














CATHAY GENERAL BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Derivatives. The Company follows ASC Topic 815 that establishes accounting and reporting standards for financial derivatives,
including certain financial derivatives embedded in other contracts, and hedging activities. It requires the recognition of all financial
derivatives as assets or liabilities in the Company’s Consolidated Balance Sheets at fair value. The accounting treatment of changes in fair
value is dependent upon whether or not a financial derivative is designated as a hedge and, if so, the type of hedge. Fair value is determined
using third-party models with observable market data. For derivatives designated as cash flow hedges, changes in fair value are recognized
in other comprehensive income and are reclassified to earnings when the hedged transaction is reflected in earnings. For derivatives
designated as fair value hedges, changes in the fair value of the derivatives are reflected in current earnings, together with changes in the
fair value of the related hedged item if there is a highly effective correlation between changes in the fair value of the interest rate swaps
and changes in the fair value of the underlying asset or liability that is intended to be hedged. If there is not a highly effective correlation
between changes in the fair value of the interest rate swap and changes in the fair value of the underlying asset or liability that is intended
to be hedged, then only the changes in the fair value of the interest rate swaps are reflected in the Company’s consolidated financial
Statements.

Foreign Exchange Forwards and Foreign Currency Option Contracts. We enter into foreign exchange forward contracts and foreign
currency option contracts with correspondent banks to mitigate the risk of fluctuations in foreign currency exchange rates for foreign
currency certificates of deposit, foreign exchange contracts or foreign currency option contracts entered into with our clients. These
contracts are not designated as hedging instruments and are recorded at fair value in our Consolidated Balance Sheets. Changes in the fair
value of these contracts as well as the related foreign currency certificates of deposit, foreign exchange contracts or foreign currency option
contracts, are recognized immediately in net income as a component of non-interest income. Period end gross positive fair values are
recorded in other assets and gross negative fair values are recorded in other liabilities.

Income Taxes. The provision for income taxes is based on income reported for financial statement purposes, and differs from the
amount of taxes currently payable, since certain income and expense items are reported for financial statement purposes in different periods
than those for tax reporting purposes. The Company accounts for income taxes using the asset and liability approach, the objective of which
is to establish deferred tax assets and liabilities for the temporary differences between the financial reporting basis and the tax basis of the
Company’s assets and liabilities at enacted tax rates expected to be in effect when such amounts are realized or settled. A valuation
allowance is established for deferred tax assets if, based on the weight of available evidence, it is more likely than not that some portion or
all of the deferred tax assets will not be realized.

Comprehensive Income/(loss). Comprehensive income/(loss) is defined as the change in equity during a period from transactions and
other events and circumstances from non-owner sources. Comprehensive income/(loss) generally includes net income/(loss), unrealized
gains and losses on investments in securities available-for-sale, and cash flow hedges. Comprehensive income/(loss) and its components
are reported and displayed in the Company’s Consolidated Statements of Operations and Comprehensive Income.

Net Income per Common Share. Earnings per share (“EPS”) is computed on a basic and diluted basis. Basic EPS excludes dilution
and is computed by dividing net income available to common stockholders by the weighted-average number of common shares outstanding
for the period. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock were
exercised or converted into common stock or resulted in the issuance of common stock that then shares in the earnings of the Company.
Potential dilution is excluded from computation of diluted per-share amounts when a net loss from operations exists.

Foreign Currency Translation. The Company considers the functional currency of its foreign operations to be the United States dollar.
Accordingly, the Company remeasures monetary assets and liabilities at year-end exchange rates, while nonmonetary items are remeasured
at historical rates. Income and expense accounts are remeasured at the average rates in effect during the year, except for depreciation, which
is remeasured at historical rates. Foreign currency transaction gains and losses are recognized in income in the period of occurrence.
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Statement of Cash Flows. Cash and cash equivalents include short-term highly-liquid investments that generally have an original
maturity of three months or less.

Segment Reporting. Through our branch network and lending units, we provide a broad range of financial services to individuals and
companies. These services include demand, time and savings deposits; and commercial and industrial, real estate and consumer lending.
While our chief decision makers monitor the revenue streams of our various products and services, operations are managed, and financial
performance is evaluated on a company-wide basis. Accordingly, we consider all of our operations to be aggregated in one reportable
operating segment.

Accounting Standards adopted in 2020

In January 2017, the FASB issued ASU 2017-04, “Intangibles—Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment.” This update simplifies how an entity is required to test goodwill for impairment by eliminating Step 2 from the goodwill
impairment test. Step 2 measures a goodwill impairment loss by comparing the implied fair value of a reporting unit’s goodwill with the
carrying amount of that goodwill. Adoption of this update is on a prospective basis and the amendments in this update are to be applied to
annual periods beginning after December 15, 2019. Adoption of ASU 2017-04 did not have a material impact on the Company’s
Consolidated Financial Statements.

In August 2018, the FASB issued ASU No. 2018-13, “Disclosure Framework Changes to the Disclosure Requirements for Fair Value
Measurement.” This ASU eliminates, adds and modifies certain disclosure requirements for fair value measurements. Among the changes,
entities will no longer be required to disclose the amount of and reasons for transfers between Level 1 and Level 2 of the fair value hierarchy
but will be required to disclose the range and weighted average used to develop significant unobservable inputs for Level 3 fair value
measurements. ASU No. 2018-13 is effective for interim and annual reporting periods beginning after December 15, 2019; early adoption
is permitted. As ASU No. 2018-13 only revises disclosure requirements, there was no material impact on the Company’s Consolidated
Financial Statements.
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Recent Accounting Pronouncements

In July 2017, the FASB issued ASU 2017-11, “Earnings per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480)
and Derivatives and Hedging (Topic 815).” There are two parts to this update. Part I of this update addresses the complexity of accounting
for certain financial instruments with down round features. Down round features are features of certain equity-linked instruments that result
in the strike price being reduced on the basis of the pricing of future equity offerings. Part II of this update addresses the difficulty in
navigating Topic 480, Distinguishing Liabilities from Equity, because of the existence of extensive pending content in the FASB
Accounting Standards Codification. This pending content is the result of the indefinite deferral of accounting requirements about
mandatorily redeemable financial instruments of certain nonpublic entities and certain mandatorily redeemable noncontrolling interests.
The amendments in this update are effective for fiscal years beginning after December 15, 2020. Early adoption is permitted for all entities,
including adoption in an interim period. If an entity early adopts the amendments in an interim period, any adjustments should be reflected
as of the beginning of the fiscal year that includes that interim period. The amendments in part I of this update should be applied in either
of the following ways: (i) Retrospectively to outstanding financial instruments with a down round feature by means of a cumulative-effect
adjustment to the statement of financial position as of the beginning of the first fiscal year and interim periods in which the pending content
that links to this paragraph is effective; or (ii) Retrospectively to outstanding financial instruments with a down round feature for each prior
reporting period presented in accordance with the guidance on accounting changes in paragraphs 250-10-45-5 through 45-10. The
amendments to Part II of this update do not require any transition guidance because those amendments do not have an accounting effect.
The Company does not expect ASU 2017-11 to have a material impact on its Consolidated Financial Statements.

In December 2019, the FASB issued ASU No. 2019-12, “Income Taxes (Topic 740); Simplifying the Accounting for Income Taxes.”
This ASU removes specific exceptions to the general principles in Topic 740 in Generally Accepted Accounting Principles. It eliminates
the need for an organization to analyze whether the following apply in a given period: exception to the incremental approach for intra-
period tax allocation; exception to accounting for basis differences when there are ownership changes in foreign investments; and exception
in interim period income tax accounting for year-to-date losses that exceed anticipated losses. The ASU also improves financial statement
preparers’ application of income tax-related guidance and simplifies GAAP for: Franchise taxes that are partially based on income;
transactions with a government that result in a step up in the tax basis of goodwill; separate financial statements of legal entities that are
not subject to tax; and enacted changes in tax laws in interim periods. This ASU is effective for public business entities, for fiscal years
beginning after December 15, 2020 with early adoption permitted for public business entities for periods for which financial statements
have not yet been issued. The Company does not expect the adoption of ASU 2019-12 to have a material impact on the Company’s
Consolidated Financial Statements.

In January 2020, the FASB issued ASU No. 2020-01, “'Investments—Equity Securities (Topic 321), Investments—Equity Method
and Joint-Ventures (Topic 323), and Derivatives and Hedging (Topic 815). Clarifying the Interactions between Topic 321, Topic 323, and
Topic 815.” This ASU is effective for public business entities for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2020. Early application is permitted, including early adoption in an interim period for public business entities for periods for
which financial statements have not yet been issued. An entity should apply ASU No. 2020-01 prospectively at the beginning of the interim
period that includes the adoption date. This ASU, among other things, clarifies that a company should consider observable transactions that
require a company to either apply or discontinue the equity method of accounting under Topic 323, Investments—Equity Method and Joint
Ventures, for the purposes of applying the measurement alternative in accordance with Topic 321 immediately before applying or upon
discontinuing the equity method. The new ASU clarifies that, when determining the accounting for certain forward contracts and purchased
options, a company should not consider, whether upon settlement or exercise, if the underlying securities would be accounted for under the
equity method or fair value option. The Company does not expect the adoption of ASU 2020-01 to have a material impact on the Company’s
Consolidated Financial Statements.

In March 2020, the FASB issued ASU No. 2020-04, “Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference
Rate Reform on Financial Reporting.” ASU No. 2020-04 is effective for all entities as of March 12, 2020 through December 31, 2022. This
ASU provides temporary optional guidance to ease the potential burden in accounting for reference rate reform. The new guidance provides
optional expedients and exceptions for applying generally accepted accounting principles to contract modifications and hedging
relationships, subject to meeting certain criteria, that reference LIBOR or another reference rate expected to be discontinued. The ASU is
intended to help stakeholders during the global market-wide reference rate transition period. Therefore, it will be in effect for a limited time
through December 31, 2022. The Company is evaluating the impact of adopting ASU 2020-02 on the Company’s Consolidated Financial
Statements.

In October 2020, the FASB issued ASU 2020-08, “Codification Improvements to Subtopic 310-20, Receivables - Nonrefundable Fees
and Other Costs.” ASU 2020-08 clarifies the accounting for the amortization of purchase premiums for callable debt securities with multiple
call dates. ASU 2020-8 will be effective for us on January 1, 2021 and is not expected to have a significant impact on our financial
Statements.

In January 2021, the FASB issued ASU 2021-01, “Reference Rate Reform (Topic 848): Scope.” ASU 2021-01 clarifies that certain
optional expedients and exceptions in ASC 848 for contract modifications and hedge accounting apply to derivatives that are affected by
the discounting transition. ASU 2021-01 also amends the expedients and exceptions in ASC 848 to capture the incremental consequences
of the scope clarification and to tailor the existing guidance to derivative instruments affected by the discounting transition. ASU 2021-01
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was effective upon issuance and generally can be applied through December 31, 2022. The Company is evaluating the impact of adopting
ASU 2021-01 on the Company’s Consolidated Financial Statements.

2. Cash, Cash Equivalents and Restricted Cash

The Company manages its cash and cash equivalents, which consist of cash on hand, amounts due from banks, federal funds sold, and
short-term investments with original maturity of three months or less, based upon the Company’s operating, investment, and financing
activities. For the purpose of reporting cash flows, these same accounts are included in cash and cash equivalents.

The Company is required to maintain reserves with the Federal Reserve Bank. Reserve requirements are based on a percentage of
deposit liabilities. The average reserve balances required were $60 thousand for 2020 and $110 thousand for 2019. The average excess
balance with Federal Reserve Bank was $874.8 million in 2020 and $199.0 million in 2019. At December 31, 2020 and December 31,
2019, the Company had $34.7 million and $17.7 million, respectively, on deposit in a cash margin account that serves as collateral for
interest rate swaps. These amounts included $11.9 million and $7.1 million, respectively, on deposit in a cash margin account that serves
as collateral for the Bancorp’s interest rate swaps. As of December 31, 2020 and December 31, 2019, the Company held $9.3 million and
$18.9 million, respectively, in a restricted escrow account with a major bank for its alternative energy investments.

3. Investment Securities
Investment Securities. The following tables reflect the amortized cost, gross unrealized gains, gross unrealized losses, and fair values

of debt securities available-for-sale as of December 31, 2020 and December 31, 2019:

As of December 31, 2020

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(In thousands)
Securities Available-for-Sale

U.S. trEaSUTY SECUTITIES ..vovvevevireieriaieteeiieieeiiesetee et ese e $ 80,948 $ 6 $ 6 $ 80,948
U.S. government agency eNtities .........ccereeeerierrereeienienieeeeeeneesneeeennes 99,944 441 546 99,839
Mortgage-backed securities . 709,709 17,965 606 727,068
Collateralized mortgage obligations 10,358 — 34 10,324
Corporate debt SECUTTLIES ... .cvveuveieriierieieieeeeieee et 118,271 367 267 118,371

Total securities available-for-sale ............coooovveeeeoveeoieoeeeeeeeeeeeen. $ 1,019230 $ 18,779 $ 1,459 $ 1,036,550
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As of December 31, 2019
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(In thousands)
Securities Available-for-Sale

U.S. treaSUTY SECUTITIES ...euvovevierereriareretiietetiee ettt ettt eseas $ 74,926 $ 10 $ — 3 74,936
U.S. government agency entities ...... 90,452 663 319 90,796
U.S. government sponsored entities . 225,000 — 557 224,443
Mortgage-backed securities .............. 880,040 8,574 824 887,790
Collateralized mortgage obligations . 569 — 17 552
Corporate debt SECUITLIES ... .ouveieieieieiieierieee ettt 172,743 605 23 173,325

Total securities available-for-sale ...........ccoooooveveeeeeoeeeeeeeeeeeeeeeenn. $ 1,443,730 $ 9,852 § 1,740 $ 1,451,842

The amortized cost and fair value of investment securities at December 31, 2020, by contractual maturities are shown below. Actual
maturities may differ from contractual maturities because borrowers may have the right to call or repay obligations with or without call or
repayment penalties.

Securities Available-for-Sale
As of December 31, 2020

Amortized Cost Fair Value
(In thousands)
DUE 1N ONE@ YEAT OF LSS -.vvivieiieiieiiiiteieteste ettt ettt sttt st ese e etesae s e eneenaeeneas $ 131,974 $ 132,026
Due after one year through five years 54,820 54,688
Due after five years through ten years 190,440 194,029
DUE AFLET LON YEATS ..vveviiiieeieiiete ettt sttt ettt et ettt e et e sae e st esaesseeseenaessesseeseensanseeseenean 641,996 655,807
TOLAL ettt $ 1,019,230 § 1,036,550

Proceeds from the sale of investment securities were $117.2 million during 2020 compared to $293.8 million during 2019. Proceeds
from repayments, maturities and calls of investment securities during 2020 were $734.5 million compared to $296.7 million during 2019.
In 2020, the Company recorded realized gains of $1.7 million and zero losses on sales of investment securities compared to realized gains
of $583 thousand and losses of $372 thousand in 2019.

The temporarily impaired securities represent 17.9% of the fair value of investment securities as of December 31, 2020. Unrealized
losses for securities with unrealized losses for less than twelve months represent 0.3%, and securities with unrealized losses for twelve
months or longer represent 2.1%, of the historical cost of these securities. Unrealized losses on these securities generally resulted from
increases in interest rates or spreads subsequent to the date that these securities were purchased.

Total unrealized losses of $1.5 million at December 31, 2020, were primarily caused by increases in interest rates or the widening of
credit and liquidity spreads since the dates of acquisition. The contractual terms of those investments do not permit the issuers to settle the
security at a price less than the amortized cost of the investment.
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At December 31, 2020, management believed the impairment was temporary and, accordingly, there was no impairment loss on debt
securities has been recognized in our Consolidated Statements of Operations as of December 31, 2020. The Company expects to recover
the amortized cost basis of its debt securities and has no intent to sell and believes it is more likely than not that it will not be required to
sell available-for-sale debt securities that have declined below their cost before their anticipated recovery.

The tables below show the fair value and unrealized losses of the temporarily impaired securities in our investment securities portfolio
as of December 31, 2020, and December 31, 2019:

As of December 31, 2020
Temporarily Impaired Securities

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(In thousands)

Securities Available-for-Sale

U.S. treasury SeCurities ...........coceeeeee $ 40,952 % 6 $ — % — % 40,952 $ 6
U.S. government agency entities......... 26,390 102 40,009 444 66,399 546
Mortgage-backed securities ................ 1,694 23 8,093 583 9,787 606
Collateralized mortgage obligations ... 10,131 25 193 9 10,324 34
Corporate debt securities .................... 58,405 267 — — 58,405 267
Total securities available-for-sale .. $ 137,572 § 423§ 48,295 § 1,036 $ 185,867 $ 1,459
As of December 31, 2019
Temporarily Impaired Securities

Less than 12 months 12 months or longer Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

(In thousands)

Securities Available-for-Sale

U.S. government agency entities......... $ 48,829 $ 172 $ 3570 $ 147 $ 52,399 § 319
U.S. government sponsored entities..... — — 224,443 557 224,443 557
Mortgage-backed securities ................ 43,719 36 120,801 788 164,520 824
Collateralized mortgage obligations ... — — 552 17 552 17
Corporate debt securities .................... 51,791 23 — — 51,791 23

Total securities available-for-sale .. $ 144,339 $ 231 % 349,366 $ 1,509 $ 493,705 $ 1,740

Investment securities having a carrying value of $22.7 million at December 31, 2020, and $20.1 million at December 31, 2019, were
pledged to secure public deposits, other borrowings, treasury tax and loan, securities sold under agreements to repurchase, and foreign
exchange transactions.

The adoption of ASU 2016-01 resulted in approximately $8.6 million being reclassified from accumulated other comprehensive
income to retained earnings, representing an increase to retained earnings as of January 1, 2018. For the year ended December 31, 2020,
the Company recognized a net loss of $1.1 million due to the decrease in fair value of equity investments with readily determinable fair
values, compared to a net gain of $5.7 million in 2019. Equity securities were $23.7 million as of December 31, 2020, compared to $28.0
million as of December 31, 2019.
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4. Loans

Most of the Company’s business activity is in markets with a concentration of Chinese-American individuals and businesses located
in Southern and Northern California; New York City; Houston and Dallas, Texas; Seattle, Washington; Boston, Massachusetts; Chicago,
[llinois; Edison, New Jersey; Rockville, Maryland; Las Vegas, Nevada; and Hong Kong. The Company has no specific industry
concentration, and generally its loans are collateralized with real property or other pledged collateral of the borrowers. The Company
generally expects its loans to be paid off from the operating profits of the borrowers, refinancing by another lender, or through sale by the
borrowers of the secured collateral.

The components of loans in the Consolidated Balance Sheets as of December 31, 2020, and December 31, 2019, were as follows:

As of December 31,
2020 2019
(In thousands)
Type of Loans:
ComMETCIAL LOANS ......oviiiiiiieie ettt e e e eeeaeeeaeeenes $ 2,836,833 § 2,778,744
Real estate construction loans ... 679,492 579,864
Commercial MOrtZage LOANS .......cueiriirieiriiiiieirieieie et 7,555,027 7,275,262
Residential mortgage l0ANS .......cccevveiiieieierieiieieie ettt 4,145,389 4,088,586
Equity lines 424,555 347,975
Installment and Other IOANS .........c.oooviiiiiiiieiee et eeraeeas 3,100 5,050
GIOSS LOAIS ....vveieeiiee ettt e e et e e et e e et e e eaeeeeseeeeteeeenaeeeereeeereeens 15,644,396 15,075,481
Less:
Allowance for loan losses ......... (166,538) (123,224)
Unamortized deferred loan fees (2,494) (626)
Total 10ans and [€ASES, NET......c..iierie ittt e e e e et e et e e eaeeeeaeeeereeeas $ 15475364 $ 14,951,631

The Company pledged real estate loans of $11.2 billion at December 31, 2020, and $10.6 billion at December 31, 2019, to the Federal
Home Loan Bank of San Francisco under its blanket lien pledging program. In addition, the Bank pledged $7.5 million at December 31,
2020, and $31.9 million at December 31, 2019, of its commercial loans to the Federal Reserve Bank’s Discount Window under the
Borrower-in-Custody program.

Loans serviced for others as of December 31, 2020, totaled $173.5 million and were comprised of $110.5 million of residential
mortgages, $30.9 million of commercial real estate loans, $29.0 million of construction loans, and $3.1 million of commercial loans.

The Company has entered into transactions with its directors, executive officers, or principal holders of its equity securities, or the
associates of such persons (“Related Parties”). All loans to Related Parties were current as of December 31, 2020. An analysis of the activity

with respect to loans to Related Parties for the years indicated is as follows:

December 31,

2020 2019
(In thousands)
Balance at beginning Of YEAT .........ccveveriiiieieieieee e $ 43,952 $ 47,263
Additional loans made 23,102 19,036
Payment received............. (15,766) (22,347)
Balance at end of year $ 51,288 $ 43,952
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At December 31, 2020, recorded investment in impaired loans totaled $95.4 million and were comprised of nonaccrual loans of $67.7
million and accruing TDR’s of $27.7 million. At December 31, 2019, recorded investment in impaired loans totaled $75.9 million and were
comprised of nonaccrual loans of $40.5 million and accruing TDR’s of $35.4 million. The average balance of impaired loans was $91.4
million in 2020 and $102.6 million in 2019. We considered all non-accrual loans and TDRs to be impaired. Interest recognized on impaired
loans totaled $2.4 million in 2020 and $2.1 million in 2019. The Bank recognizes interest income on impaired loans based on its existing
method of recognizing interest income on non-accrual loans except accruing TDRs. For impaired loans, the amounts previously charged
off represent 7.1% and 2.1% of the contractual balances for impaired loans at December 31, 2020 and 2019, respectively.

The following table presents impaired loans and the related allowance as of December 31, 2020 and 2019:

Impaired Loans

As of December 31, 2020 As of December 31, 2019
Unpaid Unpaid
Principal Recorded Principal Recorded
Balance Investment Allowance Balance Investment Allowance

(In thousands)
With no allocated allowance

Commercial loans ............cc.ccoen... $ 23,784 $ 20,698 $ — S 20,134 $ 15,857 § —
Real estate construction loans ......... 5,776 4,286 — 5,776 4,580 —
Commercial mortgage loans............ 22,877 22,287 — 9,234 9,030 —
Residential mortgage and equity
TINES ..o 6,379 6,307 — 6,171 6,073 —
Subtotal .....ccooveveeieiecieeeeeee $ 58,816 $ 53,578 § — 3 41315 $ 35,540 $ —
With allocated allowance
Commercial 10ans ............cccceeveene.n. $ 13,703  $ 6,372 § 1,030 $ 8,769 $ 8,739 $ 2,543
Commercial mortgage loans............ 31,134 31,003 5,254 26,117 26,040 473
Residential mortgage and equity
TINES ..o 5,005 4,452 145 6,740 5,540 220
Subtotal .....c.oceeeeiiiieiieieeeien $ 49,842 $ 41,827 $ 6,429 $ 41,626 $ 40,319 $ 3,236
Total impaired loans ......................... $ 108,658 $ 95,405 $ 6,429 $ 82,941 § 75,859 $ 3,236

The following table presents the average balance and interest income recognized related to impaired loans for the periods indicated:

For the year ended December 31,

2020 2019 2018 2020 2019 2018
Average Recorded Investment Interest Income Recognized
(In thousands)
Commercial 10ans ..........cccoevevveeeenenns $ 31,009 $ 37475 $ 44,486 $ 246 $ 412§ 685
Real estate construction loans . 4,408 4,697 6,835 294 — —
Commercial mortgage loans................ 41,649 47,612 57,596 1,602 1,366 2,125
Residential mortgage and equity lines. 14,287 12,799 13,679 252 306 356
Subtotal ..o $ 91,353 § 102,583 § 122,596 $ 2,394 § 2,084 § 3,166
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The following table is a summary of non-accrual loans as of December 31, 2020, 2019, and 2018 and the related net interest foregone
for the years then ended:

2020 2019 2018
(In thousands)
Non-accrual portfolio L0ans ...........c.eceeieveieirierieierieeeeeeereeeeevenns $ 67,684 $ 40,523  § 41,815
Contractual INterest dUE ........ccoevvvieeviieiiiiiiceecee e $ 3,093 $ 1,775 $ 1,618
Interest recognized .......... 1,008 85 66
Net interest foregone $ 2,085 $ 1,690 $ 1,552

The following tables present the aging of the loan portfolio by type as of December 31, 2020, and December 31, 2019:

As of December 31, 2020
Amortized
30-59 60-89 90 Days Non- Total Cost>90
Days Past Days Past or More accrual Past Loans Not days and
Due Due Past Due Loans Due Past Due Total Accruing
Type of Loans: (In thousands)
Commercial loans ............ $ 52,601 $ 3,182 $ 2947 $ 23,087 $ 81,817 $§ 2,755,016 $ 2,836,833 $ 2,947
Real estate construction
loans .......ccccoevviienennne 6,257 — — 4,286 10,543 668,949 679,492 —
Commercial mortgage
loans .......cccceiiiiininns 45,186 18,069 2,035 33,715 99,005 7,456,022 7,555,027 2,035
Residential mortgage
10ans ......ccocccevvviciiennee 14,315 4,223 — 6,596 25,134 4,544,810 4,569,944 —
Installment and other
loans ..o 43 — — — 43 3,057 3,100 —
Total loans .........cccceeueneee. $ 118,402 § 25474 § 4982 § 67,684 $ 216,542 § 15,427,854 § 15,644,396 § 4,982
As of December 31, 2019
Amortized
30-59 60-89 90 Days Non- Total Cost > 90
Days Past Days Past or More accrual Past Loans Not days and
Due Due Past Due Loans Due Past Due Total Accruing
Type of Loans: (In thousands)
Commercial loans ............ $ 24,681 § 9954 § 6,409 § 19,381 § 60425 § 2,718,319 § 2,778,744 $ 6,409
Real estate construction
loans .......ccccecceeineennnes 5,846 6,753 — 4,580 17,179 562,685 579,864 —
Commercial mortgage
loans ... 7,694 2,609 — 9,928 20,231 7,255,031 7,275,262 —
Residential mortgage
loans .......ccoevceininccnnn. 26,028 965 — 6,634 33,627 4,402,934 4,436,561 —
Installment and other
10ANS cvveveeeieeieeees — — — — — 5,050 5,050 —
Total loans ...........ccccceueeee $ 64249 § 20281 § 6,409 $§ 40,523 § 131,462 $ 14,944,019 § 15,075,481 § 6,409

The determination of the amount of the allowance for credit losses for problem loans is based on management’s current judgment
about the credit quality of the loan portfolio and takes into consideration known relevant internal and external factors that affect
collectability when determining the appropriate level for the allowance for credit losses. The nature of the process by which the Bank
determines the appropriate allowance for credit losses requires the exercise of considerable judgment. This allowance evaluation process
is also applied to TDRs since the Bank deems TDRs to be impaired loans. The allowance for loan losses and the reserve for off-balance
sheet credit commitments are significant estimates that can and do change based on management’s process in analyzing the loan portfolio
and on management’s assumptions about specific borrowers, underlying collateral, and applicable economic and environmental conditions,
among other factors.
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At December 31, 2020, accruing TDRs were $27.7 million and non-accrual TDRs were $9.0 million compared to accruing TDRs of
$35.3 million and non-accrual TDRs of $18.0 million at December 31, 2019. The Company had allocated specific reserves of $122 thousand
to accruing TDRs and $24 thousand to non-accrual TDRs at December 31, 2020, and $822 thousand to accruing TDRs and $2.2 million to
non-accrual TDRs at December 31, 2019. The following table presents TDRs that were modified during 2020, their specific reserve at
December 31, 2020, and charge-offs during 2020:

Pre- Post-
Modification Modification
Outstanding Outstanding
No. of Recorded Recorded Specific
Contracts Investment Investment Reserve Charge-offs
(Dollars in thousands)

Commercial 10ans ............cccoceevevennee. 5 % 5417 $ 5417 $ —
5 8 5,417 $ 5417 % —

eliEl

The following table presents TDRs that were modified during 2019, their specific reserve at December 31, 2019, and charge-offs during
2019:

Pre- Post-
Modification Modification
Outstanding Outstanding
No. of Recorded Recorded Specific
Contracts Investment Investment Reserve Charge-offs
(Dollars in thousands)

Commercial 10ans .......coceeeeveeeveeeeeenne.. 23§ 25,937 $ 21,874 $ 2,190 $ 4,063
Residential mortgage and equity lines. 1 42 42 — —
Total ..o 24§ 25979 $ 21,916 $ 2,190 § 4,063

The following table presents TDRs that were modified during 2018, their specific reserve at December 31, 2018, and charge-offs during
2018:

Pre- Post-
Modification Modification
Outstanding Outstanding
No. of Recorded Recorded Specific
Contracts Investment Investment Reserve Charge-off
(Dollars in thousands)

Commercial loans ............ccccceveeneen... 23 $ 13,290 $ 13,290 $ 1,384  $ —
Commercial mortgage loans................ 7 14,626 14,626 111 —
Residential mortgage and equity lines. 4 1,214 1,214 23 —
Total ..o 34§ 29,130 § 29,130 § 1,518 $ —
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A summary of TDRs by type of concession and by type of loans as of December 31, 2020, and December 31, 2019, are shown below:

December 31, 2020

Rate
Reduction
and
Payment Rate Payment
Accruing TDRs Deferral Reduction Deferral Total
(In thousands)
Commercial loans ............... .. $ 3983 $ —  $ — 3,983
Commercial mortgage loans ... 515 5,635 13,425 19,575
Residential mortgage loans 1,724 275 2,164 4,163
Total acCruing TDRS ....c.cvoviviieveiiieieeceeteeeeeee ettt $ 6,222 $ 5910 $ 15,589 $ 27,721
December 31, 2020
Rate
Reduction
and
Payment Rate Payment
Non-accrual TDRs Deferral Reduction Deferral Total
(In thousands)
ComMETCIAl JOANS ....voviieieeeeeeeeeeeee et $ 8,462 $ — 3 — 3 8,462
Residential mortgage 10ans ...........cccevereririirienesieeese e 523 — — 523
Total non-accrual TDRS .......cc.cooiiiuiioiieiieeee et $ 8,985 §$ — % — % 8,985
December 31, 2019
Rate
Reduction
and
Payment Rate Payment
Accruing TDRs Deferral Reduction Deferral Total
(In thousands)
ComMMETCIAL JOANS ..o $ 5215 $ — 3 — 3 5,215
Commercial mortgage loans ... 615 5,748 18,779 25,142
Residential mortgage loans ....... 2,525 311 2,143 4979
Total acCTUing TDRS .....voviviiiiieiieieiiieeieieeteet e s $ 8355 § 6,059 $ 20,922 $ 35,336
December 31, 2019
Rate
Reduction
and
Payment Rate Payment
Non-accrual TDRs Deferral Reduction Deferral Total
(In thousands)
Commercial loans ............... . 3 16,692 $ — 3 — 3 16,692
Residential mortgage loans . . 1,220 — 136 1,356
Total NON-accrual TDRS ......ccviiiiiiiieeieceieceeeeeee e $ 17912 $ — % 136  $ 18,048
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The activity within our TDR loans for 2020, 2019, and 2018 are shown below:

Accruing TDRs 2020 2019 2018

(In thousands)
Beginning balance ...........cceoveirierieieiinieieieeieeieesee e $ 35336 $ 65,071 $ 68,565
INEW TESIIUCTUTIIES ..ottt ettt ettt e aeebeesaeeneeeeeeas 5,417 15,432 26,114
Restructured loans restored to accrual Status .............ccceceeeeeeieeieeineennn, 263 365 2,896
CRAr@E-0TTS ...ttt — (1,341) —
PAYIMENTS.....cviviiiiietieteietietet ettt se b sbesseteese s eseesessesaeseess (13,295) (42,895) (30,406)
Restructured loans placed on non-accrual..........ccocevievecierieneeienieneeeee — (1,296) (2,098)
ENding balance ...........ceivveviririiieiiieieicieieeeeeee et $ 27,721  $ 35,336 $ 65,071
Non-accrual TDRs 2020 2019 2018

(In thousands)
Beginning balance ...........ccooeiiiieiiiiiiiiee e $ 18,048 $ 24,189 $ 33,416
INEW TESTIUCTUTIIZS 1. vevevieteneeteeteteneeteeteeese ettt bt ese et eneebeneeseesennan — 10,547 3,015
Restructured loans placed on non-accrual..........cccevvieiecieniisieienienieenene. — 1,296 2,098
Charge-0TTS ...ouviviiiiiiieeietci ettt ettt s e seneas (4,970) (3,607) (2,347)
PAYIMENES. ....vitiiieiietiieeietietet ettt ettt ettt ssete s sseseebe s e s eaeeaas (3,830) (14,012) (9,097)
Restructured loans restored to accrual Status ........ccoceeveeerierereeeerieneene. (263) (365) (2,896)
ENnding balance .........cccvcveviieveiieieiiieieiceceeee et $ 8985 § 18,048 $ 24,189

A loan is considered to be in payment default once it is 60 to 90 days contractually past due under the modified terms. The Company
did not have any loans that were modified as a TDR during the previous twelve months and which had subsequently defaulted as of
December 31, 2020.

Under the Company’s internal underwriting policy, an evaluation is performed of the probability that the borrower will be in payment
default on any of its debt in the foreseeable future without the modification in order to determine whether a borrower is experiencing
financial difficulty. As of December 31, 2020, there were no commitments to lend additional funds to those borrowers whose loans have
been restructured, were considered impaired, or were on non-accrual status.

The CARES Act, signed into law on March 27, 2020, and as extended by the CAA, 2021, permits financial institutions to suspend
requirements under GAAP for loan modifications to borrowers affected by COVID-19 that would otherwise be characterized as TDRs and
suspend any determination related thereto if (i) the loan modification is made between March 1, 2020 and the earlier of December 31, 2021
or 60 days after the end of the coronavirus emergency declaration and (ii) the applicable loan was not more than 30 days past due as of
December 31, 2019. In addition, federal bank regulatory authorities have issued guidance to encourage financial institutions to make loan
modifications for borrowers affected by COVID-19 and have assured financial institutions that they will neither receive supervisory
criticism for such prudent loan modifications, nor be required by examiners to automatically categorize COVID-19-related loan
modifications as TDRs. The Company is applying this guidance to qualifying loan modifications.
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As part of the on-going monitoring of the credit quality of our loan portfolio, the Company utilizes a risk grading matrix to assign a
risk grade to each loan. Loans are risk rated based on analysis of the current state of the borrower’s credit quality. The analysis of credit
quality includes a review of sources of repayment, the borrower’s current financial and liquidity status and other relevant information. The
risk rating categories can be generally described by the following grouping for non-homogeneous loans:

e  Pass/Watch — These loans range from minimal credit risk to lower than average, but still acceptable, credit risk.

e  Special Mention — Borrower is deemed fundamentally sound, and the loan is currently protected but adverse trends are
apparent that, if not corrected, may affect ability to repay. Primary source of loan repayment remains viable but there is

increasing reliance on collateral or guarantor support.

e  Substandard — These loans are deemed inadequately protected by current sound worth, paying capacity or pledged collateral.
Well-defined weaknesses exist that could jeopardize repayment of debt. Loss may not be imminent, but if weaknesses are not

corrected, there is a good possibility of some loss.

e  Doubtful — The possibility of loss is deemed extremely high, but due to identifiable and important pending events (which may
strengthen the loan) a loss classification is deferred until the situation is better defined.

o  Loss — These loans are deemed uncollectible and of such little value that to continue to carry the loans as an active asset is no

longer warranted.

The following tables present loan portfolio by risk rating as of December 31, 2020 and December 31, 2019:

As of December 31, 2020
Special
Pass/Watch Mention Substandard Doubtful Total
(In thousands)
Commercial 10ans ...........cccoovviiioieeiieeeeeeeeee e $ 2,581,128 §$ 141344 $ 108,788 $ 5,573 $ 2,836,833
Real estate construction loans.... 593,196 82,010 4,286 — 679,492
Commercial mortgage loans.............. 7,202,568 186,283 166,176 — 7,555,027
Residential mortgage and equity lines... 4,547,052 11,647 11,245 — 4,569,944
Installment and other loans .. . 3,100 — — — 3,100
Total Gross L0ANS ........c.ccvvvevirieiereiiereieeeieseeseeeereieaas $ 14,927,044 § 421284 § 290,495 $ 5,573 $ 15,644,396
As of December 31, 2019
Special
Pass/Watch Mention Substandard Doubtful Total
(In thousands)
Commercial loans ................... .. % 2,528944 §$ 166,016 $ 83,784 § — $ 2,778,744
Real estate construction loans. 461,597 113,687 4,580 — 579,864
Commercial mortgage 10ans...........c.ocveveverencievienennnns 6,992,933 196,454 85,875 — 7,275,262
Residential mortgage and equity lines..........cccceeereneene 4,427,205 914 8,442 — 4,436,561
Installment and other loans . 5,050 — — — 5,050
Total Gross LOANS ..........ccveveveveeeereieeeieeieeeeeeeeeeeereenas $ 14,415,729 § 477,071 $ 182,681 § — $ 15,075,481

F-26



CATHAY GENERAL BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The following table presents the balance in the allowance for loan losses by portfolio segment and based on impairment method as of
December 31, 2020 and December 31, 2019.

Residential
Real Estate Commercial Mortgage
Commercial Construction Mortgage and Equity Consumer
Loans Loans Loans Lines and Other Total
(In thousands)
December 31, 2020
Loans individually evaluated for
impairment
AlOWANCE ... $ 1,030 $ — 3 5254 $ 145§ — 3 6,429
Balance $ 27,070 $ 4286 $ 53,289 § 10,760 $ — S 95,405
Loans collectively evaluated for
impairment
AlOWANCE ..o, $ 67,712 § 30,854 § 43,951 $ 17,592 § — S 160,109
Balance........cccooeerenieiniinicenn $ 2,809,763 $ 675,206 $§ 7,501,738 $ 4,559,184 $ 3,100 § 15,548,991
Total allowance.........ccccocerveunnee $ 68,742 $ 30,854 $ 49,205 $ 17,737 $ — 166,538
Total balance........cccccoecevennennnee $ 2,836,833 §$ 679,492 § 7,555,027 § 4,569,944 § 3,100 $ 15,644,396
December 31, 2019
Loans individually evaluated for
impairment
ANOWANCE ..o, $ 2,543 § — 3 473§ 220 $ — S 3,236
Balance........cccccceceveneiniiicnnn $ 24,596 $ 4,580 $ 35,070 $ 11,613 § — 8 75,859
Loans collectively evaluated for
impairment
Allowance ........coccoeeevenccnennee. $ 54,478 $ 19,474 $ 33,129 § 12,888 § 19 8 119,988
Balance........ccccoeceveneiniiccnnn § 2,754,148 $ 575284 § 7,240,192 § 4,424,948 §$ 5,050 § 14,999,622
Total allowance............c.ccceeuenneee. $ 57,021 § 19,474 § 33,602 $ 13,108 §$ 19 $ 123,224
Total balance.........cccoeveereniennne. § 2,778,744 $ 579,864 $§ 7,275,262 $§ 4,436,561 § 5,050 § 15,075,481
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The following table details activity in the allowance for loan losses by portfolio segment for the years ended December 31, 2020 and
2019. Allocation of a portion of the allowance to one category of loans does not preclude its availability to absorb losses in other categories.

Residential
Real Estate Commercial Mortgage Installment
Commercial Construction Mortgage and Equity and Other
Loans Loans Loans Lines Loans Total
(In thousands)

2019 Beginning Balance..................... $ 54,978 $ 19,626 $ 33,487 $ 14,282 ' $ 18 $ 122,391
Provision/(reversal) for loan losses.... 4,885 (4,764) (5,216) (1,906) 1 (7,000)
Charge-offs .....ccevveviiieieieeceeiens (6,997) — — — — (6,997)
Recoveries 4,155 4,612 5,331 732 — 14,830
Net (Charge-offs)/Recoveries ............ (2,842) 4,612 5,331 732 — 7,833
2019 Ending Balance .............c.......... $ 57,021 $ 19,474 $ 33,602 $ 13,108 § 19 $ 123,224
Reserve for impaired loans................. $ 2,543 $ — 473§ 220 $ — 3,236
Reserve for non-impaired loans ......... $ 54,478 $ 19,474 $ 33,129 $ 12,888 $ 19 $ 119,988
Reserve for off-balance sheet credit

COMMItMENLS ...eeveeeeeeeeeenieee e $ 2,301 $ 1,047 S 193§ 311 S 38 3,855
2020 Beginning Balance .................... $ 57,021 $ 19,474 $ 33,602 $ 13,108 $ 19 3 123,224
Provision/(reversal) for loan losses.... 26,450 11,380 15,164 4,525 (19) 57,500
Charge-offs .....ccevvevieieieeeeceeens (21,996) — — — — (21,996)
RECOVETIES...cooveeecieeecieeeeeeeeeeeee 7,267 — 439 104 — 7,810
Net (Charge-offs)/Recoveries ............ (14,729) — 439 104 — (14,186)
2020 Ending Balance .........c.cccccouneee. $ 68,742 $ 30,854 $ 49,205 $ 17,737 § — 3 166,538
Reserve for impaired loans................. $ 1,030 $ — 3 5254 $ 145§ — 3 6,429
Reserve for non-impaired loans ......... $ 67,712 $ 30,854 $ 43,951 $ 17,592 $ — 3 160,109
Reserve for off-balance sheet credit

COMMItMENLS.......coveeevieerieeieeneene.. $ 4802 $ 690 $ 101 $ 284§ 39 5,880

An analysis of the activity in the allowance for credit losses for the years ended December 31, 2020, 2019, and 2018 is as follows:

For the year ended December 31,

2020 2019 2018
Allowance for Loan Losses (In thousands)
Balance at beginning of YEar ..........cccevveviiiieieriiiicieeeeeeee e $ 123,224  $ 122,391 § 123,279
Provision/(reversal) for credit losses . 57,500 (7,000) (4,500)
Loans charged off ..........cccvevienrnnne. (21,996) (6,997) (3,206)
Recoveries of charged off loans ... 7,810 14,830 6,818
Balance at end Of YEar .......cccooiiviiiiiiiieieee e $ 166,538 $ 123224  § 122,391
Reserve for Off-balance Sheet Credit Commitments
Balance at beginning of Year...........cccooeioireiniieiieeeesec e $ 3,855 § 2250 § 4,588
Provision/(reversal) for credit losses and transfers.............ccoceveveeievieninnnnns 2,025 1,605 (2,338)
Balance at end Of YEaT..........cocucivieieiiiiiciiieiecceeeeee et $ 5,880 $ 3,855 $ 2,250
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Residential mortgage loans in process of formal foreclosure proceedings were $808 thousand at December 31, 2020, compared to $1.0
million at December 31, 2019.

The ongoing COVID-19 pandemic has caused significant disruption in the United States and international economies and financial
markets. Although banks have generally been permitted to continue operating, the COVID-19 pandemic has caused disruptions to our
business and could cause material disruptions to our business and operations in the future. The Company has continued its efforts to support
its customers affected by the pandemic and to maintain asset quality and balance sheet strength, including the following:

*  The Company has provided loans through the SBA's Paycheck Protection Program, or “PPP”. As of December 31, 2020, 1,362
PPP loans with a current balance of $240.9 million have been approved by the Small Business Administration and an additional
$23.3 million have been forgiven. These loans do not carry an allowance for loan losses.

¢ The Company has outstanding COVID-19 modifications on approximately 23 commercial real estate loans totaling $81.0 million
as of December 31, 2020, which represented 1.1% of the Bank’s commercial real estate loans and 12 commercial loans, totaling
$56.7 million, which represented 2.0% of the total commercial loans.

*  AsofDecember 31, 2020, COVID-19 modifications outstanding include 78, or $40.7 million, in residential mortgage loans, that
represented 1.0% of the total residential mortgage portfolio, and 7 HELOC loans totaling $2.2 million, which represented 0.5%
of total HELOC loans.

5. Investments in Affordable Housing and Alternative Energy Partnerships

The Company holds ownership interests in a number of limited partnerships that were formed to develop and operate housing for
lower-income tenants throughout the United States and alternative energy partnerships that qualify for energy tax credits. The Company
evaluates its interests in these partnerships to determine whether they meet the definition of a Variable Interest Entity (“VIE”) and whether
the Company is required to consolidate these entities. A VIE is consolidated by its primary beneficiary, which is the party that has both (i)
the power to direct the activities that most significantly impact the economic performance of the VIE and (ii) a variable interest that could
potentially be significant to the VIE. To determine whether or not a variable interest the Company holds could potentially be significant to
the VIE, the Company considers both qualitative and quantitative factors regarding the nature, size and form of the Company's involvement
with the VIE. While the Company has determined that its interests in these entities meet the definition of a variable interest in accordance
with ASC 810, the Company has determined that the Company is not the primary beneficiary in all but ten of these partnerships because
the Company does not have the power to direct the activities that most significantly impact the economic performance of the entities
including operational and credit risk management activities. As the Company is not the primary beneficiary, the Company did not
consolidate the entities.

The investments in these entities approximates the maximum exposure to loss as a result of the Company’s involvement with these

unconsolidated entities. The balance of the Company’s investments in these entities was $309.0 million and $308.7 million as of December
31,2020 and 2019, respectively.
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The Company’s investments in these partnerships, net, are presented in the table below:

As of December 31,

(In thousands) 2020 2019

Investments in affordable housing partnerships, Net .........c.ccoveveirirerieiinenereeeeee s $ 279,981 $ 276,506
Other borrowings for affordable housing limited partnerships $ 23,714 $ 29,022
Investments in affordable housing and alternative energy partnerships, unfunded commitments.. $ 103,060 $ 114,541
Investments in alternative energy tax credit partnerships, NEt..........covcvvverierereeiereseneeeeee e $ 29,035 $ 32,175

At December 31, 2020, ten of the limited partnerships in which the Company has an equity interest were determined to be variable
interest entities for which the Company is the primary beneficiary. The consolidation of these limited partnerships in the Company’s
Consolidated Financial Statements increased total assets and liabilities by $31.4 million at December 31, 2020, and by $36.3 million at
December 31, 2019. Recourse in other borrowings for affordable housing limited partnerships is limited to the assets of the limited
partnerships. Investments in alternative energy partnerships were $29.0 million as of December 31, 2020. At December 31, 2020, $9.3
million of this investment is in an escrow account with a major bank. These funds will be disbursed in 2021 for solar energy systems to be
installed in 2021 and will be expected to generate solar tax credits of $9.1 million. Unfunded commitments for affordable housing limited
partnerships and alternative energy tax credit partnerships were recorded under other liabilities.

As of December 31, 2020, the Company’s unfunded commitments related to investments in qualified affordable housing and alternative
energy partnerships, net, are estimated to be paid as follows:

Amount

Year Ending December 31, (In thousands)
2021 e h et bt e h b h e Lt bt et et e bt k£ eh e btk eeae et e bt eh e eh sttt bt eh e et e bttt et et ente s $ 41,602
34,696
19,782
1,408
619
4,953
$ 103,060

Each of the partnerships must meet regulatory requirements for affordable housing and alternative energy projects, including long-
term minimum compliance periods (such as a 15-year minimum compliance period for certain affordable housing tax credits) to fully utilize
the tax credits. If the partnerships cease to qualify during the compliance period, the credits may be denied for any period in which the
projects are not in compliance and a portion of the credits previously taken is subject to recapture with interest. The remaining tax credits
to be utilized over a multiple-year period are $218.6 million for Federal and $3.1 million for state as of December 31, 2020. The possible
inability to realize these tax credits and other returns from our investments in these partnerships can have a negative impact on our financial
results. The risk of not being able to realize the tax credits and other returns depends on many factors, including changes in the applicable
provisions of the tax code, the ability of the projects to be completed and properly managed and other factors that are outside of our
control. Losses in excess of the Bank’s investment in three limited partnerships have not been recorded in the Company’s Consolidated
Financial Statements because the Company had fully satisfied all capital commitments required under the respective limited partnership
agreements. In 2020, non-interest expense included a $1.4 million impairment charge for investments in low income housing partnerships.
In 2019, non-interest expense included a $2.1 million impairment charge for investments in low income housing partnerships.
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The following table summarizes the Company’s usage of affordable housing and other tax credits including energy tax credits.

As of December 31,
(In thousands) 2020 2019 2018

Affordable housing and other tax credits recognized...........c.ccoveervirecrennenn. $ 23273  $ 21,523  $ 18,860
Alternative energy tax credit usage $ 29,706 $ 17,786  $ 15,013
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6. Premises and Equipment
Premises and equipment consisted of the following as of December 31, 2020, and December 31, 2019:

As of December 31,

2020 2019
(In thousands)

Land and 1and IMProVEmMENtS ...........ccveverieriirieieiesieeeeie ettt enee e s eneeneeneeeneenes $ 42476 $ 42,476
Building and building improVEMENLS .........ccccecveriirerieieiirieieieeiesestesieeesessesseseesesseseesessessesenss 79,953 79,819
Furniture, fixtures and eqUIPIIENT .........ooiiiirieririeieere ettt 62,835 60,141
Leasehold IMPIOVEMENT ..........cociiiiiiiiieiieeie ettt ettt et e e ebeeseeeneeenaeennas 17,819 17,380
CONSLIUCHION 1N PIOCESS .veuvvevierriitieriesieeteettestesteeseestessesseeseessesseeseessessesseessessesseessessessesseessessessenses 2,061 1,647

205,144 201,463
Less: Accumulated depreciation/amortiZation ............ccecevereeierieneeeeiereseeeeie e seeeee e seeenes 102,146 97,224
Premises and equipment, net $ 102,998 § 104,239

The amount of depreciation/amortization included in operating expense was $7.0 million in 2020, $6.1 million in 2019, and $6.4
million in 2018.

7. Deposits

The following table displays deposit balances as of December 31, 2020, and December 31, 2019:

As of December 31,
2020 2019
(In thousands)
DEMANG ..ottt ettt ae et e e $ 3,365,086 $ 2,871,444
NOW accounts ................ 1,926,135 1,358,152
Money market accounts .. 3,359,191 2,260,764
Saving accounts .............. 785,672 758,903
TIME AEPOSIES .vveeeieieeieieete ettt ettt et e sttt e et e e st e st et e eseese et e ssesneeneensenseeneenes 6,673,317 7,443,045
TOAL .ttt et e b e ae e ateerbeeteeeraeeaneennaans $ 16,109,401 $ 14,692,308

Time deposits outstanding as of December 31, 2020, mature as follows.

Expected Maturity Date at December 31,
2021 2022 2023 2024 2025 Thereafter Total
(In thousands)
Time deposits.......ccoeeeverveieineieenenne. $ 6,507,616 $ 107,311 § 58261 § 69 $ 48 8 12 $ 6,673,317
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Accrued interest payable on customer deposits was $8.5 million at December 31, 2020, $22.3 million at December 31, 2019, and
$10.5 million at December 31, 2018. The following table summarizes the interest expense on deposits by account type for the years ended
December 31, 2020, 2019, and 2018:

Year Ended December 31,
2020 2019 2018
(In thousands)
Interest bearing demand .............ccocivveviiriereiiiieceeeeee e $ 2,816 $ 2,371 $ 2,718
Money market accounts .. 21,574 21,508 16,202
Saving accounts ... 1,006 1,432 1,583
Time deposits ........ 111,629 152,791 86,368
TOMAL 1ottt $ 137,025 § 178,102 § 106,871

The aggregate amount of domestic time deposits in denominations that meet or exceed the current FDIC insurance limit of $250
thousand was $2.9 billion and $3.1 billion as of December 31, 2020 and 2019, respectively. Foreign offices' time deposits of $142.8 million
and $192.9 million as of December 31, 2020 and 2019, respectively, were in denominations of $250 thousand or more.

8. Borrowed Funds

There were no outstanding securities sold under agreements to repurchase at December 31, 2020, and December 31, 2019.

Securities sold under agreements to repurchase, if any, are accounted for as collateralized financing transactions and recorded at the
amounts at which the securities were sold.

The table below provides comparative data for securities sold under agreements to repurchase for the years indicated:

2020 2019 2018
(Dollars in thousands)

Average amount outstanding during the year 1 .........cccccooiiiiiiiiieeeeeeeeen $ — 8 —  $ 49,589
Maximum amount outstanding at month-end ® _..................ococooiiiiiee — — 100,000
Balance, DecemDEr 31 .....c.oooiiiiiiiiieicieeeee e — — —
Rate, DECEMDET 31 ...ooviiiiiiiicieeee ettt ettt —% —% —%
Weighted average interest rate for the Year ........ccocovveiereiieiereseceeee e —% —% —%

(1) Average balances were computed using daily averages.
(2) Highest month-end balance was January 2018.

As of December 31, 2020, there were no over-night borrowings from the FHLB compared to $450.0 million at a rate of 1.66% at
December 31, 2019. As of December 31, 2020, the advances from the FHLB were $150.0 million at a weighted average rate of 2.15%
compared to $220.0 million at a weighted average rate of 2.26% as of December 31, 2019. As of December 31, 2020, final maturity for the
FHLB advances is $5.0 million in May 2021, $50.0 million in June 2021, $75.0 million in July 2021, and $20.0 million in May 2023.
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Other Liabilities. On November 23, 2004, the Company entered into an agreement with Mr. Dunson K. Cheng, pursuant to which he
agreed to defer any bonus amounts in excess of $225 thousand for the year ended December 31, 2005, until the later of January 1 of the
first year following his separation from service from the Company or the first day of the seventh month following his separation from
service from the Company. Accordingly, an amount equal to $610 thousand was deferred in 2004 and was accrued in other liabilities in the
Consolidated Balance Sheets. The Company agreed to accrue interest on the deferred portion of the bonus at 7.0% per annum compounded
quarterly. The deferred amount will be increased each quarter by the amount of interest computed for that quarter. On November 23, 2014,
the interest rate was reset to 5.06% based on 275 basis points above the interest rate on the ten-year Treasury Note on that date. On March
13, 2014, the Compensation Committee of the Company awarded Mr. Cheng a cash bonus in the amount of $300 thousand for the quarter
ended December 31, 2013, and provided as part of the award that payment of the bonus would be deferred until the later of January 1 of
the first year following his separation from service from the Company or the first day of the seventh month following his separation from
service from the Company. The Company accrues interest on the deferred bonus at 5.02% per annum compounded quarterly. On March
28, 2019, the interest rate was reset to 5.72% based on 350 basis points above the interest rate on the five-year Treasury Note on that date.

Interest of $105 thousand during 2020, $99 thousand during 2019, and $92 thousand during 2018 was accrued on the deferred bonuses.
The balance was $2.1 million at December 31, 2020, and $2.0 million at December 31, 2019.

We established three special purpose trusts in 2003 and two in 2007 for the purpose of issuing Guaranteed Preferred Beneficial Interests
in their Subordinated Debentures to outside investors (“Capital Securities”). The proceeds from the issuance of the Capital Securities as
well as our purchase of the common stock of the special purpose trusts were invested in Junior Subordinated Notes of the Company (“Junior
Subordinated Notes™). The trusts exist for the purpose of issuing the Capital Securities and investing in Junior Subordinated Notes. Subject
to some limitations, payment of distributions out of the monies held by the trusts and payments on liquidation of the trusts, or the redemption
of the Capital Securities, are guaranteed by the Company to the extent the trusts have funds on hand at such time. The obligations of the
Company under the guarantees and the Junior Subordinated Notes are subordinate and junior in right of payment to all indebtedness of the
Company and will be structurally subordinated to all liabilities and obligations of the Company’s subsidiaries. The Company has the right
to defer payments of interest on the Junior Subordinated Notes at any time or from time to time for a period of up to twenty consecutive
quarterly periods with respect to each deferral period. Under the terms of the Junior Subordinated Notes, the Company may not, with certain
exceptions, declare or pay any dividends or distributions on its capital stock or purchase or acquire any of its capital stock if it has deferred
payment of interest on any Junior Subordinated Notes.

At December 31, 2020, Junior Subordinated Notes totaled $119.1 million with a weighted average interest rate of 2.40%, compared
to $119.1 million with a weighted average rate of 4.09% at December 31, 2019. The Junior Subordinated Notes have a stated maturity term
of 30 years. Interest expense, excluding impact of cash flow interest rate swaps entered into during June 2014, on the Junior Subordinated
Notes was $3.6 million for 2020, $5.6 million for 2019, and $5.2 million for 2018.

9. Capital Resources

Total equity was $2.42 billion at December 31, 2020, an increase of $123.9 million, or 5.4%, from $2.29 billion at December 31,
2019, primarily due to increases in net income of $228.9 million, proceeds from dividend reinvestment of $9.8 million, stock based
compensation of $5.6 million, and other comprehensive income of $3.0 million, offset by shares withheld related to net share settlement of
RSUs of $1.9 million, purchase of treasury stock of $23.6 million, and common stock cash dividends of $98.7 million. The Company paid
cash dividends of $1.24 per common share in 2020 and $1.24 per common share in 2019.
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On May 7, 2019, the Board of Directors approved a stock repurchase program to buy back up to $50.0 million of Bancorp’s common
stock. In 2019, the Company repurchased 741,934 shares for $26.4 million, at an average cost of $35.59 per share under the May 2019
repurchase program. In December 2020, the Company completed the May 2019 stock repurchase program with the repurchase of 1,541,912
shares in total for approximately $50.0 million at an average cost of $32.43 per share of Bancorp’s common stock.

The five special purpose trusts established for the purpose of issuing the Capital Securities are considered variable interest entities.
Because the Bancorp is not the primary beneficiary of the trusts, the financial statements of the trusts are not included in the Consolidated
Financial Statements of the Company. The Junior Subordinated Notes, all of which were issued before May 19, 2010, are currently included
in the Tier 2 capital of the Bancorp for regulatory capital purposes. Under the Dodd-Frank Act, trust preferred securities issued before May
19, 2010 by bank holding companies with assets of less than $15.0 billion as of December 31, 2009 continue to qualify for Tier 1 capital
treatment. As of December 31, 2020 and 2019, the Company’s assets exceeded the $15.0 billion threshold and, as a result, the Junior
Subordinated Notes no longer qualify as Tier 1 capital for regulatory reporting purposes.

The table below summarizes the outstanding Junior Subordinated Notes issued by the Company to each trust as of December 31, 2020:

Principal Not Current Date of Payable/
Issuance Balance of Redeemable Stated Annualized Interest Rate Distribution
Trust Name Date Notes Until Maturity  Coupon Rate Rate Change Date
(Dollars in thousands)
Cathay Capital Trust I ... June 26, $ 20,619 June 30, June 30, 3-month 3.39% December 30, March 30
2003 2008 2033 LIBOR 2020 June 30
+3.15% September 30
December 30
September
Cathay Statutory Trust I September 17, 20,619 September 17, 17, 3-month 3.23% December 17, March 17
2003 2008 2033 LIBOR 2020 June 17
+3.00% September 17
December 17
Cathay Capital Trust II.. December 30, 12,887 March 30, March 30, 3-month 3.14% December 30, March 30
2003 2009 2034 LIBOR 2020 June 30
+2.90% September 30
December 30
Cathay Capital Trust III. ~ March 28, 46,392 June 15, June 15, 3-month 1.70% December 15, March 15
2007 2012 2037 LIBOR 2020 June 15
+1.48% September 15
December 15
Cathay Capital Trust IV May 31, 18,619 September 6, September 6, 3-month 1.63% December 7, March 6
2007 2012 2037 LIBOR 2020 June 6
+1.4% September 6
December 6

Total Junior
Subordinated Notes.... $ 119,136
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10. Income Taxes

For the years ended December 31, 2020, 2019, and 2018, the current and deferred amounts of the income tax expense are summarized
as follows:

Year Ended December 31,
2020 2019 2018
(In thousands)
Current:
Federal .. S (2,196) $ 20,943 S 26,820
State .oovvveeenn.. 36,787 39,466 36,639
TOtAl CUITENE .....vieveceeeeecee et $ 34,591 $ 60,409 $ 63,459
$ (3,234) § 7464 $ 1,495
(6,252) 2,361 848
$ (9,486) $ 9825 $ 2,343
Total iNCOME taX EXPENSE....vivirrerirrerierieriiereeresseeeseeseseeresseeeseeseanas $ 25,105 $ 70,234 $ 65,802
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Temporary differences between the amounts reported in the financial statements and the tax basis of assets and liabilities give rise to
deferred taxes. Net deferred tax assets at December 31, 2020, and at December 31, 2019, are included in other assets in the accompanying
Consolidated Balance Sheets and are as follows:

As of December 31,

2020 2019
(In thousands)

Deferred Tax Assets
Loan loss allowance, due to differences in computation of bad debts...........ccoveveririncienenennen. $ 52,899 $ 38,936
Share-based COMPENSATION .......cc.eiiiriiitiriieiere ettt sttt sttt eae e e ntesaeeneens 1,936 2,945
ACCTUAL TOT DOMUSES ...ttt et e et e et e e eae e eeaaeeeetseeeeaseeeeaseeeneeas 3,356 1,293
NON-ACCTUAL INEETEST ...ivviiiiitieeiie ettt ettt e et eteeeta e et e eaeeeteeeaeeeaseeaeeeteeesseenseeaeenneanns 861 1,005
Write-down on equity securities and venture capital inVEStMENtS ........ccevverveeeeriereneeieieneeeieenean 1,833 2,010
STALE TAX vttt 3,882 4,540
Unrealized loss on interest rate swaps 2,934 1,599
Tax credits carried fOrWard ...........c.ooviiiiiiiiiiiii ettt neas 9,136 9,473
Net operating loss carried forward . 10,880 14,247
OBRET, NIEE ..ottt ettt et e e e e et e bt eete e eae e et e eaeeeaeeeaeeeaseeeseeeaeeeaeeanens 3,864 3,719
GroSS AEfEITEA TAX ASSELS ..vviiiuviiiiieeeiteeecteeeete e e et e e et e e et e e ete e e et e e eaeeeeaeeeetaeeenseesesseesseeeseneeeans 91,581 79,767
Deferred Tax Liabilities
DEfRITEA 10AN COSES....uvitiiieiiiieit ettt ettt et sa et ettt ea et e stesee e e e e sneneean (10,017) (9,778)
Depreciation and aMOTTIZALION .........ccueeiiieiieieeiierieeeie et ete et e etteeeesseeebeesseesseeeseessseenseenseesseennss (2,709) (1,606)
Unrealized gain on securities available-for-sale, net...........cccociireininiininiececcee (8,712) (5,990)
Unrealized gain on equity securities — (668)
OREOQO INStallment SALE..........couiiiiieieiiiieieiese ettt sttt sttt ensesseenaensesaeeneas (1,274) —
Dividends on Federal Home Loan Bank common StOCK ...........ccocverieriirieienieneeieieie e 979) (978)
Other, NEt ...ooveieiiiieeeeeee e (3,599) (3,307)
Gross deferred tax liabilities .. (27,290) (22,327)
Net deferTed tAX ASSEES ...cviiiviieiiiiie ettt ettt ettt e ettt et e et e et e et e eeaeeeae e et e eateeteeetaeeaneaneas $ 64,291 $ 57,440

Amounts for the current year are based upon estimates and assumptions and could vary from amounts shown on the tax returns as
filed.

As of December 31, 2020, the Company’s gross net operating loss (“NOL”) carryovers, all of which are subject to limitation under
Section 382 of the Internal Revenue Code, totaled approximately $28.6 million for which a deferred tax asset of $6.0 million has been
recorded reflecting the expected benefit of these federal NOL carryovers. At December 31, 2020, the Company has California NOL
carryovers of $45.9 million for which a California deferred tax asset of $4.5 million has been recorded reflecting the expected benefit of
these California NOL carryovers. The annual IRC Section 382 limitation is $10.2 million per year until 2021 and decreases to $8.8 million
in 2022 and to $7.3 million per year thereafter. If not utilized, a portion of the Company’s federal and state NOL’s will begin to expire in
2030. At December 31, 2020, the Company’s federal tax credit carryovers and AMT tax credit carryovers total $7.5 million and $1.0
million, respectively. If not utilized, the federal tax credit carryovers will begin in expire in 2028. The AMT tax credit carryovers can be
carried forward indefinitely.

In assessing the realization of deferred tax assets, management considers whether it is more likely than not that some portion or all of
the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent on the generation of future taxable
income during the periods in which those temporary differences become deductible. Management considers the projected future taxable
income and tax planning strategies in making this assessment. Based upon the level of historical taxable income and projections for future
taxable income over the periods in which the deferred tax assets are deductible, management believes it is more likely than not the Company
will realize all benefits related to these deductible temporary differences.
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The Company had current income tax receivables of $19.5 million at December 31, 2020, and $9.6 million at December 31, 2019.
Current income tax receivable is included in other assets in the accompanying Consolidated Balance Sheets.

The Company’s tax returns are open for audits by the Internal Revenue Service back to 2017 and by the California Franchise Tax
Board back to 2016. The audit by the Internal Revenue Service for 2017 was completed in July 2020 and did not have an impact on income
tax expense. It is reasonably possible that unrecognized tax benefits could change significantly over the next twelve months. The Company
does not expect that any such changes would have a material impact on its annual effective tax rate.

Income tax expense results in effective tax rates that differ from the statutory federal income tax rate for the years indicated as follows:

Year Ended December 31,
2020 2019 2018
(Dollars in thousands)

Tax provision at Federal statutory rate .............ccecevenne $ 53,333 21.0% $ 73,368 21.0% $ 70,914 21.0%
State income taxes, net of Federal income tax benefit . 23,602 9.3 33,276 9.5 29,750 8.8
Excess deduction for stock option and RSUs................ 264 0.1 (398) 0.1) (555) 0.2)
Non-taxable bargain purchase gain — — — — (71) —
Low income housing and other tax credits.................... (52,979) (20.8) (37,519) (10.7) (34,517) (10.2)
Other, NEL ..o 885 0.3 1,507 0.4 281 0.1
Total iNCOME tax EXPENSE ...oveveveererrereererreriererreseeerennas $ 25,105 9.9% $ 70,234 20.1% $ 65,802 19.5%

11. Stockholders’ Equity and Earnings per Share

As a bank holding company, the Bancorp’s ability to pay dividends will depend upon the dividends it receives from the Bank and on
the income it may generate from any other activities in which it may engage, either directly or through other subsidiaries.

Under California banking law, the Bank may not, without regulatory approval, pay a cash dividend that exceeds the lesser of the
Bank’s retained earnings or its net income for the last three fiscal years, less any cash distributions made during that period. Under this
regulation, the amount of retained earnings available for cash dividends to the Company immediately after December 31, 2020, is restricted
to approximately $289.8 million.
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Activity in accumulated other comprehensive income, net of tax, and reclassification out of accumulated other comprehensive income
for the years ended December 31, 2020, and 2019 was as follows:

2020 2019
Tax Tax
expense/ expense/
Pre-tax (benefit) Net-of-tax Pre-tax (benefit) Net-of-tax
(In thousands)
Beginning balance, loss, net of tax
Securities available-for-sale.................... $ 5,714 $ (17,765)
Cash flow hedge derivatives................... (3.412) (241)
Total $ 2,302 $ (18,0006)
Net unrealized gains/(losses) arising during the period
Securities available-for-sale .... $ 10,903 $ 3223 § 7,680 $ 33,543 § 9915 § 23,628
Cash flow hedge derivatives ... . (4,938) (1,460) (3,478) (4,502) (1,331) (3,171)
Total 5,965 1,763 4,202 29,041 8,584 20,457
Reclassification adjustment for net gains in net income
Securities available-for-sale ................... (1,695) (501) (1,194) 211) (62) (149)
Cash flow hedge derivatives .................. — — — — — —
Total (1,695) (501) (1,194) (211) (62) (149)
Total other comprehensive income/(loss)
Securities available-for-sale ................... 9,208 2,722 6,486 33,332 9,853 23,479
Cash flow hedge derivatives .................. (4,938) (1,460) (3,478) (4,502) (1,331) (3,171)
Total $ 4270 $ 1,262 § 3,008 § 28,830 $ 8,522 § 20,308
Ending balance, gain/(loss), net of tax
Securities available-for-sale.................... $ 12,200 $ 5,714
Cash flow hedge derivatives................... (6,890) (3.412)
Total $ 5,310 $ 2,302

The Board of Directors of the Bancorp is authorized to issue preferred stock in one or more series and to fix the voting powers,
designations, preferences or other rights of the shares of each such class or series and the qualifications, limitations, and restrictions thereon.
Any preferred stock issued by the Bancorp may rank prior to the Bancorp common stock as to dividend rights, liquidation preferences, or
both, may have full or limited voting rights, and may be convertible into shares of the Bancorp common stock. There are no shares of
preferred stock currently issued and outstanding.

The following is the reconciliation of the numerators and denominators of the basic and diluted earnings per share computations for
the years as indicated:

Year Ended December 31,
2020 2019 2018
Per Per Per
Income Shares Share Income Shares Share Income Shares Share

(Numerator) (Denominator) Amount (Numerator) (Denominator) Amount (Numerator) (Denominator) Amount
(In thousands, except shares and per share data)
Net income............. $ 228,860 $ 279,135 $ 271,885
Basic EPS,
income............... $ 228,860 79,584,560 $§  2.88 $ 279,135 79,999,703 $ 349 § 271,885 81,131,269 $ 3.35

Effect of dilutive
stock options
and RSU ............ 193,287 248,190 476,077
Diluted EPS,
income............... $ 228,860 79,777,847 $§ 287 $ 279,135 80,247,893 § 348 $ 271,885 81,607,346 $ 3.33
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12. Commitments and Contingencies

Legal Proceedings. The Company is involved in various claims and legal proceedings that arise in the course of conducting the
Company’s business. The outcome of such claims and legal proceedings are inherently difficult to predict. Management, after consultation
with legal counsel and based upon its assessment of information currently available to the Company, believes that any liability resulting
from the resolution of any claims and proceedings currently pending against the Company will not have a material effect upon the
Company’s consolidated financial condition, results of operations, or liquidity taken as a whole.

In accordance with ASC 450, “Contingencies,” the Company accrues reserves for outstanding lawsuits, claims and proceedings when
a loss contingency is probable and can be reasonably estimated. The Company estimates the amount of loss contingencies using current
available information from legal proceedings, advice from legal counsel, and available insurance coverage. Due to the inherent subjectivity
of the assessments and unpredictability of the outcomes of the legal proceedings, any amounts accrued or included in this aggregate amount
may not represent the ultimate loss to the Company from the legal proceedings in question. Thus, the Company’s exposure and ultimate
losses may be higher, and possibly significantly more than the amounts accrued.

Lending. In the normal course of business, the Company becomes a party to financial instruments with off-balance sheet risk to meet
the financing needs of its customers. These financial instruments include commitments to extend credit in the form of loans or through
commercial or standby letters of credit and financial guarantees. Those instruments represent varying degrees of exposure to risk in excess
of the amounts included in the accompanying Consolidated Balance Sheets. The contractual or notional amount of these instruments
indicates a level of activity associated with a particular class of financial instrument and is not a reflection of the level of expected losses,
if any.

The Company’s exposure to credit loss in the event of non-performance by the other party to the financial instrument for commitments
to extend credit is represented by the contractual amount of those instruments. The Company uses the same credit policies in making
commitments and conditional obligations as it does for on-balance sheet instruments. Unless noted otherwise, the Company does not require
collateral or other security to support financial instruments with credit risk.

Financial instruments for which contract amounts represent the amount of credit risk include the following:

As of December 31,
2020 2019
(In thousands)
Commitments t0 €XtENA CTEAIL ........c..oiviiiiiirieiie ettt eaaens $ 2,977,528 $ 3,077,081
Standby 1etters OF CTEAIL ...c.eiiiiiiiiiiiiiie ettt ettt be e 234,200 282,352
Commercial 1etters Of Credit .......oo.iiiiiiiiiiieiece et 16,821 22,209
Bill 0f 1ading UATANTEES .....ccveoveriieiieierieeieeeieieste ettt et sa et steeseesaesseeseeseeneesaeeseas 238 319
TOLAL 1ttt ettt ettt ettt et teena et e eteentensenaeereeneens $ 3,228,787 $ 3,381,961

Commitments to extend credit are agreements to lend to a customer provided there is no violation of any condition established in the
commitment agreement. These commitments generally have fixed expiration dates and are expected to expire without being drawn upon.
The total commitment amounts do not necessarily represent future cash requirements. The Company evaluates each customer’s
creditworthiness on a case-by-case basis. The amount of collateral obtained if deemed necessary by the Company upon extension of credit
is based on management’s credit evaluation of the borrowers.
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As of December 31, 2020, the Company does not have fixed-rate or variable-rate commitments with characteristics similar to options,
which provide the holder, for a premium paid at inception to the Company, the benefits of favorable movements in the price of an underlying
asset or index with limited or no exposure to losses from unfavorable price movements.

As of December 31, 2020, commitments to extend credit of $3.0 billion include commitments to fund fixed rate loans of $59.9 million
and adjustable rate loans of $2.9 billion.

Commerecial letters of credit and bill of lading guarantees are issued to facilitate domestic and foreign trade transactions while standby
letters of credit are issued to make payments on behalf of customers if certain specified future events occur. The credit risk involved in
issuing letters of credit and bill of lading guarantees is essentially the same as that involved in making loans to customers.

13. Leases

The Company determines if a contract arrangement is a lease at inception and primarily enters into operating lease contracts for its
branch locations, office space and certain equipment. As part of its property lease agreements, the Company may seek to include options
to extend or terminate a lease when it is reasonably certain that the Company will exercise those options. The ROU lease asset also includes
any lease payments made and lease incentives. Lease expense for lease payments is recognized on a straight-line basis over the lease term.
The Company does not possess any leases that have variable lease payments or residual value guarantees as of December 31, 2020.

ASU 2016-02, “Leases (Topic 842),” as amended by ASU No. 2018-01, “Land Easement Practical Expedient for Transition to Topic
842”; ASU No. 2018-10, “Codification Improvements to Topic 842, Leases”; and ASU No. 2018-11, “Targeted Improvements,” establishes
a right-of-use model (“ROU”) that requires a lessee to recognize a ROU asset and lease liability on the balance sheet for all leases with a
term longer than 12 months. The standard provides a number of optional practical expedients in transition. We have elected the ‘package
of practical expedients’, which permits us not to reassess under the new standard our prior conclusions about lease identification, lease
classification and initial direct costs. We also elected all of the new standard’s available transition practical expedients, including the short-
term lease recognition exemption that includes not recognizing ROU assets or lease liabilities for existing short-term leases, and the
practical expedient to not separate lease and non-lease components for all of our leases. The Company uses its incremental borrowing rate
to determine the present value of its lease liabilities.

The following table represents the operating lease amounts reported on the Consolidated Balance Sheets and other supplemental
information as of December 31, 2020 and December 31, 2019:

December 31, December 31,
2020 2019
($ In millions)

Operating Leases:

ROU BSSELS .. uvveeieeteteetetetetetete st s es sttt e st e b e s s es s st s ettt s s et e e s s e s et eneseneaeseneaeaen $ 309 $ 34.0
Le8SE HADIITLIES ...ttt $ 335§ 359
Weighted-average remaining lease term (N YEAIS) .....c.evvieeerierveereeieriesieeeieieseeeseeeessesreeseesaesseeseas 4.7 5.4
Weighted-average discount rate 2.77% 3.10%
Operating cash flows from Operating leases...........oevveruiririeririiieere e $ 93 § 8.4
ROU assets obtained in exchange for lease obligations ...........ccoecverieririeierieniseeeese e $ 57 °$ 1.8

Operating lease expense was $11.7 million and $13.3 million as of December 31, 2020 and December 31, 2019, respectively, and
includes short-term leases that were immaterial.
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The following table presents a maturity analysis of the Company’s operating lease liabilities as of December 31, 2020:

As of
December 31,
2020
Operating
Leases
(In thousands)
$ 9,384

8,335

6,890

4,635
2002 et h bbbt a ek h et h b b oA e h bt e b e bt e Rt ek h et eh bt H e Rt bt e b et e bt bttt h e b et e sttt e st b eben 2,520
TGS (o B <) TSRS 4,153
TOtAl IEASE PAYIMEINILS ......iviiuieiteieett ettt ettt et ettt et e st e et e et e et e es e e s e saeeseense s e eseensenseeseeseemsenseeseenseeseeseensenseeneaneensensensean 35917
Less amount of payment repreSenting INEETEST ......evertereeiererieeietesteeeetesteeeeeeetesseeseessessesseessensesseeseensesseeneensensesseenees (2,433)
Total present value of 1€ase PAYIMENS ..............cccooiiiiiiiiiiiiiiiie ettt e sbeesteeetaeesbeeseesseeeaneenseennas $ 33,484

14. Financial Derivatives

The Company does not speculate on the future direction of interest rates. As part of the Company’s asset and liability management,
however, the Company enters into financial derivatives to seek to mitigate exposure to interest rate risks related to its interest-earning assets
and interest-bearing liabilities. The Company believes that these transactions, when properly structured and managed, may provide a hedge
against inherent interest rate risk in assets or liabilities and against risk in specific transactions of the Company. In such instances, the
Company may protect its position through the purchase or sale of interest rate futures contracts for a specific cash or interest rate risk
position. Other hedging transactions may be implemented using interest rate swaps, interest rate caps, floors, financial futures, forward rate
agreements, and options on futures or bonds. Prior to considering any hedging activities, the Company seeks to analyze the costs and
benefits of the hedge in comparison to other viable alternative strategies. All hedges will require an assessment of basis risk and must be
approved by the Bancorp or the Bank’s Investment Committee.

The Company follows ASC Topic 815 that establishes accounting and reporting standards for financial derivatives, including certain
financial derivatives embedded in other contracts, and hedging activities. It requires the recognition of all financial derivatives as assets or
liabilities in the Company’s Consolidated Balance Sheets and measurement of those financial derivatives at fair value. The accounting
treatment of changes in fair value is dependent upon whether or not a financial derivative is designated as a hedge and, if so, the type of
hedge. Fair value is determined using third-party models with observable market data. For derivatives designated as cash flow hedges,
changes in fair value are recognized in other comprehensive income and are reclassified to earnings when the hedged transaction is reflected
in earnings. For derivatives designated as fair value hedges, changes in the fair value of the derivatives are reflected in current earnings,
together with changes in the fair value of the related hedged item if there is a highly effective correlation between changes in the fair value
of the interest rate swaps and changes in the fair value of the underlying asset or liability that is intended to be hedged. If there is not a
highly effective correlation between changes in the fair value of the interest rate swap and changes in the fair value of the underlying asset
or liability that is intended to be hedged, then only the changes in the fair value of the interest rate swaps are reflected in the Company’s
consolidated financial statements.
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The Company offers various interest rate derivative contracts to its customers. When derivative transactions are executed with its
customers, the derivative contracts are offset by paired trades with third-party financial institutions including with central counterparties
(“CCP”). Certain derivative contracts entered with CCPs are settled-to-market daily to the extent the CCP’s rulebooks legally characterize
the variation margin as settlement. Derivative contracts are intended to allow borrowers to lock in attractive intermediate and long-term
fixed rate financing while not increasing the interest rate risk to the Company. These transactions are generally not linked to specific
Company assets or liabilities on the Consolidated Balance Sheets or to forecasted transactions in a hedging relationship and, therefore, are
economic hedges. The contracts are marked to market at each reporting period. The changes in fair values of the derivative contracts traded
with third-party financial institutions are expected to be largely comparable to the changes in fair values of the derivative transactions
executed with customers throughout the terms of these contracts, except for the credit valuation adjustment component. The Company
records credit valuation adjustments on derivatives to properly reflect the variances of credit worthiness between the Company and the
counterparties, considering the effects of enforceable master netting agreements and collateral arrangements.

In May 2014, the Bancorp entered into five interest rate swap contracts in the notional amount of $119.1 million for a period of ten
years. The objective of these interest rate swap contracts, which were designated as hedging instruments in cash flow hedges, was to hedge
the quarterly interest payments on the Bancorp’s $119.1 million of Junior Subordinated Debentures that had been issued to five trusts,
throughout the ten-year period beginning in June 2014 and ending in June 2024, from the risk of variability of these payments resulting
from changes in the three-month LIBOR interest rate. As of December 31, 2020, and 2019, the ineffective portion of these interest rates
swaps was not significant. The notional amount and net unrealized loss of the Company’s cash flow derivative financial instruments as of
December 31, 2020, and December 31, 2019, were as follows:

December 31, December 31,
2020 2019
($ in thousands)
Cash flow swap hedges:
INOLIONAL .ttt b ettt b bttt b et e bttt ettt ebeeene $ 119,136  § 119,136
Weighted average fiXed Tate-PaY.......cccerereririierieieeieie ettt ene e eeenes 2.61% 2.61%
Weighted average variable Tate-TECEIVE ........veueruireeieieieeieeieee sttt e e eneeaeseeeneeneeees 0.44% 2.26%
Unrealized 10ss, net 0f taxes (V... ... $ (6,890) $ (3,412)
Year ended
December 31, December 31,
2020 2019
Periodic net settlement of SWAPSs @) ...........cooviviiiiiieeieeeeeeeeee et $ 2,193 $ 200

(1)-Included in other comprehensive income.
(2)-the amount of periodic net settlement of interest rate swaps was included in interest expense.
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As of December 31, 2020, the Bank’s outstanding interest rate swap contracts had a notional amount of $478.3 million for various
terms from three to ten years. The Bank entered into these interest rate swap contracts that are matched to individual fixed-rate commercial
real estate loans in the Bank’s loan portfolio. These contracts have been designated as hedging instruments to hedge the risk of changes in
the fair value of the underlying commercial real estate loans due to changes in interest rates. The swap contracts are structured so that the
notional amounts reduce over time to match the contractual amortization of the underlying loan and allow prepayments with the same pre-
payment penalty amounts as the related loan. As of December 31, 2020, and 2019, the ineffective portion of these interest rate swaps was
not significant. The notional amount and net unrealized loss of the Company’s fair value derivative financial instruments as of December
31, 2020, and December 31, 2019, were as follows:

December 31, December 31,
2020 2019

($ in thousands)

Fair value swap hedges:

Notional ......cccoveverenecincncneenne. 478,266 § 579,584
Weighted average fixed rate-pay 4.56% 4.71%
Weighted average variable rate SPread...........ccccoeeoiiiiiiieiiiiiiiiiiiiiiiciee e 2.46% 2.62%
Weighted average variable rate-TECEIVE ........couiruiririiiiriiriieiieeeste sttt 3.11% 4.87%
Net unrealized 10SS (1) ......oooiieeeeeeeeeeeee et $ (15,082) $ (7,205)
Year ended
December 31, December 31,
2020 2019

Periodic net settlement of SWAPS @) ... $ (7,719) $ 996

(1)-the amount is included in other non-interest income.
(2)-the amount of periodic net settlement of interest rate swaps was included in interest income.

The Company has designated as a partial-term hedging election $25.0 million of a pool of loans with a notational value of $44.7
million as of December 31, 2020. The loans are not expected to be affected by prepayment, defaults, or other factors affecting the timing
and amount of cash flows under the last-of-layer method. The Company has entered into a pay-fixed and receive 1-Month LIBOR interest
rate swap to convert the last-of-layer $25.0 million portion of a $44.7 million fixed rate loan tranche in order to reduce the Company’s
exposure to higher interest rates for the last-of-layer tranche. As of December 31, 2020, the last-of-layer loan tranche had a fair value basis
adjustment of $342 thousand. The interest rate swap converts this last-of-layer tranche into a floating rate instrument. The Company’s risk
management objective with respect to this last-of-layer interest rate swap is to reduce interest rate exposure as to the last-of-layer tranche.

Interest rate swap contracts involve the risk of dealing with institutional derivative counterparties and their ability to meet contractual
terms. Institutional counterparties must have a strong credit profile and be approved by the Company’s Board of Directors. The Company’s
credit exposure on interest rate swaps is limited to the net favorable value and interest payments of all swaps by each counterparty. Credit
exposure may be reduced by the amount of collateral pledged by the counterparty. The Bancorp’s interest rate swaps have been assigned
by the counterparties to a derivatives clearing organization and daily margin is indirectly maintained with the derivatives clearing
organization. Cash posted as collateral by the Bancorp related to derivative contracts totaled $11.9 million as of December 31, 2020 and
$7.1 million as of December 31, 2019.
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The Company enters into foreign exchange forward contracts with various counterparties to mitigate the risk of fluctuations in foreign
currency exchange rates for foreign exchange certificates of deposit or foreign exchange contracts entered into with our clients. These
contracts are not designated as hedging instruments and are recorded at fair value in our Consolidated Balance Sheets. Changes in the fair
value of these contracts as well as the related foreign exchange certificates of deposit and foreign exchange contracts are recognized
immediately in net income as a component of non-interest income. Period end gross positive fair values are recorded in other assets and
gross negative fair values are recorded in other liabilities. The notional mount and fair value of the Company’s derivative financial
instruments not designated as hedging instruments as of December 31, 2020, and December 31, 2019, were as follows:

December 31, December 31,
2020 2019

Derivative financial instruments not designated as hedging instruments: ($ in thousands)
Notional amounts:
OPHON COMTACES ...ttt s et ee ettt e e e s et et es et eses et e s e e e e e senasn s ennenaes $ — 3 908
Spot, forward, and swap contracts with positive fair value..... .. $ 151,244  $ 146,397
Spot, forward, and swap contracts with negative fair value ...........cccccevirieienininieere e $ 132,813  § 127,003
Fair value:
OPLION COMEIACES ...euveteeiiete ettt ettt ettt et eh e bt e ettt ee et e sbe e st e st e b e st e eat et e abeeseentenbeetseneenaeeneas $ — 3 7
Spot, forward, and swap contracts with positive fair value... $ 4,658 3 2,411
Spot, forward, and swap contracts with negative fair value ...........c.ooceevieieriinieiereneee e $ (2,200) $ (1,415)
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15. Fair Value Measurements and Fair Value of Financial Instruments

The Company uses fair value to measure certain assets and liabilities on a recurring basis, primarily securities available for-sale and
derivatives. For assets measured at the lower of cost or fair value, the fair value measurement criteria may or may not be met during a
reporting period and such measurements are therefore considered “nonrecurring” for purposes of disclosing our fair value measurements.
Fair value is used on a nonrecurring basis to adjust carrying values for individually evaluated loans and leases and other real estate owned
and also to record impairment on certain assets, such as goodwill, CDI, and other long-lived assets.

The Company used valuation methodologies to measure assets at fair value under ASC Topic 820 and ASC Topic 825, as amended
by ASU 2016-01 and ASU 2018-03, to estimate the fair value of financial instruments not recorded at fair value. The fair value of the
Company’s assets and liabilities is classified and disclosed in one of the following three categories:

e Level 1 — Quoted prices in active markets for identical assets or liabilities.

e Level 2 — Observable prices in active markets for similar assets or liabilities; prices for identical or similar assets or liabilities in
markets that are not active; directly observable market inputs for substantially the full term of the asset and liability; market
inputs that are not directly observable but are derived from or corroborated by observable market data.

e Level 3 — Unobservable inputs based on the Company’s own judgments about the assumptions that a market participant would
use.

The classification of assets and liabilities within the hierarchy is based on whether inputs to the valuation methodology used are
observable or unobservable, and the significance of those inputs in the fair value measurement. The Company’s assets and liabilities are
classified in their entirety based on the lowest level of input that is significant to their fair value measurements as follows:

Financial assets and liabilities measured at fair value on a recurring basis
The Company uses the following methodologies to measure the fair value of its financial assets and liabilities on a recurring basis:

Securities Available for Sale and Equity Securities. For certain actively traded agency preferred stocks, mutual funds, U.S. Treasury
securities, and other equity securities, the Company measures the fair value based on quoted market prices in active exchange markets at
the reporting date, a Level 1 measurement. The Company also measures securities by using quoted market prices for similar securities or
dealer quotes, a Level 2 measurement. This category generally includes U.S. Government agency securities, state and municipal securities,
mortgage-backed securities (“MBS”), commercial MBS, collateralized mortgage obligations, asset-backed securities, corporate bonds and
trust preferred securities.

Warrants. The Company measures the fair value of warrants based on unobservable inputs based on assumption and management
judgment, a Level 3 measurement.

Currency Option Contracts and Foreign Exchange Contracts. The Company measures the fair value of currency option and foreign
exchange contracts based on observable market rates on a recurring basis, a Level 2 measurement.

Interest Rate Swaps. The Company measures the fair value of interest rate swaps using third party models with observable market
data, a Level 2 measurement.
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The following tables present the Company’s hierarchy for its assets and liabilities measured at fair value on a recurring basis at
December 31, 2020, and at December 31, 2019:

As of December 31, 2020 Fair Value Measurements Using Total at
Level 1 Level 2 Level 3 Fair Value
(In thousands)

Assets

Securities available-for-sale

U.S. Treasury securities ............. . $ 80,948 $ — 3 — 3 80,948
U.S. government agency entities — 99,838 — 99,838
Mortgage-backed SECUTTLIES. ......e.veuiruirieirieieieiireeeereeieeeeee s — 727,068 — 727,068
Collateralized mortgage obligations.........ccccveeerieriesieierieneeeeeeiene — 10,324 — 10,324
Corporate debt securities — 118,372 — 118,372
Total securities available-for-sale ...........cocceevvveiieieiiieiie e 80,948 955,602 — 1,036,550
Equity securities
Mutual fUNAS .....ooeeiei e 6,413 — — 6,413
Preferred stock of government sponsored entities...........ccoecvevevennenee. 5,485 — — 5,485
Other eqUILY SECUTTLIES. ...veveieierieierieeiieieie e eeeiesee st eee e ere e ees 11,846 — — 11,846
Total @QUILY SECUTTLIES ..evvevreeieeeeeeiieeeie et nneas 23,744 — — 23,744
Warrants . — — 21 21
INLETESt TALE SWAPS ..euvieeviieiiieiieeiieetie ettt ettt et te e e eeeeesbeeaeesaeesnneenne — 3,409 — 3,409
Foreign eXchange CONtIractS.........covvevieieuirienieinierieieiceeeeeie e — 4,658 — 4,658
TOtAl ASSELS ......ceeiiiniciiietee e $ 104,692 $ 963,669 $ 21 $ 1,068,382
Liabilities
INLEIESt TALE SWAPS ...o.vevivievererieietetieeseseieteee e esesesese s esesesee s s s esesessesesens $ — 3 10,286  $ — 3 10,286
Foreign eXchange CONtractS.........covvevererieeeriereeieieie e — 2,200 — 2,200
Total liabilities .............cocooiiiiiiiii e $ — 3 12,486 § — 12,486
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As of December 31, 2019 Fair Value Measurements Using Total at

Level 1

Level 3 Fair Value

Assets

Securities available-for-sale
U.S. TTreaSUIY SECUIILIES .vevirvrerieierieeeierierieeieesieiesiesseessensesseesaensesseeeas $ 74,936
U.S. government agency entities.......
U.S. government sponsored entities..
Mortgage-backed securities...............
Collateralized mortgage obligations..........ccoeeeeeerienerienieneneeeeenen —
Corporate debt SECUTTLIES ......cvveverierieeeierieie e —

(In thousands)

$ — § 74,936

— 90,796
— 224,443
— 887,790
— 552
— 173,325

Total securities available-for-sale ...........coovvveviiiiiiiiiciiiieee e 74,936

Equity securities

— 1,451,842

— 6,277
— 10,529
— 11,199

MuUuttal fUNAS ....oveeieeeeceeceeee e 6,277
Preferred stock of government sponsored entities..........c.ccoceeeeeenenne. 10,529
Other eqUItY SECUTTEICS. ... ccvtetieiieiiieiiieie ettt et 11,199
Total @QUILY SECUTTIES ..ovviivreeieieeteeiieieeie ettt a e 28,005
Warrants.........ccceeeeee. —

Interest rate swaps............. . —
Foreign exchange contracts...

— 28,005
39 39
— 2,181
— 2411

TOtaAl ASSELS........oiviiiiiiiieiieeee e $ 102,941

$ 39§ 1484478

Liabilities
OPLION CONMITACES ...vvvvivieieiietietiiereetet ettt ereesestessesessesseseesesseseesessessens $ —

INLETESE TATE SWAPS .euveeeieeiiieiiietieeite ettt sttt —
Foreign exchange CONractS........oc.vvverierierieieiesieeieiese e —

— 14,229
- 1,415

Total Habilities.................c.oooiviiiiiicccce e $ —

$ — 8 15,651

Assets measured at estimated fair value on a non-recurring basis.

Certain assets or liabilities are required to be measured at estimated fair value on a nonrecurring basis subsequent to initial
recognition. Generally, these adjustments are the result of lower-of-cost-or-fair value or other impairment write-downs of individual assets.
In determining the estimated fair values during the period, the Company determined that substantially all the changes in estimated fair
value were due to declines in market conditions versus instrument specific credit risk. For the year ended December 31, 2020 and December
31,2019, there were no material adjustments to fair value for the Company’s assets and liabilities measured at fair value on a nonrecurring

basis in accordance with GAAP.

For financial assets measured at fair value on a nonrecurring basis that were still reflected in the balance sheet at December 31, 2020
and 2019, the following tables provide the level of valuation assumptions used to determine each adjustment and the carrying value of the
related individual assets at December 31, 2020, and at December 31, 2019, and the total losses for the periods indicated:

As of December 31, 2020

Total Losses

Fair Value Measurements Using

For the Twelve Months Ended

December 31, December 31,

Level 1 Level 2 Level 3 2020 2019
(In thousands)
Assets

Impaired loans by type:
Commercial 10ans ..........ccoocovevrverrnerennn $ — 3 — 3 5342 § $ 7,012 § —
Commercial mortgage loans — — 25,749 — —
Residential mortgage and equity lines.... — — 4,307 — —
Total impaired loans — — 35,398 7,012 —
Other real estate owned (... — 905 4,236 717 681
Investments in venture capital . — — 1,381 107 167
Total assets...........ccoceevevveveeenennnnn. $ — 3 905 $ 41,015 $ 7,836 $ 848

(1) Other real estate owned balance of $4.9 million in the Consolidated Balance Sheets is net of estimated disposal costs.
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As of December 31, 2019 Total Losses/(Gains)
Fair Value Measurements Using For the Twelve Months Ended
Total at December 31, December 31,
Level 1 Level 2 Level 3 Fair Value 2019 2018
(In thousands)
Assets
Impaired loans by type:
Commercial 10ans ...........ccccoeveveieeennnns $ — 3 — 3 6,196 §$ 6,196 $ — 3 —
Commercial mortgage loans................... — — 25,566 25,566 — —
Residential mortgage and equity lines.... — — 5,320 5,320 — —
Total impaired loans...........ccceeeeeenne — — 37,082 37,082 — —
Other real estate owned V..........c.ccovveenee... — 6,490 4,343 10,833 681 (619)
Investments in venture capital .. . — — 1,604 1,604 167 330
Total assets...........coeveuevereeinennn. $ — 6,490 § 43,029 § 49,519 § 848 $ (289)

(1) Other real estate owned balance of $10.2 million in the Consolidated Balance Sheets is net of estimated disposal costs.

The significant unobservable inputs used in the fair value measurement of collateral for collateral-dependent impaired loans was
primarily based on the appraised value of collateral adjusted by estimated sales cost and commissions. The Company generally obtains
new appraisal reports on an annual basis. As the Company’s primary objective in the event of default would be to monetize the collateral
to settle the outstanding balance of the loan, less marketable collateral would receive a larger discount. During the 2018 reported period,
collateral discounts ranged from 55% in the case of accounts receivable collateral to 65% in the case of inventory collateral. In 2019, the
Company began using borrower specific collateral discounts with various discount levels.

The fair value of impaired loans was calculated based on the net realizable fair value of the collateral or the observable market price
of the most recent sale or quoted price from loans held for sale. The Company does not record loans at fair value on a recurring
basis. Nonrecurring fair value adjustments to collateral dependent impaired loans are recorded based on the current appraised value of the
collateral, a Level 2 measurement, or management’s judgment and estimation of value using discounted future cash flows or old appraisals
which are then adjusted based on recent market trends, a Level 3 measurement.

The significant unobservable inputs used in the fair value measurement of OREO was primarily based on the appraised value of OREO
adjusted by estimated sales cost and commissions.

The Company applies estimated sales cost and commission ranging from 3% to 6% of collateral value of impaired loans, quoted price
or loan sale price of loans held for sale, and appraised value of OREOs.

The significant unobservable inputs in the Black-Scholes option pricing model for the fair value of warrants are the expected life of

warrant ranging from one to six years, risk-free interest rate from 0.20% to 0.75%, and stock volatility of the Company from 17.02% to
27.87%.

Fair value estimates were made at specific points in time, based on relevant market information and information about the financial
instrument. Because no market exists for a significant portion of the Bank’s financial instruments, fair value estimates were based on
judgments regarding future expected loss experience, current economic conditions, risk characteristics of various financial instruments,
and other factors. These estimates were subjective in nature and involved uncertainties and matters of significant judgment and therefore
cannot be determined with precision. Changes in assumptions could significantly affect the estimates.

The following tables present carrying amounts and estimated fair values of certain financial instruments as of the dates indicated:
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Fair Value of Financial Instruments

December 31, 2020 December 31, 2019
Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands)
Financial Assets
Cash and due from banks ..........ccooveeioiiieeeieee e $ 138,616 $ 138,616 $ 177,240 $ 177,240
Short-term investments .......... 1,282,462 1,282,462 416,538 416,538
Securities available-for-sale .. 1,036,550 1,036,550 1,451,842 1,451,842
Loans, net ........cccoeveeveennenne.. . 15,475,364 16,103,471 14,951,631 15,444,752
EQUILY SECUITLIES ...vievieuieiieiieiieie ettt 23,744 23,744 28,005 28,005
Investment in Federal Home Loan Bank stocK............cccccoveuvveivnnennnen. 17,250 17,250 18,090 18,090
WAITANES ..ottt et ettt et e e e e s e e e seseeesasaeesasaeensseeennneas 21 21 39 39
Notional Notional
Amount Fair Value Amount Fair Value
Foreign eXchange CONractS.........c.ovivvieierierieeieeieiesie e $ 151,244  $ 4658 $ 146,397 $ 2,411
INLETESE TALE SWAPS ...eviiiiieniieiieeiie ettt 96,889 3,409 130,401 2,181
Financial Liabilities Carrying Carrying
Amount Fair Value Amount Fair Value
DIEPOSILS 1.vviivieieiiicreete ettt ettt ettt ettt ea e bbb ere et aas $ 16,109,401 $ 16,125,808 $ 14,692,308 $ 14,719,452
Short-term DOITOWINGS ....c.eeviveuiiiirieieiieteieceese e — — 25,683 25,683
Advances from Federal Home Loan Bank .... . 150,000 155,133 670,000 674,530
Other DOITOWINES ..euvevieiieieiiieiieiesieeceieee ettt nenes 23,714 19,632 36,666 30,764
Long-term debt ......ccooiiieieieieeee e 119,136 65,487 119,136 76,058
Notional Notional
Amount Fair Value Amount Fair Value
OPLION CONITACES ....vevvievvieieieteeceeteeeee ettt ettt eaeaseseaees $ — § — 3 908 $ 7
Foreign exchange contracts.... . 132,813 2,200 127,003 1,415
INEETESt TATE SWAPS -.eeuveiiiiriieiie ettt 679,648 10,286 602,291 14,229
Notional Notional
Amount Fair Value Amount Fair Value
Off-Balance Sheet Financial Instruments
Commitments to extend Credit ........cccooovevvvieviiiieeiecieceeeeeeeeeeeeee $ 2977,528 % (8,432) $ 3,077,081 $ (9,826)
Standby letters of credit . 234,200 (1,630) 282,352 (2,431)
Other letters of Credit ........coevivirieiiiiniiiiiicecece 16,821 (16) 22,209 (20)
Bill of 1ading gUarantees ............oceoeeererieirienieieeneieeeeeese e 238 — 319 1)
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The following tables present the level in the fair value hierarchy for the estimated fair values of certain financial instruments at
December 31, 2020, and December 31, 2019.

As of December 31, 2020
Estimated
Fair Value
Measurements Level 1 Level 2 Level 3
(In thousands)
Financial Assets
Cash and due from banks ... .. $ 138,616 $ 138,616 $ — —
Short-term investments .......... 1,282,462 1,282,462 — —
Securities available-for-sale 1,036,550 80,948 955,602 —
LOANS, NEL...ccuiiiiiiiicee ettt ettt 16,103,471 — — 16,103,471
Equity securities " 23,744 23,744 — —
Investment in Federal Home Loan Bank stocK............ccccoeevieiiennenne. 17,250 — 17,250 —
WAITANES ...ttt e e e e e ere e et e e e aeeeenneas 21 — — 21
Financial Liabilities
DIEPOSILS .vvveiiiiieeiieieete ettt ettt ettt ettt ere s eteeneenaeneas 16,125,808 — — 16,125,808
Advances from Federal Home Loan Bank ...........cccccoeevvviiiiiinnnennn. 155,133 — 155,133 —
Other borrowings 19,632 — — 19,632
Long-term debt ......ccooieieiiiiceee s 65,487 — 65,487 —
As of December 31, 2019
Estimated
Fair Value
Measurements Level 1 Level 2 Level 3
(In thousands)
Financial Assets
Cash and due from banks ............cccevviiiiiiiiiiiiii $ 177,240 $ 177,240 § — —
Short-term INVESHMENLS ........c..oovieiieeiiiieeieeeiee ettt 416,538 416,538 — —
Securities available-for-sale 1,451,842 74,936 1,376,906 —
Loans, Net (). ... oo 15,444,752 — — 15,444,752
EQUILY SECUITEIES ..c.vivieiieeeieeeiieiecie sttt 28,005 28,005 — —
Investment in Federal Home Loan Bank stock.. 18,090 — 18,090 —
WaAITANtS .....ooooviiiiiiecciie e 39 — — 39
Financial Liabilities
DIEPOSIES .ttt ettt ettt eneeneenees 14,719,452 — — 14,719,452
Short-term borrowings .........c.cceeeveeveveernenne. 25,683 — — 25,683
Advances from Federal Home Loan Bank .... 674,530 — 674,530 —
Other bOrrowings .........cccceeeveeveeieenieenneennen. 30,764 — — 30,764
Long-term debt .....c.ooueiiirieieieiee s 76,058 — 76,058 —
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16. Revenue from Contracts with Customers

On January 1, 2018, the Company adopted ASU 2014-09, Revenue from Contracts with Customers - Topic 606 and all subsequent
ASUs that modified ASC 606, Revenue from Contracts with Customers. The Company adopted ASC 606 using the modified retrospective
method applied to those contracts that were not completed as of January 1, 2018. The new standard did not materially impact the timing or
measurement of the Company’s revenue recognition as it is consistent with the Company’s existing accounting for contracts within the
scope of the new standard. There was no cumulative effect adjustment to retained earnings as a result of adopting this new standard.

The following is a summary of revenue from contracts with customers that are in-scope and not in-scope under ASC 606:
Year Ended December 31,

2020 2019 2018
(In thousands)

Non-interest income, in-scope®:

Fees and service charges on deposit aCCOUNTS ......c..evvereeeeeierieneerieieieens $ 7,965 $ 7,848 $ 8,387
Wealth management feeS ..........cceveriiierenirieieee e 10,529 9,241 5,905
OLhEr SETVICE FEES@......vviieeeeeeeeeee et 13,742 14,392 13,693
Total in-scope non-interest inCOmMe .................ccccoooiiiiiiiiniiinieeee 32,236 31,481 27,985
Noninterest income, not in-scope® ....................ccocooviiiiiiiceeeeeea 10,584 13,270 3,722
Total non-interest iNCOME.................cc.ocvoiiiiiiiiiieeeeeee e $ 42,820 $ 44,751 $ 31,707

(1) There were no adjustments to the Company's financial statements recorded as a result of the adoption of ASC 606. For comparability,
the Company has adjusted consolidated prior period amounts to conform to the periods presentation.

(2) Other service fees comprise of fees related to letters of credit, wire fees, fees on foreign exchange transactions and other immaterial
individual revenue streams.

(3) These amounts primarily represent revenue from contracts with customers that are out of the scope of ASC 606.

The major revenue streams by fee type that are within the scope of ASC 606 presented in the above tables are described in additional
detail below:

Fees and Services Charges on Deposit Accounts

Fees and service charges on deposit accounts include charges for analysis, overdraft, cash checking, ATM, and safe deposit activities
executed by our deposit clients, as well as interchange income earned through card payment networks for the acceptance of card based
transactions. Fees earned from our deposit clients are governed by contracts that provide for overall custody and access to deposited funds
and other related services and can be terminated at will by either party. Fees received from deposit clients for the various deposit activities
are recognized as revenue once the performance obligations are met. The adoption of ASU 2014-09 had no impact to the recognition of
fees and service charges on deposit accounts.

Wealth Management Fees
The Company employs financial consultants to provide investment planning services for customers including wealth management
services, asset allocation strategies, portfolio analysis and monitoring, investment strategies, and risk management strategies. The fees the

Company earns are variable and are generally received monthly. The Company recognizes revenue for the services performed at quarter
end based on actual transaction details received from the broker dealer the Company engages.
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Practical Expedients and Exemptions

The Company applies the practical expedient in ASC 606-10-50-14 and does not disclose the value of unsatisfied performance
obligations as the Company’s contracts with customers generally have a term that is less than one year, are open-ended with a cancellation
period that is less than one year, or allow the Company to recognize revenue in the amount to which the Company has the right to invoice.

In addition, given the short term nature of the Company’s contracts, the Company also applies the practical expedient in ASC 606-
10-32-18 and does not adjust the consideration from customers for the effects of a significant financing component, if at contract inception,
the period between when the entity transfers the goods or services and when the customer pays for that good or service is one year or less.

17. Employee Benefit Plans

Employee Stock Ownership Plan. Under the Company’s Amended and Restated Cathay Bank Employee Stock Ownership Plan
(“ESOP”), the Company can make annual contributions to a trust in the form of either cash or common stock of the Bancorp for the benefit
of eligible employees. Employees are eligible to participate in the ESOP after completing two years of service for salaried full-time
employees or 1,000 hours for each of two consecutive years for salaried part-time employees. The amount of the annual contribution is
discretionary except that it must be sufficient to enable the trust to meet its current obligations. The Company also pays for the
administration of this plan and of the trust. The Company has not made contributions to the trust since 2004 and does not expect to make
any contributions in the future. Effective June 17, 2004, the ESOP was amended to provide the participants the election either to reinvest
the dividends on the Company stock allocated to their accounts or to have these dividends distributed to the participant. The ESOP trust
purchased 32,128 shares in 2020, 22,933 shares in 2019, and 17,559 shares in 2018, of the Bancorp’s common stock at an aggregate cost
of $818 thousand in 2020, $827 thousand in 2019, and $706 thousand in 2018. The distribution of benefits to participants totaled 33,629
shares in 2020, 22,309 shares in 2019, and 58,988 shares in 2018. As of December 31, 2020, the ESOP owned 777,128 shares, or 1.0%, of
the Company’s outstanding common stock.

401(k) Plan. In 1997, the Board approved the Company’s 401(k) Profit Sharing Plan, which began on March 1, 1997. Salaried
employees who have completed three months of service and have attained the age of 21 are eligible to participate. Enrollment dates are on
the first of each month. Participants may contribute up to 75% of their eligible compensation for the year but not to exceed the dollar limit
set by the Internal Revenue Code. Participants may change their contribution election on the enrollment dates. The vesting schedule for the
matching contribution is 0% for less than two years of service, 25% after two years of service and from then on, at an increment of 25%
each year until 100% is vested after five years of service. Effective on June 1, 2018, the Company matches 100% on the first 5.0% of
eligible compensation contributed per pay period by the participant, on the first day of the following month after 30 days of service. The
Company’s contribution amounted to $3.7 million in 2020, $3.5 million in 2019, and $3.1 million in 2018. The Plan allows participants to
withdraw all or part of their vested amount in the Plan due to certain financial hardship as set forth in the Internal Revenue Code and
Treasury Regulations. Participants may also borrow up to 50% of the vested amount, with a maximum of $50 thousand. The minimum loan
amount is $1 thousand.

Bank-Owned Life Insurance. As of December 31, 2020, cash surrender value of bank-owned life insurance was $52.2 million. The
Bank is the beneficiary under the policy. In the event of the death of a covered officer, we will receive the specified insurance benefit from
the insurance carrier and pay a fixed dollar amount to the beneficiary designated by the officer.
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18. Equity Incentive Plans

Pursuant to the Company’s 2005 Incentive Plan, as amended and restated in May 2015, the Company may grant incentive stock
options (employees only), non-statutory stock options, common stock awards, restricted stock, RSUs, stock appreciation rights and cash
awards to non-employee directors and eligible employees. Cash received from exercises of stock options totaled zero in 2020, and in 2019,
and $838 thousand for 35,880 shares in 2018. Aggregate intrinsic value for options exercised was zero in 2020 and 2019.

A summary of stock option activity for 2020, 2019, and 2018 follows:

Weighted-
Average
Weighted- Remaining Aggregate
Average Contractual Intrinsic
Exercise Life (in Value (in
Shares Price years) thousands)
Balance, December 31, 2017 35,880 $ 23.37 0.10 $ 675
EXETCISEA ittt (35,880) 23.37
Balance, December 31, 2018 .......oooviiiiiiiieiieeeeeeeeeeeeeeee e — — — 3 —
Balance, December 31, 2019 ......oooiiiiiiiiiiiieeeeee e —  $ — — 3 —
Balance, December 31, 2020 .......ccoooiiiiiieiiieeiieeieeeeeee e — — — 3 —

At December 31, 2020, 2,045,451 shares were available under the 2005 Incentive Plan for future grants.

In addition to stock options, the Company also grants restricted stock units (“RSUs”) that are generally granted at no cost to the
recipient. RSUs generally vest ratably over three years or cliff vest after one or three years of continued employment from the date of the
grant. While a portion of RSUs may be time-vesting awards, others may vest subject to the attainment of specified performance goals and
are referred to as “performance-based RSUs.” All RSUs are subject to forfeiture until vested.

Performance-based RSUs are granted at the target amount of awards. Based on the Company’s attainment of specified performance
goals and consideration of market conditions, the number of shares that vest can be adjusted to a minimum of zero and to a maximum of
150% of the target. The amount of performance-based RSUs that are eligible to vest is determined at the end of each performance period
and is then added together to determine the total number of performance shares that are eligible to vest. Performance-based RSUs generally
cliff vest three years from the date of grant.

Compensation costs for the time-based awards are based on the quoted market price of the Company’s stock at the grant date.
Compensation costs associated with performance-based RSUs are based on grant date fair value, which considers both market and
performance conditions. Compensation costs of both time-based and performance-based awards are recognized on a straight-line basis
from the grant date until the vesting date of each grant.
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The following table presents RSU activity for 2020, 2019, and 2018:

Time-Based RSUs Performance-Based RSUs
Weighted- Weighted-
Average Average

Grant Date Grant Date

Shares Fair Value Shares Fair Value
Balance at December 31, 2017 ....c..oeovuiieiiieeeeeeeeeee e 221,738 32.72 339,872 33.52
Granted........cceeveeieecirenenns 141,810 43.30 55,455 39.46
Vested ..... (65,721) 41.59 (121,336) 37.87
Forfeited (13,334) 35.96 (8,332) 29.61
Balance at December 31, 2018 ........cooiiiiiiiiiiieieeeeeeeeeeeeee e 284,493 35.79 265,659 32.90
GIANLEA......eoiviiieiieee ettt ettt eaes 108,925 36.37 124,586 36.37
VESTEA ..ottt (93,729) 35.14 (92,501) 38.36
Forfeited (26,489) 39.34 — —
Balance at December 31, 2019 ...c.ooiiiieiiiieeeeeeee e 273,200 35.90 297,744 32.65
GIANLEA. ....veevieeiie ettt ettt et e e e steeetaeesaeesseesbeeseeenes 110,495 21.79 212,369 22.96
VESEEA oottt ettt ettt (80,654) 25.34 (193,240) 21.68
FOrfeited . ....ooveiieiiieeeee e (10,371) 39.04 (14,071) 39.08
Balance at December 31, 2020 ......oooviiiiiiiiiiieecee e 292,670 33.37 302,802 32.55

The compensation expense recorded for RSUs was $5.6 million in 2020, $6.6 million in 2019, and $7.3 million in 2018. Unrecognized
stock-based compensation expense related to RSUs was $8.4 million and $9.3 million as of December 31, 2020 and 2019, respectively. As
of December 31, 2020, these costs are expected to be recognized over the next 1.9 years.
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19. Condensed Financial Information of Cathay General Bancorp

The condensed financial information of the Bancorp as of December 31, 2020, and December 31, 2019, and for the years ended
December 31, 2020, 2019, and 2018 is as follows:

Balance Sheets

As of December 31,
2020 2019
(In thousands, except
share and per share data)

Assets
[0 ] OSSPSR $ 50,060 $ 32,468
Cash pledged as margin for interest rate swaps .... 2,159 7,098
Short-term certificates 0f AEPOSI ....cvervirieieierieieiee ettt e e e e 332 330
B QUILY SECUITEIES ...ttt ettt ettt eae et sh e st e et e ebeen e teebeeneeneenaeneeas 15,505 19,258
Investment in Cathay Bank subsidiary .. 2,467,643 2,365,206
Investment in NoN-bank SUDSIAIAIIES .........c..coviiiiiiiiiiiieicee et 845 4,458
(01 1<) a2 T £SO 6,447 5,530

TOLAL ASSEES ..ottt ettt et e e eae et et e ettt e e et e eae s $ 2,542,991 § 2,434,348
Liabilities
Junior SUbOTAINATEA AEDT .......c.eiiiiiiiiiecee ettt $ 119,136  § 119,136
Deferred payments from acquisition ... — 7,644
Other liabilities ...........ccccevveevueeneenne. 5,711 13,285

TOtAl THADIIITIES ..vovvivieiieieeieeiieiee ettt ettt et et et e b e sbeesaensessesseesaensenseeseens 124,847 140,065
Commitments and CONTIMZEIICIES. .....eveeuieieiiriierieiesteeteeeestesteeseeeessesseeseessesseeseeseensessesseessensesseases — —
Stockholders' equity
Common stock, $0.01 par value, 100,000,000 shares authorized, 90,643,206 issued and

79,508,265 outstanding at December 31, 2020, and 90,064,382 issued and 79,729,419

outstanding at December 31, 2019 ......ccviiiiiiiieieieeeeeeeee e 906 900
Additional paid-IN-CaAPItAl .......c.occieieriiiieieierie ettt eeeens 964,734 950,466
Accumulated other comprehensive 10SS, Nt ........ccveviiieieriiiieieee e 5,310 2,302
REtAINEA CAIMINGS ...viivieiieieetieiieteee ettt ettt et e ettt e e ae et e enee s e sseeneeneensesnsensenaeneeas 1,789,325 1,659,153
Treasury stock, at cost (11,134,941 shares at December 31, 2020, and 10,334,963 shares at

DecemMbBEr 31, 2019) ouviiiieiiiiceeeeee ettt ettt eteeaeenis (342,131) (318,538)
Total StOCKNOIARTS' QUILY ....eviueeiiitiiteietiitete ettt 2,418,144 2,294,283
Total liabilities and stoCKhOIAErs' EQUILY ......cvevvireieieiiriicieeieiesee et $ 2,542,991 $ 2,434,348

Statements of Operations
Year Ended December 31,
2020 2019 2018
(In thousands)

Cash dividends from Cathay BanK.............cccceoveirieieinieieieeieieeceieeeiea $ 146,000 $ 238,998 % 127,825
Interest income 49 90 57
INEETESt EXPEIISE ...ttt 5,906 8,415 9,813
Non-interest (10SS)/INCOME ......c.ervirrierierieeieeieeee et seeseeenees (435) 4,634 (1,940)
Gain from acquisition — — 340
NON-INEETESE EXPEIISE...vvieneienrietieeiieeitettesteeetteeaeeeteebeesseeeseesnaeenseeseenseenseans 4,846 3,491 3,782
Income before income tax benefit .........coccveivviiiiiiiiiiiiieieeeeeeeee e, 134,862 231,816 112,687
INCOME taxX DENETIt ...ocveeiiiiiieieee e (3,692) (2,459) (4,971)
Income before undistributed earnings of subsidiaries ............cocvvevrrvererennnne 138,554 234,275 117,658
Undistributed earnings of subsidiary 90,306 44,860 154,227
NEE ANCOIME ...ttt ettt eae et e eaeeaeeneas $ 228,860 $ 279,135 $ 271,885




CATHAY GENERAL BANCORP AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Statements of Cash Flows

Year Ended December 31,
2020 2019 2018
(In thousands)

Cash flows from Operating Activities
Net income $ 228,860 $ 279,135 ' $ 271,885
Adjustments to reconcile net income to net cash provided by operating

activities:
Equity in undistributed earnings of subsidiaries ... (90,306) (44,860) (154,227)
Loss/(gain) on equity SECUTTHES. ....c.eevveeeveeieeiieriianenn 641 (4,414) 2,242
Write-downs on venture capital and other investments ............ccoccoevevereennns 107 105 271
Loss/(gain) in fair value of Warrants ...........cccoceeeevevieneneeieseseeeeieseeseeinns 18 145 93)
Stock issued to directors as compensation . 800 749 649
Net change in Other @SSELS ......ccvvvieierieririeieere e (1,182) 125 915
Gain from ACQUISIEION .....eoveruiiiiitiriieiee ettt eeens — — (340)
Net change in other liabilities..............c........... (9,853) (832) (1,375)

Net cash provided by operating activities ..........ccoceeeevierierieseeieiesieeeeenen 129,085 230,153 119,927
Cash flows from Investment Activities
Increase in short-term iNVEStMENt ..........ccvevveriereeiierieneeeeere e — — (1)
Proceeds from liquidation of subsidiary... 2,399 — —
Proceeds from sale of equity SECUTItIES .......c.eecveeriieriieriieiieeieeie e 3,112 2,829 —
Venture capital and other inVeStmMents ...........coeceeveieerenieinenieneeseeeeiees 116 399 150

Net cash provided by investment activities ...........ccovvvrvevierienereeeeriennenne. 5,627 3,228 149
Cash flows from Financing Activities
Repayment of long-term debt...........ccoviiiiieiiniiiieeceeeeeeee e (7,644) (81,065) (21,633)
Cash divIdends ........cccooiiiiiiiiiniiiiiic e (98,688) (99,131) (83,428)
Proceeds from shares issued under the Dividend Reinvestment Plan .. 9,777 3,366 2,821
Proceeds from exercise of StOCK OPHONS ......covevverieierieiieieeeeeee e — — 838
Taxes paid related to net share settlement of RSUS ........ccocovivvrciiieneniennns (1,911) (2,311) (3,550)
Purchase of treasury stock (23,593) (36,301) (42,648)

Net cash used in financing aCtiVities ..........ccceverevereeriereniiereneneeeeeesee e (122,059) (215,442) (147,600)
Increase/(decrease) in cash and cash equivalents .........c..ccceceveneniiiiencnnne 12,653 17,939 (27,524)
Cash and cash equivalents, beginning of the year ............cccoeevvevieievieniennnnns 39,566 21,627 49,151
Cash and cash equivalents, end of the year ..........ccccceeeviiiievienenieieieeeens $ 52,219 $ 39,566 $ 21,627

20. Dividend Reinvestment Plan

The Company has a Dividend Reinvestment Plan which allows for participants’ reinvestment of cash dividends and certain optional
additional investments in the Bancorp’s common stock. Shares issued under the plan and the consideration received were 358,157 shares
for $9.8 million in 2020, 93,143 shares for $3.4 million in 2019, and 69,084 shares for $2.8 million in 2018.
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21. Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet minimum
capital requirements can result in certain mandatory and possibly additional discretionary actions by regulators that, if undertaken, could
have a direct material effect on the Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The Bank’s capital amounts and classification are also
subject to qualitative judgments by the regulators about components, risk weightings, and other factors.

The Federal Deposit Insurance Corporation has established five capital ratio categories: “well capitalized,” “adequately capitalized,”
“undercapitalized,” “significantly undercapitalized,” and “critically undercapitalized.” A well-capitalized institution must have a common
equity tier 1 capital ratio equal to or greater than 6.5%, a Tier 1 risk-based capital ratio equal to or greater than 8%, a total risk-based capital
ratio equal to or greater than 10%, and a Tier 1 leverage capital ratio equal to or greater than 5%. At December 31, 2020 and 2019, the
Bank qualified as well capitalized under the regulatory framework for prompt corrective action.

The Bancorp’s and the Bank’s capital and leverage ratios as of December 31, 2020, and December 31, 2019, are presented in the
tables below:

Minimum Capital Required to be Considered
Actual Required - Basel 111 Well Capitalized
Capital Capital Capital
Amount Ratio Amount Ratio Amount Ratio
December 31, 2020 (Dollars in thousands)
Common Equity Tier 1 to Risk-Weighted Assets
Cathay General Bancorp..........c.ccccceuuee. $ 2,016,448 1353  § 1,042,967 7.00 $ 968,470 6.50
Cathay Bank.......c.ccocooeecccnnnicccnnnee 2,059,056 13.83 1,041,911 7.00 967,489 6.50
Tier 1 Capital to Risk-Weighted Assets
Cathay General Bancorp...........ccccceeuee. 2,016,448 13.53 1,266,460 8.50 1,191,963 8.00
Cathay Bank.......c.ccocooecccinnnicccnnne 2,059,056 13.83 1,265,178 8.50 1,190,755 8.00
Total Capital to Risk-Weighted Assets
Cathay General Bancorp...........ccccccoe.... 2,304,366 15.47 1,564,451 10.50 1,489,953 10.00
Cathay Bank........cccccooviiivnniiccin 2,231,474 14.99 1,562,866 10.50 1,488,444 10.00
Leverage Ratio
Cathay General Bancorp.........ccoccceveuenne 2,016,448 10.94 737,382 4.00 921,727 5.00
Cathay Bank..........cccoovvviiiiiciin 2,059,056 11.19 736,317 4.00 920,396 5.00
Minimum Capital Required to be Considered
Actual Required - Basel 111 Well Capitalized
Capital Capital Capital
Amount Ratio Amount Ratio Amount Ratio
December 31, 2019 (Dollars in thousands)
Common Equity Tier 1 to Risk-Weighted Assets
Cathay General Bancorp...........ccccceeuee. $ 1,892,321 1251 § 1,059,259 7.00 $ 983,597 6.50
Cathay Bank........cccccoovicinnniiiinnns 1,959,832 12.97 1,057,880 7.00 982,318 6.50
Tier 1 Capital to Risk-Weighted Assets
Cathay General Bancorp........cccoceceveuennee 1,892,321 12.51 1,286,243 8.50 1,210,581 8.00
Cathay Bank SRRSO URRRRRPRRPROON 1,959,832 12.97 1,284,569 8.50 1,209,006 8.00
Total Capital to Risk-Weighted Assets
Cathay General Bancorp... . 2,134,900 14.11 1,588,888 10.50 1,513,227 10.00
Cathay Bank..........cocooeoecinnnicccnnns 2,086,911 13.81 1,586,821 10.50 1,511,258 10.00
Leverage Ratio
Cathay General Bancorp........cccocecevenennee 1,892,321 10.83 699,173 4.00 873,966 5.00
Cathay Bank..........cccooeoeiinnniicinnne 1,959,832 11.23 697,976 4.00 872,470 5.00
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22. Balance Sheet Offsetting

Certain financial instruments, including resell and repurchase agreements, securities lending arrangements and derivatives, may be
eligible for offset in the Consolidated Balance Sheets and/or subject to master netting arrangements or similar agreements. The Company’s
securities sold with agreements to repurchase and derivative transactions with upstream financial institution counter parties are generally
executed under International Swaps and Derivative Association master agreements which include “right of set-off” provisions. In such
cases, there is generally a legally enforceable right to offset recognized amounts and there may be an intention to settle such amounts on a
net basis. Nonetheless, the Company does not generally offset such financial instruments for financial reporting purposes.

Financial instruments that are eligible for offset in the Consolidated Balance Sheets, as of December 31, 2020, and December 31,
2019, are presented in the following tables:

Gross Amounts Not Offset in the
Balance Sheet

Gross
Amounts Net Amounts
Gross Offset inthe  Presented in
Amounts Balance the Balance Financial Collateral
Recognized Sheet Sheet Instruments Posted Net Amount
December 31, 2020 (In thousands)
Assets:
Derivatives ......ccooeveeeveeceeeieeeeeeeeene $ 3,409 $ — 3409 $ — % — % 3,409
Liabilities:
Derivatives ......cc.oeveeveecieecieeieeieee $ 28,258 $ (17,972) $ 10,286 $ — — 3 10,286
December 31, 2019
Assets:
Derivatives ......cooevvveeeeeeieeeeeeeeeeennnn $ 2,181 $ —  $ 2,181 $ — — 2,181
Liabilities:
Derivatives ......ccooeveeeveeeeeeeeceeeeeeene $ 14229 $ — 14229 § — % (14,229) $ —
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23. Quarterly Results of Operations (Unaudited)
The following table sets forth selected unaudited quarterly financial data:

Summary of Operations

2020 2019
Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(In thousands, except per share data)
Interest income ................. $ 167,596 $ 172,234 § 174,008 $ 186,736 $ 191,226 $ 197,831 $ 192,449 §$ 187,761
Interest expense 27,776 34,730 39,533 46,425 50,015 50,831 49,070 44,445
Net interest income .......... 139,820 137,504 134,475 140,311 141,211 147,000 143,379 143,316

(Reversal)/provision for

credit losses .......c........ (5,000) 12,500 25,000 25,000 (5,000) (2,000) — —
Net-interest income after

reversal for loan losses . 144,820 125,004 109,475 115,311 146,211 149,000 143,379 143,316

Non-interest income ......... 11,451 9,977 15,606 5,786 8,648 10,388 12,794 12,921
Non-interest expense ........ 75,046 75,997 67,268 65,154 71,192 65,580 69,546 70,970
Income before income tax

CXPENSE .vvenreveereieeneene 81,225 58,984 57,813 55,943 83,667 93,808 86,627 85,267
Income tax expense .......... 10,332 2,190 3,492 9,091 16,290 20,973 14,383 18,588
Net income ..........c..ccu....... $ 70,893 $§ 56,794 $§ 54321 § 46,852 § 67377 $ 72835 $§ 72244 § 66,679
Net income per common

share

BasiC....ccccooveeieeiien $ 089 § 0.71 $ 0.68 $ 0.59 $§ 0.85 § 091 §$ 090 $ 0.83

Diluted ....cooovvveiinnen $ 0.89 $ 071 $ 0.68 $ 0.59 §$ 0.84 § 091 § 090 $ 0.83
24. Subsequent Events

Dividend Declared

On February 18, 2021, the Company’s Board of Directors declared first quarter 2021 dividends for the Company’s common stock.
The common stock cash dividend of $0.31 per share will be paid on March 11, 2021 to stockholders of record on March 1, 2021.

The Company has evaluated the effect of events that have occurred subsequent to December 31, 2020, through the date of issuance of

the Consolidated Financial Statements, and there have been no material events that would require recognition in the Consolidated Financial
Statements or disclosure in the notes to the Consolidated Financial Statements.
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