  
 
All recognized financial assets are measured subsequently in their entirety at either amortized cost or fair value, depending on 
the classification of the financial assets.  

 
Classification and measurement  
 
The classification of financial instruments is dependent on the business model used for managing the instrument, and the cash 
flow characteristics of the instrument.   
 
Financial assets are not reclassified subject to their initial recognition, unless the Bank changes its business model for managing 
financial assets, in which case all affected financial assets are reclassified on the first day of the first reporting period following 
the change. 
 
Amortized cost   
 
The Bank classifies financial assets as amortized cost where they meet the following conditions and are not designated at fair 
value through profit or loss:   
 

• Held to collect contractual cash flows; and  
• Contractual terms give rise on specified dates to cash flows that are solely payments of principal and interest (SPPI) on 

the principal amount outstanding.   
 
The carrying amount of these assets is adjusted by any expected credit loss allowance.  
 
 
 
 
 
 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Fair value through other comprehensive income – debt instruments 
 
The Bank classifies financial assets as FVTOCI where they meet the following conditions and are not designated at FVTPL:  
  

• Held to collect contractual cash flows and to sell the corresponding financial assets; and   
• Contractual terms give rise on specified dates to cash flows that are SPPI on the principal amount outstanding. 

 
FVTOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in the fair value 
recognized in OCI. Interest income is recognized in profit and loss. When necessary, an expected credit loss allowance is 
recognized in other comprehensive income and accumulated in the fair value reserve and does not reduce the carrying amount of 
the financial asset in the statement of financial position. On derecognition, cumulative gains and losses previously recognized in 
OCI are reclassified from OCI to profit and loss. 
 
Fair value through other comprehensive income – equity instruments 
 
Upon initial recognition, the Bank occasionally elects to classify irrevocably some of its equity investments as equity instruments 
at FVTOCI when the meet the definition of Equity under IAS 32 Financial Instruments: Presentation and are not held-for-
trading.  Such classification is determined on an instrument-by-instrument basis. 
 
Gains and losses on these equity instruments are never recycled to profit or loss.  Dividends are recognized in profit or loss as 
other operating income when the right of the payment has been established, except when the Bank benefits from such proceeds 
as a recovery of part of the cost of the instrument, in which case, such gains are recorded in OCI. Equity instruments at FVTOCI 
are not subject to an impairment assessment. 
 
The Bank has not designated any investments in equity instruments as FVTOCI on initial application of IFRS 9. 
 
Financial assets or financial liabilities held-for-trading 
 
The Bank classifies financial assets or financial liabilities as held-for-trading when they have been purchased or issued primarily 
for short-term profit-making through trading activities or form part of a portfolio of financial instruments that are managed 
together, for which there is evidence of a recent pattern of short-term profit taking. Held-for-trading assets and liabilities are 
recorded and measured in the statement of financial position at fair value. Changes in fair value are recognized in net trading 
income. Interest and dividend income or expense is recorded in net trading income according to the terms of the contract, or when 
the right to payment has been established.  
 
Included in this classification are debt securities, equities, short positions and customer loans that have been acquired principally 
for the purpose of selling or repurchasing in the near term. 
 
 
 
 
 
 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Fair value through profit or loss 
 
Financial assets and financial liabilities in this category are those that are not held-for-trading and have been either designated by 
management upon initial recognition or are mandatorily required to be measured at fair value under IFRS 9. Management only 
designates an instrument at FVTPL upon initial recognition when one of the following criteria are met. Such designation is 
determined on an instrument-by-instrument basis:  

 The designation eliminates, or significantly reduces, the inconsistent treatment that would otherwise arise from 
measuring the assets or liabilities or recognizing gains or losses on them on a different basis, or  

 The liabilities are part of a group of financial liabilities, which are managed, and their performance evaluated on a fair 
value basis, in accordance with a documented risk management or investment strategy, or 

 The liabilities contain one or more embedded derivatives, unless they do not significantly modify the cash flows that 
would otherwise be required by the contract, or it is clear with little or no analysis when a similar instrument is first 
considered that separation of the embedded derivative(s) is prohibited  

 
Financial assets and financial liabilities at FVTPL are recorded in the statement of financial position at fair value. Changes in fair 
value are recorded in profit and loss, with the exception of movements in fair value of liabilities designated at FVTPL due to 
changes in the Bank’s own credit risk. Such changes in fair value are recorded in the Bank’s own credit reserve through OCI and 
do not get recycled to the profit or loss. Interest earned or incurred on instruments designated at FVTPL is accrued in interest 
income or interest expense, respectively, using the effective interest rate (EIR). Dividend income from equity instruments 
measured at FVTPL is recorded in profit or loss as other operating income when the right to the payment has been established. 
The Bank classifies financial assets that do not meet the criteria for amortized cost or FVTOCI at FVTPL.  
 
Fair value measurement  
 
The best evidence of the fair value of a financial instrument at initial recognition is the transaction price, unless the fair value of 
that instrument is evidenced by comparison with other observable current market transactions in the same instrument or based on 
a valuation technique whose variables include only data from observable markets.   
 
Financial instruments are measured at a closing price. Fair values reflect the credit risk of the instrument and include adjustments 
to take account of the credit risk of the Bank and the counterparty where appropriate. Fair value is determined in the manner 
described in Note 19. 
 
 
 
 
 
 
 
 
 
 



First Nations Bank of Canada 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Impairment of financial assets  
 
The Bank recognizes a loss allowance for expected credit losses on investments in debt instruments that are measured at amortized 
cost or at FVTOCI. The amount of expected credit losses is updated at each reporting date to reflect changes in credit risk since 
initial recognition of the respective financial instrument.  
 
The ECL model consists of three stages:  

 Stage 1 – twelve-month ECLs for performing financial assets,  
 Stage 2 – lifetime ECLs for financial assets that have experienced a significant increase in credit risk since initial 

recognition, and  
 Stage 3 – lifetime ECLs for finance assets that are impaired. 

 
ECLs are the difference between all contractual cash flows that are due to the Bank in accordance with the contract and all the 
cash flows that the Bank expects to receive, discounted at the original effective interest rate. If a significant increase in credit risk 
has occurred since initial recognition, impairment is measured as lifetime ECLs.  Otherwise, impairment is measured as twelve-
month ECLs which represent the portion of lifetime ECLs that are expected to occur based on default events that are possible 
within twelve months after the reporting date. If credit quality improves in a subsequent period such that the increase in credit 
risk since initial recognition is no longer considered significant, the loss allowance reverts back to being measured based on 
twelve-month ECLs. 
 
Significant increase in credit risk  
 
In assessing whether the credit risk on a financial instrument has increased significantly since initial recognition, the Bank 
compares the risk of a default occurring on the financial instrument at the reporting date with the risk of a default occurring on 
the financial instrument at the date of initial recognition. In making this assessment, there is consideration of both quantitative 
and qualitative information that is reasonable and supportable, including historical experience and forward-looking information 

that is available without undue cost or effort. The Bank utilizes information available to assign a risk rating to financial 
instruments which is used in determining whether there has been a significant increase in credit risk. When determining whether 
there has been a significant increase in credit risk since initial recognition of a financial asset, the Bank considers all reasonable 
and supportable information that is available without undue cost or effort about past events, current conditions, and forecast or 
future economic conditions. 
 
Irrespective of the outcome of the above assessment, the Bank presumes that the credit risk on a financial asset has increased 
significantly since initial recognition when contractual payments are more than 30 days past due, unless the Bank has reasonable 
and supportable information that demonstrates otherwise. 
 
Definition of default 
 
The Bank considers a financial instrument defaulted and therefore Stage 3 (credit-impaired) for ECL calculations in all cases 
when the borrower becomes 90 days past due on its contractual payments or loans with a borrower risk rating (BRR) of 9 for 
business loan exposures. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Forward-looking information 
 
In calculating the ECL, the Bank utilizes a base economic forecast accompanied by probability-weighted indicators of possible 
upside and downside economic conditions.  Indicators of upside and downside economic conditions that are considered by the 
Bank include unemployment rates, CPI index, interest rate projections and commodity index forecasts. 
 
Measurement and recognition of expected credit losses  
 
The measurement of expected credit losses is a function of the probability of default, loss given default (i.e. the magnitude of the 
loss if there is a default) and the exposure at default. The assessment of the probability of default and loss given default is based 

on historical data adjusted by forward-looking information as described above. Expected life is the maximum contractual period 

the Bank is exposed to credit risk, including extension options for which the borrower has unilateral right to exercise.   
 
For financial assets, the expected credit loss is estimated as the difference between all contractual cash flows that are due to the 
Bank in accordance with the contract and all the cash flows that the Bank expects to receive, discounted at the original  
effective interest rate.   
 
Write-offs 
 
The Bank writes-off financial assets when there is no reasonable expectation of recovering the contractual cash flows on a 
financial asset in its entirety or a portion thereof.  
 
Derecognition of financial assets  
 
The Bank derecognizes a financial asset when the contractual rights to the cash flows from the financial asset expire, or when it 
transfers the financial asset in a transaction in which substantially all the risks and rewards of ownership of the financial asset are 
transferred or in which the Bank neither transfers nor retains substantially all the risks and rewards of ownership and it does not 
retain control of the financial asset. Any interest in transferred financial assets that qualify for derecognition that is created or 
retained by the Bank is recognized as a separate asset or liability in the balance sheet.   
 
On derecognition of a financial asset measured at amortized cost, the difference between the carrying amount of the asset, and 
the sum of the consideration received, and receivable is recognized in net income.  
 
In addition, on derecognition of an investment in a debt instrument classified as at FVTOCI, the cumulative gain or loss previously 
accumulated in the fair value reserve is reclassified to profit or loss. In contrast, on derecognition of an investment in equity 
instrument which the Bank has elected on initial recognition to measure at FVTOCI, the cumulative gain or loss previously 
accumulated in the fair value reserve is not reclassified to profit or loss, but is transferred to retained earnings. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Renegotiated loans 
 
Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve extending the 
payment arrangements and the agreement of new loan conditions. Once the terms have been renegotiated, any impairment is 
measured using the original effective interest rate as calculated before the modification of terms and the loan is no longer 
considered past due. Management continually reviews renegotiated loans to ensure that all criteria are met and that future 
payments are likely to occur. The loans continue to be subject to an individual or collective impairment assessment, calculated 
using the loan’s original EIR. 
 

Financial liabilities 
 
All financial liabilities are measured subsequently at amortized cost using the effective interest method or at FVTPL.  
 
However, financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition or when the 
continuing involvement approach applies, and financial guarantee contracts issued by the Bank, are measured in accordance with 
the specific accounting policies set out below.  
 
Financial liabilities at FVTPL 
 
Financial liabilities are classified as at FVTPL when the financial liability is (i) contingent consideration of an acquirer in a 
business combination, (ii) held-for-trading or (iii) it is designated as at FVTPL. The Bank does not have any financial liabilities 
measured at FVTPL.   
 
Financial liabilities measured subsequently at amortized cost  
 
Financial liabilities that are not (i) contingent consideration of an acquirer in a business combination, (ii) held-for-trading, or (iii) 
designated as at FVTPL, are measured subsequently at amortized cost using the effective interest method. 
 
The effective interest method is a method of calculating the amortized cost of a financial liability and of allocating interest expense 
over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments (including 
all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and other premiums 
or discounts) through the expected life of the financial liability, or (where appropriate) a shorter period, to the amortized cost of 
a financial liability. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Derecognition of financial liabilities  
 
The Bank derecognizes financial liabilities when, and only when, the Bank’s obligations are discharged, cancelled or have 
expired. The difference between the carrying amount of the financial liability derecognized and the consideration paid and 
payable is recognized in profit or loss.  
 
When the Bank exchanges with the existing lender one debt instrument into another one with the substantially different terms, 
such exchange is accounted for as an extinguishment of the original financial liability and the recognition of a new financial 
liability. Similarly, the Bank accounts for substantial modification of terms of an existing liability or part of it as an 
extinguishment of the original financial liability and the recognition of a new liability. It is assumed that the terms are substantially 
different if the discounted present value of the cash flows under the new terms, including any fees paid net of any fees received 
and discounted using the original effective rate is at least 10 per cent different from the discounted present value of the remaining 
cash flows of the original financial liability. If the modification is not substantial, the difference between: (1) the carrying amount 
of the liability before the modification; and (2) the present value of the cash flows after modification should be recognized in 
profit or loss as the modification gain or loss within other gains and losses. 
 
Hedge accounting 
 
The Bank makes use of interest rate swap derivative instruments to manage interest rates exposures. In order to manage particular 
risks, the Bank applies hedge accounting for transactions which meet specified criteria.  
 
At inception of the hedge relationship, the Bank formally documents the relationship between the hedged item and the hedging 
instrument, including the nature of the risk, the risk management objective and strategy for undertaking the hedge and the method 
that will be used to assess the effectiveness of the hedging relationship at inception and on an ongoing basis. At each hedge 
effectiveness assessment date, a hedge relationship must be expected to be highly effective on a prospective basis and demonstrate 
that it was effective (retrospective effectiveness) for the designated period in order to qualify for hedge accounting. A formal 
assessment is undertaken by comparing the hedging instrument’s effectiveness in offsetting the changes in fair value or cash 
flows attributable to the hedged risk in the hedged item, both at inception and at each quarter end on an ongoing basis. A hedge 
is expected to be highly effective if the changes in fair value or cash flows attributable to the hedged risk during the period for 
which the hedge is designated were offset by the hedging instrument in a range of 80% to 125% and were expected to achieve 
such offset in future periods. Hedge ineffectiveness is recognized in the income statement.  
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Fair value hedges  
 
For designated and qualifying fair value hedges, the cumulative change in the fair value of a hedging derivative is recognized in 
the income statement. Meanwhile, the cumulative change in the fair value of the hedged item attributable to the risk hedged is 
recorded as part of the carrying value of the hedged item in the statement of financial position and is also recognized in the 
statement of comprehensive income through profit or loss.  
 
If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets the criteria for hedge 
accounting, the hedge relationship is discontinued prospectively. For hedged items recorded at amortized cost, the difference 
between the carrying value of the hedged item on termination and the face value is amortized over the remaining term of the 
original hedge using the recalculated EIR method. If the hedged item is derecognized, the unamortized fair value adjustment is 
recognized immediately in the income statement. 
 
Share-based payments - Cash-settled transactions 
 
The Bank has a cash-settled Performance Share Unit (“PSU”) and Phantom Share Option (“PSO”) plans for senior executives. 
The cost of cash-settled transactions is measured initially at fair value at the grant date based on an estimate of the quantity of 
PSUs and PSOs expected to vest. This fair value is expensed over the period until the vesting date with recognition of a 
corresponding liability. The liability is re-measured to fair value at each reporting date up to, and including the settlement date, 
with changes in fair value recognised in employee benefits expense. 
 
Property and equipment 
 
Items of property and equipment are measured at cost less accumulated depreciation and accumulated impairment losses, if any. 
When parts of an item of property or equipment have different useful lives, they are accounted for as separate items (major 
components) of property and equipment.  
 
The gain or loss on disposal of an item of property and equipment is determined by comparing the proceeds from disposal with 
the carrying amount of the item of property and equipment and is recognized in non-interest income or expense in the statement 
of comprehensive income. 
 
Depreciation is recognized over the estimated lives of each part of an item of property and equipment 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 years and depreciation methods are as follows: 
 
Furniture, fixtures and other equipment 20% declining balance 
Leasehold improvements straight-line over the expected lease term 
Computer equipment straight-line over 3 years 
Branch prototype project straight-line over the expected lease term 
 
Depreciation methods, useful lives and residual values are reassessed at each reporting date and adjusted if appropriate. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Intangible assets  
 
Intangible assets with finite lives are stated at cost less accumulated amortization and accumulated impairment losses.  
 
Expenditures on internally generated intangible assets are recognized as assets when the Bank is able to demonstrate its intention 
and ability to complete the development and use the intangible assets in a manner that will generate future economic benefits and 
can reliably measure the costs to complete the development. The capitalized costs of internally generated intangible assets include 
all costs directly attributable to developing the intangible assets and capitalized borrowing costs and are amortized over their 
useful lives. Subsequent expenditure on intangible assets is capitalized only when it increases the future economic benefits 
embodied in the specific asset to which it relates.  All other expenditure is expensed as incurred. 
 
Amortization is recognized in profit or loss on a straight-line basis over the estimated useful lives of intangible assets from the 
date that they are available for use, since this most closely reflects the expected pattern of consumption of the future economic 
benefits embodied in the assets.  The estimated useful lives for the current and comparative year are as follows: 
 
Website development straight-line over 3 years 
Computer systems straight-line over 10 years 
Small market branch straight-line over the expected lease term 
 
Amortization methods, useful lives and residual values are reviewed at each financial year-end and adjusted if appropriate. 
 
Impairment of non-financial assets 
 
At the end of each reporting period, the Bank reviews the carrying amounts of its property and equipment and intangible assets 
to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the 
recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where it is not 
possible to estimate the recoverable amount of an individual asset, the Bank estimates the recoverable amount of the cash-
generating unit (CGU) to which the asset belongs. Where a reasonable and consistent basis of allocation can be identified, 
corporate assets are also allocated to individual CGU, or otherwise they are allocated to the CGU for which a reasonable and 
consistent allocation basis can be identified.  
 
Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future 
cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time 
value of money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted. 
 
If the recoverable amount of an asset (or CGU) is estimated to be less than its carrying amount, the carrying amount of the asset 
(or CGU) is reduced to its recoverable amount. An impairment loss is recognized immediately in the income statement.  
 
Where an impairment loss subsequently reverses, the carrying amount of the asset (or CGU) is increased to the revised estimate 
of its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been 
determined had no impairment loss been recognized for the asset (or CGU) in prior years. A reversal of an impairment loss is 
recognized immediately in the income statement.  
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Deferred costs 
 
Deferred costs include the cash rebates paid on cash back mortgages which are deferred and amortized over the term of the 
mortgage. Deferred costs also include prepaid insurance costs. 
 
Income taxes 
 
Income tax expense comprises current and deferred tax. Current tax and deferred tax are recognized in income or loss except to 
the extent that it relates to items recognized directly in equity or in other comprehensive (loss) income. 
 
Current 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. Current tax payable 
also includes any tax liability arising from the declaration of dividends. 
 
Deferred 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 tax is not recognized for:  
 temporary differences on the initial recognition of assets or liabilities in a transaction that is not a business combination and 

that affects neither accounting nor taxable profit or loss;  
 temporary differences related to investments in subsidiaries to the extent that it is probable that they will not reverse in the 

foreseeable future; and 
 temporary differences arising on the initial recognition of goodwill.  
 
Deferred 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 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 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 tax asset is recognized for unused tax losses, tax credits and deductible temporary differences to the extent that it is 
probable that future taxable incomes will be available against which they can be utilized. Deferred 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. 
 
Leases - Bank as lessee  
 

Effective November 1, 2019, 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. Right of use assets and lease liabilities are recognized at the 
lease commencement date, that is, on the date when the underlying asset is available for use by the Bank. The 
Bank’s right of use assets do not meet the definition of investment property. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Right of use assets are initially and subsequently measured at cost and depreciated over the shorter of the asset’s useful life and 
the lease term, on a straight-line basis.  The right of use assets are remeasured in the event of impairment in accordance with IAS 
36 Impairment of Assets. 
 
Lease liabilities are initially and subsequently measured at the present value of the lease payments which are unpaid as of the 
commencement date. The future lease payments are discounted using the interest rate implicit in the lease, if readily determinable. 
If not readily determinable, the Bank’s incremental borrowing rate is used, which is the rate to borrow over a similar term and 
with similar security, the funds necessary to obtain an asset of similar value to the right of use asset. After the commencement 
date, the carrying amount of lease liabilities are remeasured if there is a modification, a change in the lease term, a change in the 
lease payments (e.g., changes to future payments resulting from a change in an index or rate used to determine such lease 
payments) or a change in the assessment of an option to purchase the underlying asset. Adjustments to the carrying amount of 
the lease obligation as a result of remeasurement are accounted for as a corresponding adjustment to the right of use asset. 
 
Short-term leases include arrangements where the lease term is 12 months or less and do not contain a purchase option. Low 
value assets for the Bank include items such as information technology equipment & office equipment. Such leases are expensed 
on a straight-line basis over the lease term. 
 
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 rate that reflects current market assessments of the time value of money and 
the risks specific to the liability. 
 
Contingencies 
 

Management applies its judgment to the fact patterns and advice it receives from its legal counsel and other advisors in assessing 
if an obligation is probable (i.e. more likely than not) or remote. This judgment application is used to determine if the obligation 
is recognized as a liability, as a provision, or disclosed as a contingent liability. 
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4. SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Income and expense recognition 
 

Income is recognized to the extent that it is probable that the economic benefits will flow to the Bank and the revenue can be 
reliably measured. The following specific recognition criteria must also be met before revenue is recognized. 
 
For all financial instruments measured at amortized cost and financial instruments designated at fair value through profit or loss, 
interest income or expense is recorded using the EIR. EIR is the rate that exactly discounts estimated future cash payments or 
receipts through the expected life of the financial instrument or a shorter period, where appropriate, to the net carrying amount  
of the financial asset or financial liability. The calculation considers all contractual terms of the financial instrument and includes 
any fees or incremental costs that are directly attributable to the instrument and are an integral part of the EIR, but not future 
credit losses. The carrying amount of the financial asset or financial liability is adjusted if the Bank revises its estimates of 
payments or receipts. The adjusted carrying amount is calculated based on the original EIR and the change in carrying amount is 
recorded as “Interest income” for financial assets and “Interest expense” for financial liabilities.  
 

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an impairment loss, 
interest income continues to be recognized using the rate of interest used to discount the future cash flows for the purpose of 
measuring the impairment loss.  
 
Fee and commission income  
 

Fees earned for the provision of services over a period of time are accrued over that period. These fees include commission 
income, other management fees, trust consulting and trust management fees.     

 

Loan commitment fees for loans that are likely to be drawn down and other credit related fees are deferred (together with any 
incremental costs) and recognized as an adjustment to the EIR on the loan. When it is unlikely that a loan will be drawn down, 
the loan commitment fees are recognized over the commitment period on a straight-line basis. 
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5.  FINANCIAL RISK MANAGEMENT 
 
The Bank has exposure to the following risks from financial instruments: 
 

 Credit risk 
 Liquidity risk 
 Interest rate risk 
 Operational risk 
 Foreign exchange risk 

 
This note presents information about the Bank’s exposure to each of the above risks, the Bank’s objectives, policies and processes 
for measuring and managing risk, and the Bank’s management of capital. 
 
 
Risk management framework  
 
The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s risk management framework. 
The Bank’s risk management policies are established to identify and analyse 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 and Risk Management Committee is responsible for monitoring compliance with the Bank’s risk management policies 
and procedures, and for reviewing the adequacy of the risk management framework in relation to the risks faced by the Bank. 
The Audit and Risk Management 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 and Risk 
Management Committee. 
 
 
(a) Credit risk  
 
Credit risk is the potential for financial loss if a borrower or counterparty in a transaction fails to meet its agreed payment 
obligations. Credit risk is managed through the credit risk policies, management guidelines and discretionary limits of the Bank. 
Guidelines are established to monitor and limit industry risk and group exposure in the portfolio. Refer to Note 8 for credit risk 
exposure. 
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5.  FINANCIAL RISK MANAGEMENT (continued) 
 
Analysis of risk concentration 
  
The Bank’s concentrations of risk are managed by client and by industry sector.  The maximum credit exposure to any client as 
at October 31, 2020 was $10,000 [2019 - $8,000], before taking account of collateral or other credit enhancements. 
 
The majority of personal loans are secured and a significant portion of mortgage loans are insured. The following table shows 
the risk concentration by industry for the business loans: 
 
Industry    
  2020 2019  
  $ $  
Financial services  2,735 94  
Government – others  768 2,275  
Government First Nation  124,498 102,442  
Health and social  6,648 5,842 
Professional and recreation  4,442 4,369  
Real estate  95,424 77,728  
Retail  15,520 14,434  
Transportation  1,688 1,400 
Hotel and lodging  30,119 23,839  
Others  42,867 42,014  
  324,709 274,437  

 
(b) Liquidity risk  
 
Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with its financial liabilities that 
are settled by delivering cash or another financial asset.  
 
The Bank monitors its risk to a shortage of funds using a recurring liquidity planning tool. This tool considers the maturity of 
both its financial investments and financial assets and projected cash flows from operations. The Bank’s objective is to ensure 
that sufficient readily marketable assets are available at all times to cover three months of expected operational cash flows. The 
Bank also maintains a combination of readily marketable assets and available bank overdraft to meet cash outflow requirements 
that may arise from a disruption to the normal course of business. This requirement is defined as 6% of commercial term and 
non-term deposits, 10% of total non-term deposits and term deposits expiring within 30 days. The Bank also measures and 
monitors concentration of funding sources. 
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5. FINANCIAL RISK MANAGEMENT (continued) 
 
(c) Interest rate risk 
 
The Bank’s exposure to the risk of changes in market interest rates relates primarily to mismatches in the Bank’s assets and 
liabilities. The Bank’s policy is to measure and manage interest rate risk exposure in earnings and economic value perspectives.  
The Bank analyses interest rate shock scenarios to estimate the impact of changes in interest rates on both the annual earnings at 
risk and the economic value of the Bank’s equity at risk. The Bank’s policy is to limit the variation in annual net interest income 
caused by a 1% increase (decrease) in market interest to 5% of annual net interest income. In addition, the Bank’s policy limits 
the change in the Bank’s economic value caused by a 1% increase (decrease) in market interest rates to 5% of shareholders’ 
equity.   
 
As at October 31, 2020, with other variables unchanged, an increase (decrease) of 1% in interest rates would (decrease) increase 
annualized net income before tax by approximately ($122) $122 thousand. 
 
The following tables set out the assets and liabilities on the date of the earlier of contractual maturity or when they re-price.  Use 
of these tables to derive information about the Bank's interest rate risk position is limited by the fact that the date the financial 
instruments re-price may be different from the earlier of contractual maturity or re-pricing date. Examples of this include 
mortgages that are shown at contractual maturity, but which often prepay earlier, and certain borrowings, which are shown at 
contractual maturity but which are often redeemed before their contractual maturity. 
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5.  FINANCIAL RISK MANAGEMENT (continued) 
 
 
  2020  
       Less than    Non- 
 Floating 1 1 to 2 2 to 3 Over 3 interest rate 
 rate year years years years sensitive Total 
 $ $ $ $ $ $ $ 
 

ASSETS 
 
Cash and cash equivalents 441,737 - - - - - 441,737 

Effective yield -  - - - - - -  
Interest-bearing deposits -  - - - - - - 
  with financial institutions -  76,510 - - - - 76,510 
   Effective yield -  1.79 - - - - - 
Mortgage loans 10,634  28,753 17,810 14,634 27,940 - 99,771  

Effective yield - 3.60 3.18 3.34 3.19 - -  
Personal loans 11,608  991 518 207 66 - 13,390 
    Effective yield -  12.88 12.57 11.83 9.83 - - 
Business loans 136,489  40,091 41,126 25,080 79,742 - 322,528  

Effective yield -  3.69 4.26 4.64 4.63 - -  
Other  -  - - - - 11,798 11,798 

 600,468  146,345 59,454 39,921 107,748 11,798 965,734 

LIABILITIES AND SHAREHOLDERS' EQUITY 
 
Due to customers 757,694  112,523 20,105 1,377 6,129 - 897,828  

Effective yield -  .92 1.46 2.12 2.60 - -  
Subordinated debentures 4,270  - - - - - 4,270 
Effective yield -  - - - -  - - 
Lease liability   1,145 1,061 939 1,602  - 4,747  
Effective yield   3.25 3.25 3.25 3.25 - -  
Other -  - - - - 12,541 12,541 
Shareholders' equity -  - - - - 46,348 46,348  

  761,964  113,668 21,166 2,316 7,731 58,889 965,734 

 
Net 2020 Position (161,496) 32,677  38,288 37,605 100,017  (47,091) - 
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5.  FINANCIAL RISK MANAGEMENT (continued) 
 
 
  2019  
       Less than    Non- 
 Floating 1 1 to 2 2 to 3 Over 3 interest rate 
 rate year years years years sensitive Total 
 $ $ $ $ $ $ $ 
 

ASSETS 
 
Cash and cash equivalents 202,685 - - - - - 202,685 

Effective yield -  - - - - - -  
Interest-bearing deposits -  - - - - - - 
  with financial institutions -  75,798 - - - - 75,798 
   Effective yield -  2.45 - - - - - 
Mortgage loans 10,393  32,319 18,276 13,605 25,559 - 100,152  

Effective yield -  3.26 3.15 3.21 3.43 - - 
Personal loans 11,203  852 453 196 81 - 12,785 
    Effective yield -  12.66 12.31 11.99 8.00 - - 
Business loans 121,031  47,309 21,772 33,712 49,156 - 272,980  

Effective yield -  4.09 4.65 4.26 4.85 - -  
Other  -  - - - - 7,770 7,770 

 345,312  156,278 40,501 47,513 74,796 7,770 672,170 

LIABILITIES AND SHAREHOLDERS' EQUITY 
 
Due to customers 482,618  107,650 7,934 5,972 6,814 - 610,988  

Effective yield -  1.59 2.45 2.17 2.57 - -  
Subordinated debentures -  4,233 - - - - 4,233 
Effective yield -  6.0 - - -  - - 
Other -  - - - - 13,026 13,026  
Shareholders' equity -  - - - - 43,923 43,923  

  482,618  111,883 7,934 5,972 6,814 56,949 672,170 

 
Net 2019 Position (137,306) 44,395  32,567 41,541 67,982  (49,179) - 
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5.  FINANCIAL RISK MANAGEMENT (continued) 
 
(d) Operational risk 
 
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the Bank’s involvement 
with financial instruments, including processes, personnel, technology and infrastructure, and from external factors other than 
credit, market and liquidity risks such as those arising from legal and regulatory requirements and generally accepted standards 
of corporate behaviour.  
 
The Bank’s objective is to manage operational risk so as to balance the avoidance of financial losses and damage to the Bank’s 
reputation with overall cost effectiveness and to avoid control procedures that restrict initiative and creativity. 
 
(e) Foreign exchange risk 
 
The Bank’s operations are subject to foreign exchange risk exposures arising from transactions denominated in a foreign currency. 
The Bank’s objective with respect to foreign exchange risk is to minimize the impact of the volatility related to financial assets 
and liabilities denominated in a foreign currency where possible through effective cash flow management. Foreign currency 
exchange risk is limited to the portion of the Bank’s business transactions denominated in currencies other than the Canadian 
dollar. The Bank’s only foreign exchange risk arises with respect to the U.S. dollar. On an ongoing basis, management monitors 
changes in foreign currency exchange rates and considers long-term forecasts to assess the potential cash flow impact to the 
Bank.  
 
The table that follows provides an indication of the Bank’s exposure to changes in the value of the U.S. dollar relative to the 
Canadian dollar as at October 31, 2020. The analysis is based on financial and monetary assets and liabilities denominated in 
U.S. dollars at the end of the reporting period (“statement of financial position exposure”) and U.S. dollar denominated revenue 
and operating expenses during the year (“operating exposure”). 
 
Based on the Bank’s foreign currency exposures noted above, with other variables unchanged, a ±5% change in the Canadian 
dollar would have impacted net income before income taxes as follows: 
 

 
 

  Approximate Canadian dollars 

  
2020 

$    

 
2019 
 $  

Exposure in financial assets  8,727 1,709 

Exposure in financial liabilities  8,392 1,298 

Net statement of financial position exposure  531 411 

Change in Canadian dollar rate   ±5% ±5% 

Increase (decrease) in comprehensive income  27 (27) 21 (21) 
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5.  FINANCIAL RISK MANAGEMENT (continued) 
 
(f) Capital management 
 
The Bank manages its capital considering both regulatory and economic capital. 
 
Regulatory capital 
 
The Bank manages its capital under guidelines established by OSFI. The regulatory capital guidelines measure capital in relation 
to credit, market and operational risks. The Bank has a capital management policy, procedures and controls that it utilizes to 
achieve its goals and objectives. 
 
   The Bank’s objectives include: 
 
 Ensure that the quality and quantity of capital is adequate, at a minimum, to meet all applicable regulatory requirements; 

and 
 Provide that at least half of the Bank’s capital is permanent, free from mandatory fixed charges and subordinate to the rights 

of depositors and other creditors. 
 
The Bank’s total capital consists of one tier of capital approved under OSFI’s regulatory capital guidelines. As at October 31, 
2020 and 2019, Tier 1 capital includes items such as common shares and retained earnings.  
 
During the years ended October 31, 2020 and 2019, the Bank complied with the capital guidelines for capital ratios and asset-to-
capital multiple. This guideline is based on the International Convergence of Capital Measurement and Capital Standards – A 
Revised Framework ["Basel II"] issued by the Basel Committee on Banking Supervision.  
 
The Bank’s regulatory capital position as at October 31, 2020 and 2019 was as follows: 
 
 OSFI Target 2020 2019  
 
Common Equity Tier 1 Capital  $45,097 $42,319  
Common Equity Tier 1 Capital Ratio 7.0% 11.7% 11.5%  
Tier 1 Capital  $45,097 $42,319  
Tier 1 Capital Ratio 8.5% 11.7% 11.5% 
Total Capital1  $49,367 $46,552 
Total Capital Ratio2 10.5% 12.8% 12.7%  
Leverage Ratio3  5.5% 6.3% 
1   Tier 1 capital ratio is calculated as: Tier 1 capital divided by risk-weighted assets ["RWA"]. 
2   Total capital ratio is calculated as: total capital divided by RWA. 
3   The leverage ratio is calculated as: Tier 1 capital divided by total assets plus off-balance sheet credit instruments, such as certain letters of credit and 
guarantees. 
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6.  CASH AND CASH EQUIVALENTS 
    

  2020 2019  
   $ $  
 
Cash on hand   3,210 3,554  
Cash with other financial institutions  293,528 199,131 
Treasury bills  144,999                                 - 
  441,737 202,685  
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7.  INTEREST-BEARING DEPOSITS WITH FINANCIAL INSTITUTIONS 
 

  2020 2019  
   $ $  
 
 
Term deposit bearing interest at 2.35% per annum,  
  maturity date of November 12, 2019   10,000 
Term deposit bearing interest at 2.35% per annum,  
  maturity date of December 11, 2019   10,000 
Term deposit bearing interest at 2.35% per annum,  
  maturity date of January 13, 2020   10,000 
Term deposit bearing interest at 2.35% per annum,  
  maturity date of February 12, 2020   10,000 
Term deposit bearing interest at 2.35% per annum,  
  maturity date of May 11, 2020   5,000 
Term deposit bearing interest at 2.30% per annum,  
  maturity date of June 12, 2020   5,000 
Term deposit bearing interest at 2.30% per annum,  
  maturity date of July 27, 2020   5,000 
Term deposit bearing interest at 2.30% per annum,  
  maturity date of August 22, 2020   10,397 
Term deposit bearing interest at 2.30% per annum,  
  maturity date of August 22, 2020   10,401 
Term deposit bearing interest at 1.20% per annum,  
  maturity date of August 22, 2021  10,637 - 
Term deposit bearing interest at 1.20% per annum,  
  maturity date of August 22, 2021  10,641 - 
Term deposit bearing interest at 1.00% per annum,  
  maturity date of April 9, 2021  10,000 - 
Term deposit bearing interest at 1.15% per annum,  
  maturity date of April 9, 2021  10,000 - 
Term deposit bearing interest at 1.00% per annum,  
  maturity date of April 9, 2021  10,000 - 
Term deposit bearing interest at 1.15% per annum,  
  maturity date of April 9, 2021  10,000 - 
Term deposit bearing interest at 2.40% per annum,  
  maturity date of January 28, 2021  5,000 - 
Term deposit bearing interest at 1.55% per annum,  
  maturity date of May 11, 2021  5,117 - 
Term deposit bearing interest at 0.90% per annum,  
  maturity date of June 14, 2021  5,115 - 
  76,510 75,798  
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8.  LOANS AND ADVANCES TO CUSTOMERS  
 
  2020  
 Gross    Net Gross  
 amount Stage 1 Stage 2 Stage 3 amount impaired  
 of loans allowance allowance allowance of loans loans  
 $ $ $ $ $ $  
    
Mortgage loans 99,914 36 107 - 99,771 273  
Personal loans  13,512 86  26  10 13,390 31  
Business loans 324,709 1,049 1,132 - 322,528 -  

 438,135 1,171 1,265 10 435,689 304  

Information on the specific and collective allowance from the comparative period is as follows: 
 
  2019  
 Gross    Net Gross 
 amount Stage 1 Stage 2 Stage 3 amount impaired 
 of loans allowance allowance allowance of loans loans 
 $ $ $ $ $ $ 
 
Mortgage loans 100,192 34    6 - 100,152 273  
Personal loans  12,882 78    9 10 12,785 67  
Business loans 274,437 1,038 419 - 272,980 - 

 387,511 1,150 434 10 385,917 340 

 
 
Mortgage loans include $53,594 [2019 – $54,002] of insured loans. Business loans include $22,275 [2019 – $15,813] of 
government guaranteed loans.  
 
Financial assets qualifying for derecognition 
 
Under the Canada Emergency Business Account (CEBA) Program, the Bank provides loans to eligible businesses based on the 
requirements of this government program. The Bank receives an administration fee to recover the costs to administer the program 
for the Government of Canada. Loans issued under the program are not recognized on the Bank’s Consolidated Statement of 
Financial Position, as the Bank transfers substantially all the risks and rewards in respect of the loans to the Government of 
Canada. As of October 31, 2020, the Bank had provided approximately 55 customers [2019 – nil] with CEBA loans and had 
funded approximately $2,200 [2019 – $nil] in loans under the program. 
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
The following table outlines the movement in loss allowance by category: 
 

  
Stage 1 

 
Stage 2 

 
Stage 3 

  
Total 

              $              $               $                      $ 

Balance at November 1, 2018 restated for IFRS 9 836 781 161 1,778 

Provision for credit losses (recovery) (103) (59) - (162) 

Transfers (to) from Stage 1 127 (127) - - 

Transfers (to) from Stage 2 - 53 - 53 

Transfers (to) from Stage 3 - - (53) (53) 

Derecognition of financial assets (103) (194) (98) (395) 

New originations and remeasurements 393 - - 393 

     

Write-offs - (20) - (20) 

Balance at October 31, 2019 1,150 434 10 1,594 

Provision for credit losses  229 761 - 990 

Transfers (to) from Stage 1 (165) 165 - - 

Transfers (to) from Stage 2 9 (9) - - 

Transfers (to) from Stage 3 - - - - 

Derecognition of financial assets (205) (66) - (271) 

New originations  153 - - 153 

     

Write-offs - (20) - (20) 

Balance at October 31, 2020 1,171 1,265 10 2,446 
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
Impairment allowance for loans and advances to customers  
 
Business loans 
The table below shows the credit quality and the carrying amount of business loans based on the Bank’s internal credit rating 
system and year-end stage classification. The amounts presented are gross of impairment allowances.  
 

            2020 

 Stage 1 Stage 2 Stage 3 Total 

 $ $ $ $ 

Internal rating grade     

Performing     

Satisfactory (1 - 5) 284,747 36,310 - 321,057 

Watch (6) 594 2,997 - 3,591 

Classified (7-8) - 61 - 61 

Non-performing     

Individually impaired (9) - - - - 

Total 285,341 39,368 - 324,709 

Loss allowance 1,049 1,132 - 2,181 

Carrying amount 284,292 38,236 - 322,528 

    
 

            2019 

 Stage 1 Stage 2 Stage 3 Total 

 $ $ $ $ 

Internal rating grade     

Performing     

Satisfactory (1 - 5) 246,480 14,627 - 261,107 

Watch (6) 9,287 3,344 - 12,631 

Classified (7-8) 581 118 - 699 

Non-performing     

Individually impaired (9) - - - - 

Total 256,348 18,089 - 274,437 

Loss allowance 1,038 419 - 1,457 

Carrying amount 255,310 17,670 - 272,980 
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
Mortgage and personal loans 
The table below shows the credit quality and the carrying amount of mortgage and personal loans based on the Bank’s internal 
rating system and year-end stage classification. The amounts presented are gross of impairment allowances. 
 

           2020 

 Stage 1 Stage 2 Stage 3 Total 

 $ $ $ $ 

Performing     

Not past due 109,323 1,821 - 111,144 

Non-performing - - - - 

1-89 days past due - 1,978 - 1,978 

90+ days past due - - 304 304 

Total 109,323 3,799 304 113,426 

Loss allowance 122 133 10 265 

Carrying amount 109,201 3,666 294 113,161 

    
 

           2019 

 Stage 1 Stage 2 Stage 3 Total 

 $ $ $ $ 

Performing     

Not past due 109,441 1,877 - 111,318 

Non-performing     

1-89 days past due - 1,416 - 1,416 

90+ days past due - - 340 340 

Total 109,441 3,293 340 113,074 

Loss allowance 112 15 10 137 

Carrying amount 109,329 3,278 330 112,937 

 
As at October 31, 2020, the collateral held against total gross stage 3 loans is $273 [2019 - $273] or 89% [2019 – 80%] of total 
gross stage 3 loans.   
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
Forward-Looking Information 
 
Relevant macroeconomic factors are incorporated in the development of the ECL model as appropriate. Additional 
macroeconomic factors that are industry-specific are also incorporated where relevant. The key macroeconomic variables that 
are incorporated in the Banks ECL model include credit card delinquency rates for consumer loans and arrears rates for mortgages. 
For commercial loans, the key macroeconomic factors include gross domestic product, unemployment rates, interest rates, and 
credit spreads. Refer to Note 4 for a discussion on how forward-looking information is considered in determining whether there 
has been a significant increase in credit risk and the measurement of the ECL. 
 
The Bank has utilized forward-looking macroeconomic forecasts of TD Bank as part of the ECL process. A base economic 
forecast is developed along with an upside and downside forecast which are estimates of realistically possible economic 
conditions. These forecasts are reviewed each year and any substantial changes are factored into the ECL model.  
 
Expert Credit Judgment 
 
ECLs are recognized on initial recognition of the financial assets. Allowance for credit losses represents management’s best 
estimate of the risk of default and ECLs on the financial assets at the balance sheet date. Management exercises expert credit 
judgment in assessing if an exposure has experienced significant increase in credit risk since initial recognition and in 
determining the amount of ECLs at each reporting date by considering reasonable and supportable information that is not 
already included in the quantitative models. Changes in these assumptions would have a direct impact on the provision for 
credit losses and may result in a change in the allowance for credit losses. 
 
Impact of COVID-19 
 
As a result of COVID-19 there is a higher degree of uncertainty in determining reasonable and supportable forward-looking 
information used in assessing significant increase in credit risk and measuring ECLs. The current environment is subject to 
rapid change and to the extent that certain effects of COVID-19 are not fully incorporated into the model calculations, 
increased temporary quantitative and qualitative adjustments have been applied. This includes borrower credit scores, industry 
specific COVID-19 impacts, payment support initiatives introduced by the Bank and governments, and the persistence of the 
economic shutdown, the effects of which are not yet fully reflected in the quantitative models. The Bank has performed certain 
additional qualitative portfolio and loan level assessments of significant increase in credit risk. 
 
Sensitivity Analysis 
 
The allowance for credit losses is sensitive to the inputs used in the developed models, macroeconomic variables in the forward-
looking forecasts and respective probability weightings in determining the probability-weighted ECL, and other factors 
considered when applying expert credit judgement. Changes in these inputs, assumptions, models, and judgements would have 
an impact on the assessment for significant increase in credit risk and the measurement of the ECL. 
 
The following table presents the base ECL scenario compared to the probability-weighted ECL derived from using base, good, 
and bad cases and weighting them based on probability of occurrence. The Bank has assigned a weight of 10% to the good case, 
15% to the bad case and 75% to the base case. These weights were adjusted during the year to reflect a plausible scenario of 
COVID-19 impacts, given the lack of comparable historical data for a shock of this nature. 
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
Change from Probability-Weighted to Base ECL 
 

 As at 
 October 31, 2020 

Probability-weighted ECL $2,446 

Base case ECL   1,905 

Difference – in amount $   541  

Difference – in percentage            22.1% 

 
The allowance for credit losses for performing loans consists of an aggregate amount of Stage 1 and Stage 2 probability-weighted 
ECL which are twelve-month ECLs and lifetime ECLs respectively. Transfers from Stage 1 to Stage 2 result when there is a 
significant increase in credit risk since the origination of the loan. The following table presents the estimated impact of calculating 
the ECL for all loans using the twelve-month ECLs compared to the current aggregate probability-weighted ECL.  
 
Incremental Lifetime ECL Impact 

 As at 
 October 31, 2020 

Aggregate Stage 1 and 2 probability-weighted ECL $2,446 

All performing loans using 12-month ECL   1,127 

Difference – in amount $1,319  

Difference – in percentage            53.9% 

 
Loans past due but not impaired 
 
A loan is past due when a counterparty has failed to make a payment by the contractual due date. The following table provides 
aging information for loans that are past due but not impaired. A grace period has been incorporated if it is common to a product 
type and provided to the counterparties. The grace period represents the additional time period [e.g. three days] beyond the 
contractual due date during which a counterparty is permitted to make the payment without the loan being classified as past due. 
During the year, and due to the onset of the COVID-19 pandemic, the Bank has granted additional grace periods based on the 
request of customers to facilitate short-term needs caused by the pandemic. As at October 31, 2020, 18 customers with outstanding 
loan balances of $25,200 were granted this additional grace period. Notwithstanding any other changes in credit risk, this does 
not in and of itself trigger a significant increase in credit risk since initial recognition (which would result in stage migration) and 
does not result in default or additional days past due. 
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8.  LOANS AND ADVANCES TO CUSTOMERS (continued) 
 
Gross amount of loans past due but not impaired as at October 31, 2020: 
 
      
   1-30 31-60 61-89 Total 
   days days days $ 
 
Mortgage loans  1,129 79 442 1,650 
Personal loans  181 17 31 229 
Business loans  257 - - 257 

  1,567 96 473 2,136  

 
 
 
Gross amount of loans past due but not impaired as at October 31, 2019: 
 
   1-30 31-60 61-89 Total 
   days days days $ 
 
Mortgage loans  778 46 - 824 
Personal loans  290 39 - 329 
Business loans  471 - - 471 

  1,539 85 - 1,624  

 
9.  OTHER ASSETS 

 
Other assets consist of the following: 

   
  2020 2019 

   $ $ 
 
Interest receivable   1,682 1,669 
Prepaid expenses and deferred costs  585 569  
  2,267 2,238 
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10.  OTHER LIABILITIES 
 

Other liabilities consist of the following: 
    
  2020 2019 

   $ $ 
 
Interest payable  708 855 
Other liabilities  11,833 11,953  
  12,541 12,808 

 
11.  RIGHT OF USE ASSETS 
 
COST – PREMISE LEASES 
 
Balance at November 1, 2019 (note 3)     5,306 
Additions     379 
Balance at October 31, 2020     5,685 

 
ACCUMULATED AMORTIZATION  
 
Balance at November 1, 2019     - 
Amortization for the year     1,028 
Balance at October 31, 2020             1,028 
 
CARRYING AMOUNTS 
 
At October 31, 2020     4,657 
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12.  PROPERTY AND EQUIPMENT  
 

 Furniture,    Branch 
 fixtures and Leasehold Computer prototype Total 
 other equipment improvements equipment project $                           
 
COST 
 
Balance at November 1, 2018 775 3,697 535 263   5,270 
Additions 170                           1,215                          432                    10                 1,827 
Balance at October 31, 2019 945                           4,912                          967                  273                 7,097 
 
Balance at November 1, 2019 945 4,912 967      273 7,097 
Additions - 7 77 - 84 
Balance at October 31, 2020 945 4,919 1,044 273 7,181 

ACCUMULATED DEPRECIATION  
 
Balance at November 1, 2018 577 2,006 214 118 2,915 
Depreciation for the year 68 395 234 29 726 
Balance at October 31, 2019 645                           2,401                          448                  147                 3,641 
 
Balance at November 1, 2019 645 2,401 448 147 3,641 
Depreciation for the year 60 397 255 31 743 
Balance at October 31, 2020 705                           2,798                          703                  178                 4,384 
 
CARRYING AMOUNTS 
 
At October 31, 2019 300 2,511 519 126 3,456 
At October 31, 2020 240 2,121 341 95 2,797 
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13.  INTANGIBLE ASSETS 
 
 Website Computer Small market Total 
 development systems branch $ 
 
COST 
 
Balance at November 1, 2018 76 5,436 114 5,626 
Acquisitions - 333 174 507 
Balance at October 31, 2019 76 5,769 288 6,133 
 
Balance at November 1, 2019 76 5,769 288 6,133  
Acquisitions - 176 195 371 
Balance at October 31, 2020 76 5,945 483 6,504 

ACCUMULATED AMORTIZATION 
 
Balance at November 1, 2018 68 3,246 41 3,355 
Amortization for the year 8 651 43 702  
Balance at October 31, 2019 76 3,897 84 4,057 
 
Balance at November 1, 2019 76 3,897 84 4,057  
Amortization for the year - 717 103 820  
Balance at October 31, 2020 76 4,614 187 4,877 
 
CARRYING AMOUNTS 
 
At October 31, 2019 - 1,872 204 2,076 
At October 31, 2020 - 1,331 296 1,627 
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14.  LEASE LIABILITY 
 
 

                                                                                                                                                                                        $ 
Balance, November 1, 2019 (note 3)    $5,306   
Additions         379 
Interest         169 
Repayments    (1,107) 
Balance, October 31, 2020  $4,747 

 
 
 
The maturity of the undiscounted lease liability as at October 31, 2020, is as follows: 
 
 $ 
 
2021  1,126 
2022  1,043 
2023  939 
2024  542 
2025  417 
Thereafter  1,176 
  5,243 
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15.  RELATED PARTY TRANSACTIONS 
 
Parties are considered to be related if one party has the ability to directly or indirectly control the other party or exercise significant 
influence over the other party in making financial or operational decisions. 
 
All related party transactions are measured at exchange amount.  
 

 
Loans to directors and employees  

 
At October 31, 2020, loans provided to the Bank’s directors and employees amounted to $4,990 [2019 - $4,737]. Loans provided 
to employees are at discounts to customer rates.  

Transactions with key management personnel 
 
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the 
activities of the Bank, directly or indirectly. The Bank’s key management personnel include all directors and executives who 
have the authority and responsibility for planning, executing, and controlling the activities of the Bank.  Key management 
personnel compensation for the year comprised: 

  2020 2019 
   $ $ 
Salaries, director fees and short-term benefits 1,773 1,725 

 
 

 
Amount owed from related parties (key management): 

    
  2020 2019  

   $ $  
 
Maximum balance during the year   1,358 1,321  
Balance as at October 31   1,216 1,222  

 
The above-mentioned outstanding balances arose from the ordinary course of business. The interest rates charged to employees 
are at discounts to customer rates. Majority of the outstanding balances at the year-end are secured. There have been no guarantees 
provided or received for any related party receivables or payables. For the year ended October 31, 2020, the Bank has not made 
any provision for doubtful debts relating to amounts owed by related parties [2019 – $nil]. 
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16.  SUBORDINATED DEBENTURES 
 
Subordinated debentures are direct unsecured obligations of the Bank and are subordinated in right of payment to the claims of 
depositors and certain other creditors. Redemptions, cancellations, exchanges, and modifications of subordinated debentures 
qualifying as regulatory capital are subject to the consent and approval of OSFI. The debentures contain non-viability contingent 
capital (NVCC) provisions necessary for the debentures to qualify as Tier 2 regulatory capital. Under the NVCC provisions, the 
debentures are convertible into a variable number of common shares upon either of two events: (i) the public announcement by 
OSFI that the Bank has ceased, or is about to cease, to be viable; or (ii) a federal or provincial government of Canada publicly 
announces that the Bank has accepted or agreed to accept a capital injection, or equivalent support, from the federal government 
or any provincial government or political subdivision or agent thereof without which the Bank would have been determined by 
OSFI to be non-viable.  
 
        
 Earliest par 
 Interest  redemption 
Maturity date      Rate (%) date 2020 2019 
 
July 2025 4.9%1 August 2020 4,270 4,233 
 
 

 4,270 4,233 

 
1Subsequent to the earliest par redemption date the rate of 3-month CDOR plus 4.40% which was 4.9% at October 31, 2020.    
Prior to August 2020 the rate was fixed at 6%.   
 
The aggregate remaining maturities of the Bank’s subordinated debentures are as follows: 
     
   2020 2019  
Maturities   $ $ 
 
Within 1 year   - - 
Over 1 year to 3 years   - - 
Over 3 years to 4 years   - - 
Over 4 years to 5 years   4,500 - 
Over 5 years   - 4,500 
 

   4,500 4,500 
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17.  ISSUED CAPITAL  
 

Issued capital consists of the following: 
 
     2020   2019   
   # $ # $  
 
Authorized 
Unlimited common shares  
 
Issued and outstanding 
 
Common shares 
Balance, beginning of year   15,010,005 30,030 13,627,597 26,041 
Share issuance   58,250 182 1,382,408 4,145  
Share issue costs    -  (156)  
Balance, end of year   15,068,255 30,212 15,010,005 30,030 
 

Total issued capital   15,068,255 30,212 15,010,005 30,030 

 
Under the terms of the Bylaw of the Bank, a minimum of 67% of all common shares outstanding must be owned by Indigenous 
Investors as defined in the Bylaw.  The common shares have no par value. 
 
Dividends of $374 [2019 – $299] were declared and paid during the year of $0.025 per share [2019 - $0.02 per share].  Dividends 
of $182 [2019 - $145] were reinvested through the dividend reinvestment program resulting in the issuance of 58,250 shares 
[2019 – 49,077] shares.  
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18.  INCOME TAXES 
 
Significant components of the Bank's deferred tax liabilities are as follows: 
   

  2020 2019 
   $ $ 
 
Deferred tax asset (liability) 
Impairment for credit losses 658 427 
Property and equipment (115) (184) 
Intangible assets (376) (505) 
Share based compensation 142 108 
Tax loss carry forward   67 -  
Net deferred tax asset (liability) 376 (154) 

 
Current and deferred income taxes are computed for the Bank by applying the applicable statutory tax rates:  
  
 2020 2019 
 $ $ 
 
Current income tax charge 1,396 1,159 
Deferred income tax expense relating to origination and reversal of 
temporary differences      (530)  (190) 
Income tax expense reported in the statements of comprehensive  
Income through profit or loss 866 969 

 
 
The reconciliation of income tax expense applicable to profit from operating activities before income tax at the statutory 
income tax rate to income tax expense at the Bank’s effective income tax rate for the years ended October 31, 2020 and 
October 31, 2019 is as follows: 
 
  2020   2019  
 $ % $ % 
 
Income before income taxes 3,483 - 3,602 - 

Income taxes at statutory rate 936 26.90 967 26.85 
Other  (70) (2.04) 2 .05 
Income tax expense and effective tax rate 866 24.86 969 26.90 

 
 
 
 
 
 



First Nations Bank of Canada 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
[in thousands of Canadian dollars, unless otherwise indicated] 

 
October 31, 2020 
 
 

41 
 

19.  FINANCIAL ASSETS AND LIABILITIES  
 
Several of the Bank’s significant financial instruments, such as loans and deposits, lack an available trading market as they are 
not typically exchanged. Therefore, these instruments have been valued assuming they will not be sold, using present value or 
other suitable techniques and are not necessarily representative of the amounts realizable in an immediate settlement of the 
instrument.  
 
Changes in interest rates are the main cause of changes in the fair value of the Bank’s financial instruments. The carrying value 
of loans and deposits are not adjusted to reflect increases or decreases in fair value due to interest rate changes as the Bank’s 
intention is to realize their value over time by holding them to maturity.  
 
Fair value  
The table below sets out the carrying amounts and estimated fair values of the Bank’s financial assets and liabilities: 
 

     2020   2019  
  
   Carrying Estimated Carrying Estimated 
Statement of financial position   value fair value value            fair value  
   $ $ $ $  
Financial assets     
Interest-bearing deposits with financial institutions   76,510 76,510 75,798 75,798 
Loans and advances to customers   435,689 439,435 385,917 389,347 
Derivative financial instruments   74 74 - - 
Financial Liabilities 
Due to customers    897,828 898,240 610,988 610,855 
Lease liability   4,747 4,747 - - 
Other liabilities   12,541 12,541 - - 
Subordinated debentures   4,270 4,493 4,233 4,470 
Derivative financial instruments   - - 64 64 
 

Carrying values of loans and advances to customers and due to customers represent the amortized cost. The aggregate of the 
estimated fair value amounts presented does not represent management's estimate of the underlying value of the Bank.  Moreover, 
fair values disclosed represent estimates of values made at a specific point in time and may not be reflective of future fair values. 
 

Fair values are based on the following methods of valuation and assumptions: 
 

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities. 
Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are based on observable 
market data, either directly or indirectly. 
Level 3: techniques that use inputs which have a significant effect on the recorded fair value that are not based on observable 
market data. 
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19.  FINANCIAL ASSETS AND LIABILITIES (continued) 
 
Derivative financial instruments fall in the Level 2 category. For fixed rate loans, the fair value is determined by discounting the 
expected future contractual cash flows of these loans at interest rates estimated by using appropriate swap curve rates for the 
remaining term (Level 3).   For fixed rate term deposits, the fair value is determined by discounting the expected future contractual 
outflows, using management’s best estimates of average market interest rates currently offered for deposits with similar remaining 
terms (Level 3).  
 

In the case of items that are short-term in nature or contain variable rate features, fair value is considered to be equal to carrying 
value. The estimated fair value reflects changes in general interest rates that have occurred since the loans and borrowings were 
originated. 
 

The table below presents the fair values by level within the fair value hierarchy for those assets and liabilities not carried at fair 
value: 
 
 

 2020 
 Level 1 

$ 
Level 2 

$ 
Level 3 

$ 
Financial assets     
Loans and advances to customers  -  -  285,978 
Financial liabilities     
Due to customers  -  -  140,545 
    

  -  -  426,343 

 
 2019 
 Level 1 

$ 
Level 2 

$ 
Level 3 

$ 
Financial assets    
Loans and advances to customers  -  -  252,278 
Financial liabilities    
Due to customers  -  -  128,243 
Subordinated debentures  -  -  4,470 

  -  -  384,991 

 
During the reporting period ended October 31, 2020 and 2019, there were no transfers between leveling categories.  
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20.  DERIVATIVE FINANCIAL INSTRUMENTS 
 
Effective November 1, 2010, the Bank entered into a fixed for floating amortizing interest rate swap with TD Bank in order to 
hedge against interest rate fluctuations. No ineffectiveness from the hedge was recognized in net income during the year. A 
summary of the interest rate swap as at October 31, 2020 is provided below: 
 
 

                                                                        2020  
  Notional Maturity Paying Receiving Paying Receiving Fair 
Counterparty  Amount Date rate index rate index rate rate value 
        (negative) 
  $      $ 
 
TD Bank  767 1-Nov-20 Fixed 3-month CDOR 2.521% CDOR+1.42% (2) 
TD Bank          6,327 1-Dec-21 Fixed 1-month CDOR 3.750% CDOR+2.29% (72) 
   
 

 
                                                                        2019  

  Notional Maturity Paying Receiving Paying Receiving Fair 
Counterparty  Amount Date rate index rate index rate rate value 
        (negative) 
  $      $ 
 
TD Bank  2,275 1-Nov-20 Fixed 3-month CDOR 2.521% CDOR+1.42% 20 
TD Bank  596 15-May-20 Fixed 1-month CDOR 4.400% CDOR+3.29% 1 
TD Bank          6,607 1-Dec-21 Fixed 1-month CDOR 3.750% CDOR+2.29% 43 

 
 
 
21.  GUARANTEES  
 
Letters of guarantee have been provided to third parties by the Bank to make payments on behalf of customers up to $6,478 [2019 
– $2,472].   
 
In the normal course of operations the Bank, as set out in its Bylaws, indemnifies directors and officers in certain circumstances, 
to the extent permitted by law, against certain claims that may be made against them as a result of their services to the Bank. The 
Bank may be required to indemnify directors, officers and such person's heirs or legal representatives for costs incurred as a result 
of civil, criminal or administrative actions to which such person is made a party in certain circumstances.  The duty of the Bank 
to indemnify is further contingent on the director or officer meeting certain criteria in the By-laws, such as to have acted honestly 
and in good faith with a view to the best interest of the Bank. The nature of the indemnification prevents the Bank from making 
a reasonable estimate of the maximum potential amount that the Bank would be required to pay such persons. No amount has 
been accrued in the financial statements with respect to this indemnification. 
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22.  SHARE-BASED COMPENSATION 
 
Senior executives of the Bank receive remuneration in the form of share-based payment transactions comprising of both 
Performance Share Units (“PSU”) and Phantom Share Options (“PSO”). The cost of cash-settled transactions is measured initially 
at fair value at the grant date using a pricing model, taking into accounts the terms and conditions upon which the instruments 
were granted and the estimated number of PSUs and PSOs expected to vest.   

The Bank recognizes the services received, and a liability to pay for those services, as the employee renders service. The liability 
is remeasured to fair value at each reporting date up to and including the settlement date, with changes in fair value recognized 
in the income statement in staff expenses. 

Expenses arising from cash–settled PSU share–based payment transactions amount to $69 [2019 – $nil]. The carrying amount of 
the liability (Note 10) relating to the cash–settled options at the statement of financial position date and prior year is $69 [2019 – 
$nil]. 
 
Expenses arising from cash–settled PSO share–based payment transactions amount to $266 [2019 – $136]. The carrying amount 
of the liability (Note 10) relating to the cash–settled options at the statement of financial position date and prior year is $592 
[2019 – $400]. 
 
 
 


