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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 

The consolidated financial statements and the accompanying notes are the responsibility of the 

management of Coastal Community Credit Union (the Credit Union). 

These consolidated financial statements have been prepared in accordance with International 
Financial Reporting Standards and include, where appropriate, estimates based on the best judgment 

of management. 

As part of its responsibilities, the Credit Union maintains systems of internal accounting and 
administrative controls of high quality, consistent with reasonable cost. Such systems are designed to 

provide reasonable assurance that the financial information is relevant, reliable and accurate, and 
that the Credit Union's assets are appropriately accounted for and adequately safeguarded. 

The Board of the Credit Union carries out its responsibilities with regard to the consolidated financial 

statements mainly through its Audit and Risk Committee (the Committee). The Committee reviews 
the annual consolidated financial statements and recommends them to the Board for approval. The 
Committee meets periodically with management, internal auditors and the external auditors. 

Following these meetings, the Committee meets privately with the auditors to ensure free and open 
discussion of any subject the Committee or the auditors wish to pursue. The Committee also 
recommends the engagement or reappointment of the external auditors, reviews the scope of the 

audit and approves the fees of the external auditors for audit and non-audit services. 

These consolidated financial statements, audited by KPMG LLP, have been approved by the Board, 
on the recommendation of the Audit and Risk Committee. 

Adrian Legin 
President and Chief Executive Officer 

Barbara Coe, CPA, CGA 
Chief Financial and Risk Officer 

March 15, 2017 
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INDEPENDENT AUDITORS’ REPORT 

To the Members of Coastal Community Credit Union 

We have audited the accompanying consolidated financial statements of Coastal 
Community Credit Union, which comprise the consolidated statement of financial 
position as at December 31, 2016, the consolidated statements of comprehensive 

income, changes in members’ equity and cash flows for the year then ended, and 
notes, comprising a summary of significant accounting policies and other explanatory 

information. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these 

consolidated financial statements in accordance with International Financial Reporting 
Standards, and for such internal control as management determines is necessary to 
enable the preparation of consolidated financial statements that are free from material 

misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements 

based on our audit. We conducted our audit in accordance with Canadian generally 
accepted auditing standards. Those standards require that we comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance about 

whether the consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the consolidated financial statements. The procedures selected 

depend on our judgment, including the assessment of the risks of material misstatement 
of the consolidated financial statements, whether due to fraud or error. In making those 
risk assessments, we consider internal control relevant to the entity’s preparation and 

fair presentation of the consolidated financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. An audit also 

includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating 
the overall presentation of the consolidated financial statements. 

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

In our opinion, the consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of Coastal Community Credit Union as at 
December 31, 2016, and its consolidated financial performance and its consolidated 

cash flows for the year then ended in accordance with International Financial Reporting 
Standards. 

Chartered Professional Accountants 

March 15, 2017 
Vancouver, Canada 
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COASTAL COMMUNITY CREDIT UNION 
Consolidated Statement of Financial Position 
(Expressed in thousands of dollars) 

December 31, 2016, with comparative information for 2015 

Notes 2016 2015 

Assets 

Cash and cash equivalents  $ 31,991 $ 36,902 

Investments 6 162,531 146,685

Loans to members 7 1,924,546 1,717,869 

Premises and equipment 9 15,735 17,116 

Intangible assets 9 10,146 11,606 

Income taxes receivable - 103 

Deferred income tax asset 15 746 174 

Other assets 10 7,522 6,736 

$ 2,153,217 $ 1,937,191 

Liabilities and Members’ Equity 

Member deposits 11 $ 1,963,982 $ 1,804,990 

Borrowings 12 47,905 -

Derivative financial instruments 13 1,065 3,333 

Other liabilities 14 15,386 13,540

Income taxes payable 15 800 - 

Members’ shares 17 4,405 4,669 

2,033,543 1,826,532 

Members’ equity: 
Retained earnings 120,762 113,121 
Accumulated other comprehensive loss (1,088) (2,462) 

119,674 110,659 

$ 2,153,217 $ 1,937,191 

Commitments  23 

The accompanying notes form an integral part of these consolidated financial statements. 

Approved on behalf of the Board: 

Susanne Jakobsen Lynne Fraser 
Chair, Board of Directors Chair, Audit and Risk Committee 
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COASTAL COMMUNITY CREDIT UNION 
Consolidated Statement of Comprehensive Income 
(Expressed in thousands of dollars) 

Year ended December 31, 2016, with comparative information for 2015 

Notes 2016 2015 

Interest income: 
Interest on loans to members $ 63,379 $ 62,171 
Other 2,425 1,788

65,804 63,959 

Interest expense: 
Interest on member deposits 15,554 16,527 
Other 1,482 1,535

17,036 18,062 

Net interest income 48,768 45,897 

Loan impairment expense 8 1,124 1,461 
Other income 18 30,298 29,351 

77,942 73,787

Operating expenses: 
Chequing, electronic and other services 4,430 3,963 
Data processing 4,093 3,850 
Depreciation and amortization 3,755 4,247 
Employee salaries and benefits 41,239 38,721 
Occupancy 4,674 4,545
Other operating and administrative 10,292 10,036 

68,483 65,362 

Income before income taxes 9,459 8,425 

Provision for (recovery of) income taxes 15 
Current income tax 2,390 2,190 
Deferred income tax (572) (721)

1,818 1,469 

Net income for the year 7,641 6,956 

Other comprehensive income (loss), net of tax: 
Items that were or may be reclassified to net income: 

Change in unrealized losses on available  
for sale investments - (4) 

Change in unrealized gains (losses) on cash 
flow hedges 1,645 (2,080) 

Reclassification of unrealized (gains) losses on 
cash flow hedges (271) 13 

1,374 (2,071) 

Total comprehensive income $ 9,015 $ 4,885 

The accompanying notes form an integral part of these consolidated financial statements. 
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COASTAL COMMUNITY CREDIT UNION 
Consolidated Statement of Changes in Members’ Equity 
(Expressed in thousands of dollars) 
 
Year ended December 31, 2016, with comparative information for 2015 
 

     Total 
     accumulated 
   Available  other 
   for sale Cash flow comprehensive Retained 
   investments hedges income (loss) earnings Total 

 
Balance, December 31, 2014 $ 4 $ (395) $ (391) $ 106,165 $ 105,774 
 
Net income   -  -  - 6,956 6,956 
 
Other comprehensive loss   (4)  (2,067)  (2,071) - (2,071) 
 
Balance, December 31, 2015  -  (2,462)  (2,462)  113,121  110,659 
 
Net income  - - - 7,641 7,641 
 
Other comprehensive income  - 1,374  1,374  - 1,374 
 
Balance, December 31, 2016 $ - $ (1,088) $ (1,088) $ 120,762 $ 119,674 

 
The accompanying notes form an integral part of these consolidated financial statements. 
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COASTAL COMMUNITY CREDIT UNION 
Consolidated Statement of Cash Flows 
(Expressed in thousands of dollars) 
 
Year ended December 31, 2016, with comparative information for 2015 
 

   2016 2015 

 
Cash provided by (used in): 
 
Operating activities: 

Receipts: 
Interest on loans to members $ 63,456 $ 62,729 
Fees and commissions 30,001 28,897 
Other interest income 2,487 1,918 
Dividends 341 490 
Other non-interest income 332 461 
  96,617 94,495 

Disbursements: 
Interest paid to members (16,696) (18,450) 
Distributions to members (66) (61) 
Operating expenses (63,982) (60,847) 
Income taxes (2,381) (1,541) 
  (83,125) (80,899) 

Net increase in loans to members (207,878) (78,933) 
Net increase in member deposits 158,657 113,745  
Cash (used in) provided by operating activities (35,729) 48,408 

 
Investing activities: 

Net increase in investments (15,904) (7,516) 
Net increase in premises and equipment (839) (2,304) 
Net increase in intangible assets (75) (246) 
Cash used in investing activities (16,818) (10,066) 

 
Financing activities: 

Net decrease in members’ shares (264) (261) 
Net increase (decrease) in borrowings 47,900 (13,000) 
Cash provided by (used in) financing activities 47,636 (13,261) 

 
Increase (decrease) in cash and cash equivalents (4,911) 25,081 
 
Cash and cash equivalents, beginning of year 36,902 11,821 
 
Cash and cash equivalents, end of year $ 31,991 $ 36,902 
 
The accompanying notes form an integral part of these consolidated financial statements. 
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(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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1. Reporting entity: 

Coastal Community Credit Union (the “Credit Union”) is incorporated under the Credit Union 

Incorporation Act (British Columbia). The operation of the Credit Union is subject to the Financial 

Institutions Act (British Columbia). The Credit Union is located in Canada and its registered office 

is 59 Wharf Street, Nanaimo, British Columbia. The Credit Union predominately serves members 

on Vancouver Island, British Columbia and the Gulf Islands, British Columbia. 

These consolidated financial statements have been authorized for issue by the Board of Directors 

on March 15, 2017. 
 

2. Basis of presentation: 

(a) Statement of compliance:  

These consolidated financial statements have been prepared in accordance with International 

Financial Reporting Standards (IFRS) as issued by the International Accounting Standards 

Board (IASB). 

(b) Basis of measurement: 

These consolidated financial statements were prepared on the historical cost basis, except 

for available for sale (AFS) financial assets and derivative financial instruments, which are 

measured at fair value. 

(c) Functional and presentation currency: 

The Credit Union's functional and presentation currency is the Canadian dollar. Financial 

information is presented in thousands of dollars. 

(d) Use of estimates and judgments: 

The preparation of the consolidated financial statements in compliance with IFRS requires 

management to make certain critical accounting estimates. It also requires management to 

exercise judgment in applying the Credit Union’s accounting policies. The areas involving a 

higher degree of judgment or complexity, or areas where assumptions and estimates are 

significant to the consolidated financial statements are disclosed in note 5. 
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Notes to Consolidated Financial Statements 
(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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3. Basis of consolidation: 

The consolidated financial statements include the assets and liabilities and results of operations 

of the Credit Union and its wholly owned subsidiaries after the elimination of inter-company 

transactions and balances. The Credit Union is a financial institution comprising the following 

wholly owned subsidiaries: Coastal Community Insurance Services (2007) Ltd. (CCIS) and its 

subsidiary Van Isle Insurance Services Ltd.; and Coastal Community Financial Management Inc. 

(CCFMI). The consolidated results of the Credit Union include the following integrated business 

lines: 

─ CCCU: Full service retail and commercial lending and deposit products; 

─ CCIS: Full service general insurance including home, business, auto, RV and travel 
insurance; and 

─ CCFMI: Financial planning advice, products and services, and life insurance. 
 

4. Significant accounting policies: 

(a) Cash and cash equivalents: 

Cash and cash equivalents includes cash on hand and cash held with Central 1 Credit Union 

(Central 1). Cash and cash equivalents are classified as loans and receivables and are 

carried at amortized cost, which is equivalent to fair value. 

(b) Investments: 

(i) Central 1 deposits: 

These deposit instruments are classified as loans and receivables and are initially 

measured at fair value plus transaction costs that are directly attributable to their 

acquisition. Subsequently, they are carried at amortized cost, which approximates fair 

value. 

(ii) Equity instruments: 

These instruments are classified as AFS and are initially recognized at fair value plus 

transaction costs that are directly attributable to their acquisition. Subsequently, they are 

carried at fair value, unless they do not have a quoted market price in an active market 

and fair value is not reliably determinable in which case they are carried at cost. 

Changes in fair value, except for those arising from interest calculated using the effective 

interest rate, are recognized as a separate component of other comprehensive income 

(OCI). 
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(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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4. Significant accounting policies (continued): 

(b) Investments (continued): 

(ii) Equity instruments (continued): 

Where there is a significant or prolonged decline in the fair value of an equity instrument 

(which constitutes objective evidence of impairment), the full amount of the impairment, 

including any amount previously recognized in other comprehensive income, is 

recognized in net income. 

Purchases and sales of equity instruments are recognized on settlement date with any 

change in fair value between trade date and settlement date being recognized in 

accumulated other comprehensive income. 

On sale, the amount held in accumulated other comprehensive income associated with 

that instrument is removed from equity and recognized in net income. 

(iii) Other investments: 

Other investments classified as AFS are measured at fair value as at the consolidated 

statement of financial position date. Purchased mortgage package investments are 

classified as loans and receivables and are calculated using the effective interest rate 

method.  

Realized gains and losses on investments are recorded in the consolidated statement of 

income. Changes in the fair values of AFS investments are recorded in other 

comprehensive income. Loans and receivables and held-to-maturity investments are 

measured and recorded at amortized cost. 

(c) Loans to members: 

All member loans are non-derivative financial assets with fixed or determinable payments that 

are not quoted in an active market and have been classified as loans and receivables. 

Member loans are initially measured at fair value, net of loan origination fees and inclusive of 

transaction costs incurred. Member loans are subsequently measured at amortized cost, 

using the effective interest rate method, less any impairment losses. 

Loans to members are reported at their recoverable amount representing the aggregate 

amount of principal, less any provision for impaired loans plus accrued interest. Interest is 

accounted for on the accrual basis for all loans. 

If there is objective evidence that an impairment loss on member loans carried at amortized 

cost has been incurred, the amount of the loss is measured as the difference between the 

loan's carrying amount and the present value of expected cash flows discounted at the loan’s 

original effective interest rate; short-term balances are not discounted. 



COASTAL COMMUNITY CREDIT UNION 
Notes to Consolidated Financial Statements 
(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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4. Significant accounting policies (continued): 

(c) Loans to members (continued): 

The Credit Union first assesses whether objective evidence of impairment exists individually 

for financial assets that are individually significant. 

For loans, the amount of the loss is measured as the difference between the asset’s carrying 

amount and the present value of estimated future cash flows (excluding future credit losses 

that have not been incurred) discounted at the asset’s original effective interest rate. 

The calculation of the present value of the estimated future cash flows of a loan reflects the 

cash flows that may result from repossession or foreclosure, less costs for obtaining and 

selling the collateral, whether or not repossession or foreclosure is probable. 

If it is determined that no objective evidence of impairment exists for an individually assessed 

financial asset, whether significant or not, the asset is included in a group of financial assets 

with similar credit risk characteristics and that group of financial assets is collectively 

assessed for impairment. Assets that are individually assessed for impairment and for which 

an impairment loss is or continues to be recognized are not included in a collective 

assessment of impairment. 

For the purposes of a collective evaluation of impairment, loans are analyzed in five asset 

groups - personal loans, personal lines of credit, residential mortgages, commercial loans 

and commercial lines of credit. The expected future cash outflows for each asset group with 

similar credit risk characteristics are estimated based on historical default and loss 

experience. 

The methodology and assumptions used by the Credit Union for estimating future cash flows 

are reviewed regularly to reduce any differences between loss estimates and actual loss 

experience.  

For impaired loans, the carrying amount of the assets is reduced through the use of an 

allowance account and the amount of the estimated loss is recognized in net income. When 

such an asset is uncollectible, it is written off against the related allowance. 

The expected future cash outflows for a group of financial assets with similar credit risk 

characteristics are estimated based on historical default and loss experience. 

If, in a subsequent period, the amount of the impairment loss decreases and the decrease 

can be related objectively to an event occurring after the impairment was recognized, the 

previously recognized impairment loss is reversed. Any subsequent reversal of an 

impairment loss is recognized in net income. 



COASTAL COMMUNITY CREDIT UNION 
Notes to Consolidated Financial Statements 
(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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4. Significant accounting policies (continued): 

(c) Loans to members (continued): 

(i) Loan fees: 

Loan origination fees, including renewal and renegotiation fees, are considered to be 

adjustments to loan yield and are deferred and amortized to loan interest income over the 

term of the loans using the effective interest method. Commitment fees are recorded over 

the expected term of the loan, unless the loan commitment will not be used. Loan 

discharge and administration fees are recorded directly to fee and commission income 

when the loan transaction is complete. Loan syndication fees are included in fee and 

commission income when the syndication is completed and the Credit Union has retained 

no part of the syndication for itself or if part has been retained, it bears the same effective 

interest as other participants. 

(ii) Loans written off: 

Loans are written off from time to time as determined by management and approved by 

the Investment & Lending Committee of the Board of Directors when it is reasonable to 

expect that the recovery of the debt is unlikely. Loans are written off against the 

provisions for impairment, if a provision for impairment had previously been recognized. If 

no provision had been recognized, the write offs are recognized as expenses in net 

income. 

(d) Premises and equipment: 

Premises and equipment are recorded at cost less accumulated depreciation and any 

accumulated impairment losses. Land is carried at cost less any accumulated impairment 

losses. Depreciation is recognized in net income and is calculated using the straight-line 

method over the estimated useful lives of the assets as follows: 
 

Asset  Useful lives 
 
Buildings  25 years 
Leasehold improvements Lesser of 10 years and term of lease 
Furniture and equipment 5 to 10 years 
Computer equipment 2 years 
 

 

Depreciation methods, useful lives and residual values are reviewed annually and adjusted if 

necessary. 
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Year ended December 31, 2016 
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4. Significant accounting policies (continued): 

(e) Intangible assets: 

Intangible assets include computer software which is not integral to the computer hardware 

owned by the Credit Union. Software is initially recorded at cost and subsequently measured 

at cost less accumulated amortization and any accumulated impairment losses. Software is 

amortized on a straight-line basis over the estimated useful lives as follows: 
 

Asset  Useful lives 
 
Banking system 5 to 10 years 
Computer software 2 years 
 

 

Amortization methods, useful lives and residual values are reviewed annually and adjusted if 

necessary. 

Goodwill is the excess of the purchase price paid for an acquisition over the fair value of the 

net assets acquired, excluding identifiable intangible assets which are recognized separately. 

Goodwill is not amortized, but is subject to a fair value impairment test at least annually. 

Other intangible assets, such as customer lists, are amortized using a straight-line basis over 

their useful lives, not exceeding ten years. The amortization of intangible assets is recorded 

in operating expenses. 

(f) Derecognition of financial assets and liabilities: 

Financial assets are derecognized only when the contractual rights to receive cash flows from 

the assets have expired or transferred and either all of the risks and rewards of ownership 

have been substantially transferred, or the risks and rewards of ownership have not been 

retained nor substantially transferred but control has not been retained. Financial liabilities 

are derecognized when they are extinguished, that is, when the obligation is discharged, is 

cancelled or expires. 

(g) Impairment of non-financial assets: 

Non-financial assets are subject to impairment tests whenever events or changes in 

circumstances indicate that their carrying amount may not be recoverable. Where the 

carrying value of an asset exceeds its recoverable amount, which is the higher of value in use 

and fair value less costs to sell, the asset is written down accordingly. 

Impairment charges are included in net income. 



COASTAL COMMUNITY CREDIT UNION 
Notes to Consolidated Financial Statements 
(Expressed in thousands of dollars, unless otherwise indicated) 
 
Year ended December 31, 2016 
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4. Significant accounting policies (continued): 

(h) Income taxes: 

Income tax expense comprises current and deferred tax. Current tax and deferred tax are 

recognized in net income except to the extent that it relates to a business combination, or 

items recognized directly in equity or in other comprehensive income. 

Current income taxes are recognized for the estimated income taxes payable or receivable 

on taxable income or loss for the current year and any adjustment to income taxes payable in 

respect of previous years. Current income taxes are measured as the amount expected to be 

recovered from or paid to the taxation authorities. This amount is determined using tax rates 

and tax laws that have been enacted or substantively enacted by the year-end date. 

Deferred tax assets and liabilities are recognized when the carrying amount of an asset or 

liability differs from its tax base, except for taxable temporary differences arising on the initial 

recognition of goodwill, and temporary differences arising on the initial recognition of an asset 

or liability in a transaction that is not a business combination, and at the time of the 

transaction affects neither accounting nor taxable profit or loss. 

Recognition of deferred tax assets for unused tax losses, tax credits and deductible 

temporary differences is restricted to those instances where it is probable that future taxable 

profit will be available, which allows the deferred tax asset to be utilized. Deferred tax assets 

are reviewed at each reporting date and are reduced to the extent that it is no longer 

probable that the related tax benefit will be realized. 

The amount of the deferred tax asset or liability is measured as the amount expected to be 

recovered from or paid to the taxation authorities. This amount is determined using tax rates 

and tax laws that have been enacted or substantively enacted by the year-end date and are 

expected to apply when the liabilities (assets) are settled (recovered). 

(i) Member deposits: 

All member deposits are initially measured at fair value, net of any transaction costs directly 

attributable to the issuance of the instrument. Member deposits are classified as other 

financial liabilities. Member deposits are subsequently measured at amortized cost, using the 

effective interest rate method. 

(j) Derivative financial instruments and hedging: 

The Credit Union, in accordance with its risk management strategies, enters into derivative 

financial instruments to protect itself against the risk of fluctuations in interest rates. 

The Credit Union manages interest rate risk through interest rate swaps. These derivatives 

are carried at fair value and are reported as assets when they have a positive fair value, and 

as liabilities when they have a negative fair value, in both cases shown on the consolidated 

statement of financial position. 
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4. Significant accounting policies (continued): 

(j) Derivative financial instruments and hedging (continued): 

Hedge accounting is applied to financial assets and financial liabilities only when all of the 

following criteria are met: 

─ At the inception of the hedge there is formal designation and documentation of the 

hedging relationship and the Credit Union's risk management objective and strategy for 

undertaking the hedge; 

─ For cash flow hedges, the hedged item in a forecasted transaction is highly probable and 

presents an exposure to variations in cash flows that could ultimately affect profit or loss; 

─ The effectiveness of the hedge can be reliably measured; and 

─ The hedge is expected to be highly effective at inception and remains highly effective on 

each date it is tested. The Credit Union has chosen to test the effectiveness of its hedges 

on a quarterly basis. 

The swap contracts can be designated as fair value hedge instruments or cash flow hedge 

instruments. The Credit Union has not entered into any fair value hedges at this time. 

Cash flow hedges modify exposure to variability in cash flows for variable rate interest 

bearing instruments or the forecasted issuance of fixed rate liabilities. The Credit Union’s 

cash flow hedges are primarily hedges of variable rate deposits. 

For cash flow hedges that meet the hedging documentation criteria, gains and losses 

resulting from changes in the fair value of the effective portion of the derivative instrument are 

recorded in other comprehensive income until the hedged item is recognized in net income, 

at which time such change is recognized as interest income. The ineffective portion is 

recognized immediately in net income. 

If the Credit Union closes out its hedge position early, the cumulative unrealized gain or loss 

recognized in other comprehensive income is reclassified to net income using the effective 

interest method. 

(k) Pension plans: 

The Credit Union participates in a multi-employer defined benefit pension plan; however, 

sufficient information is not available to use defined benefit accounting, as assets and 

liabilities are pooled and not tracked separately by employer group. Therefore, the Credit 

Union accounts for the plan as if it were a defined contribution plan, recognizing contributions 

as an expense on an accrual basis. The Credit Union also participates in a defined 

contribution plan as described in note 16. 
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4. Significant accounting policies (continued): 

(l) Accounts payable and other payables: 

Liabilities for trade creditors and other payables are classified as other financial liabilities and 

initially measured at fair value net of any transaction costs directly attributable to the issuance 

of the instrument and subsequently carried at amortized cost using the effective interest rate 

method. 

(m) Provisions: 

Provisions are recognized for liabilities of uncertain timing or amount that have arisen as a 

result of past transactions, including legal or constructive obligations. The provision is 

measured as the best estimate of the expenditure required to settle the obligation at the 

reporting date. 

(n) Members' shares: 

Members’ shares are classified as liabilities according to their terms. Members’ shares are 

redeemable at the option of the member, either on demand or on withdrawal from 

membership. 

(o) Revenue recognition: 

Interest income and expense for interest-bearing financial instruments is recognized within 

interest income and interest expense in the consolidated statement of comprehensive income 

using the effective interest method. The effective interest method calculates the rate that 

exactly discounts the estimated future cash payments and receipts through the expected life 

of the financial asset or liability (or, where appropriate, a shorter period) to the carrying 

amount of the financial asset or liability.  

Revenue from commissions and the provision of services to members is recognized when 

earned, specifically when amounts are fixed or can be determined and the ability to collect is 

reasonably assured. 

Other interest revenue is recorded using the effective interest rate method. Dividends on 

equity instruments are recognized when the Credit Union’s right to receive payment is 

established. 
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4. Significant accounting policies (continued): 

(p) Leased assets: 

Where substantially all of the risks and rewards incidental to ownership of a leased asset 

have been transferred to the Credit Union (a finance lease), the asset is treated as if it had 

been purchased outright. The amount initially recognized as an asset is the lower of the fair 

value of the leased property and the present value of the minimum lease payments payable 

over the term of the lease. The corresponding lease commitment is shown as a liability. 

Lease payments are divided between capital and interest. The interest element is charged to 

the consolidated statement of comprehensive income over the period of the lease and is 

calculated so that it represents a constant proportion of the lease liability. The capital element 

reduces the balance owed to the lessor. 

Where substantially all of the risks and rewards incidental to ownership are not transferred to 

the Credit Union (an operating lease), the total rentals payable under the lease are charged 

to the consolidated statement of comprehensive income on a straight-line basis over the 

lease term. The aggregate benefit of lease incentives is recognized as a reduction of the 

rental expense over the lease term on a straight-line basis. 

(q) Foreign currency translation: 

At the transaction date, each asset, liability, revenue and expense denominated in a foreign 

currency is translated into Canadian dollars by the use of the exchange rate in effect at that 

date. At the year-end date, unsettled monetary assets and liabilities are translated into 

Canadian dollars by using the exchange rate in effect at the year-end date and the related 

translation differences are recognized in net income. 

(r) Standards, amendments and interpretations not yet effective: 

The following new standards, amendments and interpretations, which have not been applied 

in these consolidated financial statements, that will or may have an effect on the Credit 

Union’s future financial statements, are: 

IFRS 9 – Financial Instruments: 

In July 2014, the IASB issued the final version of IFRS 9 which brings together the 

classification and measurement, impairment and hedge accounting phases of the IASB’s 

project to replace IAS 39 Financial Instruments: Recognition and Measurement (‘IAS 39’).  

The main changes associated with the replacement of IAS 39 with IFRS 9 are summarized 

below. 

IAS 39 was rule-based and contained many different classification categories and associated 

impairment models. IFRS 9 is principle-based and built on a logical, single classification and 

measurement approach for financial assets that reflects the business model in which they are 

managed and their cash flow characteristics. IFRS 9 also includes a new hedge accounting 

model that links the economics of risk management with its accounting treatment.  
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4. Significant accounting policies (continued): 

(r) Standards, amendments and interpretations not yet effective (continued): 

IFRS 9 – Financial Instruments (continued): 

Under IFRS 9, all financial assets that are currently in the scope of IAS 39 will be classified 

as one of the following: 

─ amortized cost; 

─ fair value through profit or loss; or 

─ fair value through other comprehensive income. 

The available-for-sale, held-to-maturity and loans and receivables categories will no longer 

exist. Financial assets are to be measured at amortized cost if the contractual cash flows of 

the instrument are solely payments of principal and interest on the principal outstanding and 

the entity demonstrates the intention of holding the financial assets for the collection of the 

contractual cash flows. Financial assets classified and measured at fair value through other 

comprehensive income are held in a business model whose objective is achieved by both 

collecting contractual cash flows and selling financial assets. Any financial assets that are not 

held in one of the two business models mentioned above are measured at fair value through 

profit or loss. As such, fair value through profit or loss represents a ‘residual’ category and 

financial assets that are held for trading and those managed on a fair value basis are also 

included in this category.  

IFRS 9 replaces the 'incurred loss' model in IAS 39 with an 'expected credit loss' model for 

calculating impairment on financial assets. A loss event will no longer need to occur before 

an impairment allowance is recognized. This will accelerate the recognition of impairment 

losses. 

IFRS 9 has a mandatory effective date for annual periods beginning on or after January 1, 

2018 and it is expected that IFRS 9 will have a significant impact on Credit Union’s 

consolidated financial statements. The Credit Union is in the process of assessing the impact 

of IFRS 9. 

IFRS 15 - Revenue from Contracts with Customers: 

IFRS 15 introduces a new revenue recognition model for contracts with customers. It 

contains a single model that applies to contracts with customers and two approaches to 

recognizing revenue. Revenue may either be recognized over time, in a manner that best 

reflects the entity’s performance, or at a point in time, when control of the good or services is 

transferred to the customer.  
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4. Significant accounting policies (continued): 

(r) Standards, amendments and interpretations not yet effective (continued): 

The standard guidance applies to contracts that include variable elements such as 

performance bonuses, penalties or structuring fees. It also provides guidance on the 

capitalization of costs distinguishing between costs associated with obtaining a contract and 

the costs associated with fulfilling a contract. The standard requires revenue from a contract 

be allocated to each distinct good or service provided in terms of the contract. 

The standard is effective for annual periods beginning on or after January 1, 2018 with early 

adoption permitted. The standard may be adopted retrospectively, or as of the application 

date by adjusting retained earnings at that date and disclosing the effect of adoption on each 

line of profit or loss. The Credit Union is in the process of assessing the impact of IFRS 15. 

IFRS 16: Leases: 

IFRS 16: Leases (IFRS 16) was issued in January 2016 and sets out a new model for lease 

accounting, replacing IAS 17. IFRS 16 will be effective for accounting periods beginning on or 

after January 1, 2019. The Credit Union is in the process of assessing the impact of IFRS 16. 
 

5. Critical accounting estimates and judgments: 

The Credit Union makes estimates and assumptions about the future that affect the reported 

amounts of assets and liabilities. Estimates and judgments are continually evaluated based on 

historical experience and other factors, including expectations of future events that are believed 

to be reasonable under the circumstances. In the future, actual experience may differ from these 

estimates and assumptions. 

(a) Judgments: 

(i) Provision for impaired loans: 

In determining whether an impairment loss should be recorded in the consolidated 

statement of comprehensive income, the Credit Union judges whether objective evidence 

of impairment exists individually for financial assets that are individually significant. 

Where this does not exist, the Credit Union uses its judgment to group member loans 

with similar credit risk characteristics to allow a collective assessment of the group to 

determine any impairment loss. 
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5. Critical accounting estimates and judgments (continued): 

(b) Estimates: 

The effect of a change in an accounting estimate is recognized prospectively by including it in 

comprehensive income in the period of the change, if the change affects that period only; or 

in the period of the change and future periods, if the change affects both. The estimates and 

assumptions that have a significant risk of causing material adjustment to the carrying 

amounts of assets and liabilities within the next financial year are discussed below. 

(i) Provision for impaired loans: 

In determining the collective loan loss provision, management uses estimates based on 

historical default and loss experience for assets with similar credit risk characteristics and 

objective evidence of impairment. Further details on the estimates used to determine the 

collective provision for impaired loans are provided in notes 7 and 8. 

(ii) Fair value of financial instruments: 

The Credit Union determines the fair value of certain financial instruments using valuation 

techniques. Those techniques are significantly affected by the assumptions used, 

including discount rates and estimates of future cash flows. In that regard, the derived fair 

value estimates cannot always be substantiated by comparison with independent 

markets and, in many cases, may not be capable of being realized immediately. 

The methods and assumptions applied, and the valuation techniques used, in 

determining the fair value of financial instruments are disclosed in notes 6, 13 and 20. 
 

6. Investments: 
 
  2016 2015 

 
Term deposits with Central 1 $ 150,904 $ 135,633 
Equity instruments, classified as AFS: 

Central 1 shares 7,616 6,971 
Other 920 919 

Other investments: 
Mortgage package, classified as loans and receivables 131 140 
Subordinated debenture, classified as HTM 2,000 2,000 

Accrued interest and dividends 960 1,022 
 
  $ 162,531 $ 146,685 

 

Credit Unions in British Columbia must maintain liquid investments with Central 1 at a minimum of 

8% of their deposit and debt liabilities less cash on hand. At maturity, deposits with Central 1 are 

reinvested at market rates for various terms. See note 21 for the average yield on the accounts. 
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6. Investments (continued): 

The shares in Central 1 are required as a condition of membership and are redeemable upon 

withdrawal of membership or at the discretion of the Central 1 Board of Directors. In addition, the 

member credit unions are subject to additional capital calls at the discretion of the Central 1 

Board of Directors. 

Class A Central 1 shares are subject to an annual rebalancing mechanism and are issued and 

redeemable at par value. There is no separately quoted market value for these shares; however, 

fair value is determined to be equivalent to the par value due to the fact that transactions occur at 

par value on a regular and recurring basis. 

The Credit Union is not intending to dispose of any Central 1 shares as the services supplied by 

Central 1 are relevant to the day to day activities of the Credit Union. Dividends on these shares 

are at the discretion of the Central 1 Board of Directors. 

Other equity instruments are recorded at cost. There is no separately quoted market value for 

these shares. The fair value cannot be measured reliably as the timing of redemption of these 

shares cannot be determined; therefore, the range of reasonable fair value estimates is 

significant and the probabilities of the various estimates cannot be reasonably assessed. 

The subordinated debenture is a ten-year fixed rate commitment maturing on November 15, 

2022.  
 

7. Loans to members: 
 

  2016 2015 

 
Residential mortgages $ 1,406,510 $ 1,227,883 
Personal loans 109,958 123,113 
Commercial loans 408,750 366,718 

  1,925,218 1,717,714 
 
Accrued interest receivable 3,339 3,416 
Provision for impaired loans (note 8) (4,011) (3,261) 
 
Loans to members $ 1,924,546 $ 1,717,869 

 

(a) Terms and conditions: 

Member loans can have either a variable or fixed rate of interest with a maximum term of ten 

years. 

Variable rate loans are based on a “prime rate” formula. The rate is determined by the type of 

security offered and the member's credit worthiness. 
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7. Loans to members (continued): 

(a) Terms and conditions (continued): 

The interest rate offered on fixed rate loans varies with the type of security offered and the 

member’s credit worthiness. 

Residential mortgages are loans and lines of credit secured by residential property and are 

generally repayable monthly with either blended payments of principal and interest or interest 

only. 

Personal loans consist of term loans and lines of credit that are not real estate secured and, 

as such, have various repayment terms. Some of the personal loans are secured by wage 

assignments and personal property or investments, and others are secured by wage 

assignments only. 

Commercial loans consist of term loans, operating lines of credit and mortgages to 

individuals, partnerships and corporations, and have various repayment terms. They are 

secured by various types of collateral, including mortgages on real property, general security 

agreements, and charges on specific equipment, investments, and personal guarantees. 

(b) Average yields to maturity: 

See note 21 for the average yields on loans to members. 

(c) Credit quality of loans: 

A breakdown of the carrying value and estimated fair value of security held on a portfolio 

basis is as follows: 
 
  Carrying Security 
2016 value held 
 
Unsecured loans $ 42,669 $ - 
Loans secured by cash, deposits, government 5,999 5,999 
Mortgages insured by government 575,393 782,980 
Loans secured by real estate and other 1,301,157 2,701,442 
 
  $ 1,925,218 $ 3,490,421 

 
 
  Carrying Security 
2015 value held 
 
Unsecured loans $ 43,667 $ - 
Loans secured by cash, deposits, government 6,459 6,459 
Mortgages insured by government 484,781 484,781 
Loans secured by real estate and other 1,182,807 2,209,242 
 
  $ 1,717,714 $ 2,700,482 
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7. Loans to members (continued): 

(d) Fair value: 

See note 20 for the fair value of loans to members. 

The estimated fair value of variable rate loans approximates book value as the interest rates 

on these loans re-price to market on a periodic basis. The estimated fair value of fixed rate 

loans is determined by discounting the expected future cash flows at current market rates for 

products with similar terms and credit risks. Level 2 inputs are used to measure the fair value. 

(e) Concentration of risk: 

There are no individual members or related groups of members with loans exceeding 10% of 

members’ equity. 

The majority of member loans are with members located on Vancouver Island, British 

Columbia and the Gulf Islands, British Columbia. 
 

8. Provision for impaired loans: 

The total provision for impaired loans is comprised of: 
 
  2016 2015 

 
Collective provision $ 3,210 $ 2,758 
Individual specific provision 801 503 
 
  $ 4,011 $ 3,261 

 

Movement in individual specific provision and collective provision for impairment: 
 

  Residential 
  mortgages Personal Commercial Total 

 
Balance, December 31, 2015 $ 752 $ 907 $ 1,602 $ 3,261 
Recoveries of loans previously 

written off - (121) - (121) 
Provision charged 

to net income 141 251 853 1,245 
Loans written off (40) (320) (14) (374) 
 
Balance, December 31, 2016 $ 853 $ 717 $ 2,441 $ 4,011 
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8. Provision for impaired loans (continued): 
 
  Residential 
  mortgages Personal Commercial Total 

 
Balance, December 31, 2014 $ 358 $ 633 $ 2,683 $ 3,674 
Recoveries of loans previously 

written off - (164) (2) (166) 
Provision charged (recoveries) 

to net income 697 935 (5) 1,627 
Loans written off (303) (497) (1,074) (1,874) 
 
Balance, December 31, 2015 $ 752 $ 907 $ 1,602 $ 3,261 

 

Analysis of loans that are individually impaired or potentially impaired based on age of 

repayments outstanding: 
 

  2016 2015 

   Individual  Individual 
  Carrying specific Carrying specific 
  value provision value provision 

 
Period of delinquency: 

Less than 30 days $ 274 $ 137 $ 407 $ 407 
30 to 90 days - - 16 16 
Over 90 days 746 24 135 80 

 

Total loans in arrears 1,020 161 558 503 
Total loans not in arrears 1,924,198 640 1,717,156 - 
 
  $ 1,925,218 $ 801 $ 1,717,714 $ 503 
 

(a) Key assumptions in determining the collective provision for impaired loans: 

The Credit Union has determined the likely impairment loss on loans which have not 

maintained the loan repayments in accordance with the loan contract, or where there is other 

evidence of potential impairment such as industrial restructuring, job losses or economic 

circumstances. In identifying the impairment likely from these events, the Credit Union 

estimates the potential impairment using loan type, risk rating, geographical location, type of 

loan security, the length of time the loans are past due and historical loss experience. The 

circumstances may vary for each loan over time, resulting in higher or lower impairment 

(losses). The methodology and assumptions used for estimating future cash flows are 

reviewed regularly by the Credit Union to reduce any differences between loss estimates and 

actual loss experience. 

For purposes of the collective provision, loans are classified into separate groups with similar 

risk characteristics, based on the type of product and type of security. 
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8. Provision for impaired loans (continued): 

(a) Key assumptions in determining the collective provision for impaired loans: (continued): 

Analysis of loans with repayments past due but not regarded as individually impaired: 
 

  Residential 
  mortgages Personal Commercial Total 
 
30 to 90 days $ 3,799 $ 243 $ 118 $ 4,160 
Over 90 days 1,047 120 6 1,173 
 
Balance,  

December 31, 2016 $ 4,846 $ 363 $ 124 $ 5,333 
 
 

  Residential 
  mortgages Personal Commercial Total 
 
30 to 90 days $ 4,664 $ 826 $ 24 $ 5,514 
Over 90 days 4,753 157 18 4,928 
 
Balance,  

December 31, 2015 $ 9,417 $ 983 $ 42 $ 10,442 
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9. Premises, equipment and intangible assets: 
 

  Premises and equipment   Intangible assets 

       Furniture   
     Leasehold Computer and   
Cost: Land Buildings improvements equipment equipment Total Total 
 

Balance, December 31, 2014 $ 3,056 $ 12,087 $ 10,652 $ 8,745 $ 18,138 $ 52,678 $ 29,927 
Additions  -  -  1,000  331  1,096  2,427  134 
Transfers  -  (133)  123  (395)  285  (120)  112 
Disposals  -  -  (61)  (4)  (98)  (163)  - 
 
Balance, December 31, 2015  3,056  11,954  11,714  8,677  19,421  54,822  30,173 
Additions  -  -  79  357  466  902  75 
Transfers  -  -  -  (58)  -  (58)  - 
Disposals  -  -  (16)  -  -  (16)  - 
 

Balance, December 31, 2016 $ 3,056 $ 11,954 $ 11,777 $ 8,976 $ 19,887 $ 55,650 $ 30,248 
 

 

  Premises and equipment   Intangible assets 
      Furniture   
Accumulated depreciation    Leasehold Computer and   
 and amortization: Land Buildings improvements equipment equipment Total Total 
 

Balance, December 31, 2014 $ - $ 5,706 $ 6,964 $ 7,946 $ 15,052 $ 35,668 $ 16,518 
Amortization  -  309  580  356  953   2,198  2,049 
Transfers  -  -  -  -  -  -  - 
Disposals  -  -  (61)  (4)  (95)  (160)  - 
 
Balance, December 31, 2015  -  6,015  7,483  8,298  15,910  37,706  18,567 
Amortization  -  309  648  278  984   2,219  1,535 
Transfers  -  -  -  -  -  -  - 
Disposals  -  -  (10)  -  -  (10)  - 
 
Balance, December 31, 2016 $ - $ 6,324 $ 8,121 $ 8,576 $ 16,894 $ 39,915 $ 20,102 
 

Net book value: 
Balance, December 31, 2016 $ 3,056 $ 5,630 $ 3,656 $ 400 $ 2,993 $ 15,735 $ 10,146 
Balance, December 31, 2015  3,056  5,939  4,231  379  3,511  17,116  11,606 
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10. Other assets: 
 

  2016 2015 

 
Accounts receivable $ 2,466 $ 2,783 
Prepaid expenses 2,068 1,821 
Deferred broker fee expense 2,541 1,685 
Other 447 447 
 
  $ 7,522 $ 6,736 

 

11. Member deposits: 
 

  2016 2015 

 
Demand $ 1,199,834 $ 1,097,602 
Term 509,734 454,867 
Registered plans 246,850 245,288 
Other 24 28 

  1,956,442 1,797,785 
 
Accrued interest payable 7,540 7,205 
 
  $ 1,963,982 $ 1,804,990 

 

(a) Terms and conditions: 

Demand deposits are due on demand. Interest is calculated daily and paid on the accounts 

monthly. 

Term deposits bear fixed or variable rates of interest for terms of up to five years. Interest can 

be paid annually, semi-annually, monthly or upon maturity. 

Registered plans can be fixed or variable rate with terms and conditions similar to those 

described above. Members may make withdrawals from a RRIF account on a monthly, semi-

annual, or annual basis. The regular withdrawal amounts vary according to individual needs 

and statutory requirements. 

(b) Average yields to maturity: 

See note 21 for the average yields on member deposits. 
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11. Member deposits (continued): 

(c) Fair value: 

See note 20 for the fair value of member deposits. 

The estimated fair value of demand deposits and variable rate deposits approximates book 

value, as the interest rates on these deposits re-price to market on a periodic basis. The 

estimated fair value of fixed rate deposits is determined by discounting the expected future 

cash flows of these deposits at current market rates for products with similar terms and 

options. Level 2 inputs are used to measure the fair value. 

(d) Concentration of risk: 

There are no member deposits held by an individual or a related group of members which 

exceed 2% of member deposits. The majority of member deposits are with members located 

on Vancouver Island, British Columbia and the Gulf Islands, British Columbia. 
 

12. Borrowings: 

The Credit Union maintains operating lines of credit with Central 1 and a financial institution. 

The Credit Union's Board of Directors has approved an overall borrowing limit of $195,100 with 

Central 1 (2015 - $177,700). As of December 31, 2016, $99,000 (2015 - $99,000) of this limit was 

authorized which includes a $400 US dollar line of credit (2015 - $100). The authorized credit 

facility is secured by a registered Commercial Security Agreement.  

The second facility is authorized to a maximum of $50,000 (2015 - $50,000) and is secured by a 

first charge against specific insured residential mortgages to a maximum of 110% of the 

outstanding balance. 

At December 31, 2016, $47,905 of these credit facilities were drawn (2015 - nil). The interest rate 

on year end 2016 borrowings was 1.26%. The funds are repayable within 12 months. 
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13. Derivative financial instruments: 
 

    2016   2015  
   Asset Liability Notional Asset Liability Notional 
 
Cash flow hedges used to manage interest rate risk: 

Pay fixed/receive floating interest rate swaps $ 721 $ 1,479 $ 210,000 $ 13 $ 2,995 $ 190,000 
 
  $ 721 $ 1,479 $ 210,000 $ 13 $ 2,995 $ 190,000 

 
Accrued interest $ 11 $ 318 $ - $ - $ 351 $ - 
 
Total fair value before adjustments $ 732 $ 1,797 $ 210,000 $ 13 $ 3,346 $ 190,000 

 
Adjustment for master netting agreements $ (732) $ (732) $ - $ (13) $ (13) $ - 
 

  $ - $ 1,065 $ 210,000 $ - $ 3,333 $ 190,000 
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14. Other liabilities: 
 

  2016 2015 
 
Accounts payable and accruals $ 13,509 $ 11,782 
Deferred fee income 729 666 
Other 1,148 1,092 
 
  $ 15,386 $ 13,540 
 

15. Income taxes: 

The significant components of tax expense included in net income are comprised of: 
 

  2016 2015 
 
Current tax expense: 

Based on current year taxable income $ 2,388 $ 2,197 
Adjustments for under (over) provision in prior periods 2 (7) 

  2,390 2,190 
 
Deferred tax recovery: 

Origination and reversal of temporary differences (572) (721) 
 
  $ 1,818 $ 1,469 

 

The significant components of the tax effect of the amounts recognized in other comprehensive 

income are comprised of: 
 
  2016 2015 
 
Current tax: 

Change in unrealized losses on AFS investments $ - $ 1 
Change in unrealized losses on cash flow hedges (368) 394 
Reclassification of unrealized losses on cash flow hedges 61 (2) 

 
  $ (307) $ 393 
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15. Income taxes (continued): 

Reasons for the difference between tax expense for the year and the expected income taxes 

based on the statutory tax rate of 26% (2015 - 26%) are as follows: 
 

  2016 2015 

 
Income before income taxes $ 9,459 $ 8,425 
Expected taxes based on the statutory rate 2,459 2,190 
Reduction due to credit union additional deduction (694) (802) 
Other non-deductible portion of expenses 104 - 
Estimated rate changes in future tax (53) 88 
Under (over) provision in prior periods 2 (7) 
 
  $ 1,818 $ 1,469 

 

The movement in 2016 deferred tax liabilities and assets are: 
 

   Recognized 
  Opening in Closing 
2016 balance net income balance 

 
Deferred tax liabilities: 

Premises, equipment and intangibles $ 802 $ (372) $ 430 
 
Deferred tax assets: 

Loan provisions 582  164  746 
Other 394 36 430 
  976 200 1,176 

 
Net deferred tax asset $ (174) $ (572) $ (746) 

 

The movement in 2015 deferred tax liabilities and assets are: 
 

   Recognized 
  Opening in Closing 
2015 balance net income balance 

 
Deferred tax liabilities: 

Premises, equipment and intangibles $ 1,284 $ (482) $ 802 
 
Deferred tax assets: 

Loan provisions 345 237 582 
Other 392 2 394 
  737 239 976 

 
Net deferred tax liability (asset) $ 547 $ (721) $ (174) 
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15. Income taxes (continued): 
 
  2016 2015 
 
Deferred tax liabilities: 

Deferred tax liabilities to be settled within 12 months $ 159 $ 202 
Deferred tax liabilities to be settled after more 

than 12 months 271 600 

  430 802 
Deferred tax assets: 

Deferred tax assets to be settled within 12 months 823 653 
Deferred tax assets to be settled after more 

than 12 months 353 323 
  1,176 976 

 
Net deferred tax asset  $ (746) $ (174) 

 

16. Pension plans: 

The Credit Union and its employees contribute and participate in two pension plans offered and 

administered by Central 1. 

(a) Group registered retirement savings plan: 

Employer contributions for the majority of employees are made to a group retirement savings 

plan at a percentage of annual salary. Employer contributions made during the year totaled 

$3,057 (2015 - $2,965). Employees contributed a total of $683 (2015 - $676) during the year. 

(b) Defined benefit pension plan: 

The defined benefit pension plan is a multi-employer defined benefit plan with several active 

contributors from various credit unions. The Credit Union requires employees to make 

contributions, while the Credit Union assumes the remaining costs required to pay the 

employees' pension. The Plan is governed by a 12-member Board of Trustees which is 

responsible for overseeing the management of the Plan, including investment of the assets 

and administration of the benefits. The Plan at December 31, 2016 has about 3,200 active 

employees and approximately 760 retired plan members. Total plan assets are $559 million. 

Every three years, an actuarial valuation is performed to assess the financial position of the 

Plan and the adequacy of the funding level. The most recent actuarial valuation was 

performed as at December 31, 2015, indicating a going concern unfunded liability of $25.1 

million, and a solvency deficiency of $123.0 million. As this is a multi-employer plan, the 

assets and liabilities of the Plan are pooled and not tracked separately by employer group, 

and therefore the actuary does not determine an individual employer’s own unfunded liability. 

The deficit is targeted to be financed over time through increased contributions. Employer 

contributions made during the year totaled $226 (2015 - $221). Employees contributed a total 

of $96 (2015 - $99) during the year. 

The next actuarial valuation is scheduled for December 31, 2018 with results available in mid-

2019. 
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17. Members’ shares: 
 

 2016 
  Authorized units  Outstanding (000’s) 
 
Class A membership equity  Unlimited  $  2,977 
Class B investment equity  193    1,428 
 
    $ 4,405 

 
 

 2015 
  Authorized units  Outstanding (000’s) 
 
Class A membership equity  Unlimited  $  3,104 
Class B investment equity  208    1,565 
 
    $ 4,669 

 

Members’ shares are classified as a liability and are initially recognized at fair value net of any 

transaction costs directly attributable to the issuance of the instrument and subsequently carried 

at amortized cost using the effective interest rate method. 

(a) Terms and conditions: 

(i) Class A Membership equity shares: 

As a condition of membership, which is required to use the services of the Credit Union, 

each member is required to hold a minimum of $5 and a maximum of $1,000 in 

membership shares. These membership shares have voting rights and are redeemable 

at par only when a membership is withdrawn or terminated. Dividends are at the 

discretion of the Board of Directors.  

Funds invested by members in member shares are not insured by the Credit Union 

Deposit Insurance Corporation of British Columbia (CUDIC). These shares are classified 

as a liability because they are available for redemption at the option of the member. 

(ii) Class B Investment equity shares: 

Investment shares are voting as a separate class, can be issued only to members of the 

Credit Union and pay dividends at the discretion of the Board of Directors in the form of 

cash or additional shares. These shares are classified as a liability because they are 

available for redemption at the option of the member. Investment shares are closed to 

new purchases at this time. 
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17. Members’ shares (continued): 

(a) Terms and conditions (continued): 

(iii) Unissued shares: 

The Credit Union has authorized, but has not issued or has outstanding, share classes as 

follows: Class C to Class P Equity shares, Class Q to Class Y Preferred Equity shares 

and Class Z Non-Equity shares. Class C to J equity shares are only issued to a CCCU 

member, Class K to P equity shares are issued to either a CCCU member or a person 

who is not a CCCU member. Each class consists of an unlimited number of shares 

containing various rights and restrictions as approved at the 2012 annual general 

meeting of the Credit Union. 

(b) Distributions to members: 
 
  2016 2015 

  Net income Net income 

 
Dividends on membership shares $ 18 $ 35 
Dividends on investment shares 20 28 
 
  $ 38 $ 63 

 

18. Other income: 
 
  2016 2015 

 
Building and property income $ 491 $ 426 
Dividends on AFS investments 342 307 
Insurance administration fees 1,529 967 
Insurance and financial commissions 16,583 16,241 
Member account service fees 4,982 5,018 
Member loan fees 1,893 1,666 
Mortgage payout fees 1,297 1,402 
Other service income 2,950 3,096 
Safety deposit box fees 231 228 
 
  $ 30,298 $ 29,351 
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19. Related party transactions: 

The Credit Union entered into the following transactions with key management personnel, who 

are defined as those persons having authority and responsibility for planning, directing and 

controlling the activities of the Credit Union, including directors and management and their close 

family members. 
 

  2016 2015 

 
Compensation: 

Salaries and other short-term employee benefits $ 2,246 $ 2,272 
Total pension and other post-employment benefits 161 160 

 

 
 

  2016 2015 

 
Loans to key management personnel: 

Aggregate value of loans advanced $ 3,652 $ 3,883 
Aggregate value of unadvanced loans 538 201 
Total value of lines of credit advanced 262 205 
Unused value of lines of credit 277 257 

 

 

Loans must satisfy all normal lending criteria as set out in the Credit Union’s Investment and 

Lending Policy and Lending Services Manual. All loans are subject to the same approval process 

as afforded regular member loans and in addition, the approval of staff and related party loans 

are to be in accordance with established processes. 
 

  2016 2015 

 
Deposits from key management personnel: 

Aggregate value of deposits $ 4,300 $ 3,737 

 

The Credit Union’s policy for receiving deposits from key management personnel is that all 

transactions are approved and deposits accepted on the same terms and conditions which apply 

to members for each type of deposit. There are no benefits or concessional terms and conditions 

applicable to key management personnel or close family members. 
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20. Financial instrument classification and fair value: 

Fair values of financial assets and liabilities with fixed interest rates have been determined using 

discounted cash flow techniques based on interest rates being offered for similar types of assets 

and liabilities with similar terms and risks as at the financial reporting date. The fair values of 

financial assets and liabilities with floating interest rates are assumed to equal their book values, 

as the interest rates on these instruments automatically re-price to market rates. Fair values of 

other financial assets and liabilities are assumed to approximate their carrying values, primarily 

due to their short-term nature. Fair values of derivative financial instruments have been based on 

market price quotations. Fair values have not been determined for any other assets or liabilities 

that are not a financial instrument. Due to the judgment used in calculating fair value amounts, 

fair values are not necessarily comparable among financial institutions. 

The calculation of estimated fair values is based on market conditions at the financial reporting 

date and may not be reflective of future fair value.  

Assets and liabilities that are measured at fair value in the statement of financial position are 

grouped into three levels of a fair value hierarchy. The three levels are defined based on the 

observability of significant inputs to the measurement as follows: 

Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities; 

Level 2 - inputs other than quoted prices included within Level 1 that are observable for the 

asset or liability, either directly or indirectly; and 

Level 3  - inputs for the asset or liability that are not based on observable market data. 

The level in the fair value hierarchy within which the financial asset or financial liability is 

categorized is determined on the basis of the lowest level of input that is significant to the fair 

value measurement in its entirety. 
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20. Financial instrument classification and fair value (continued): 

The Credit Union does not have any Level 3 fair value measurements. No transfers have been 

made into or out of Level 1 and Level 2 for the years ended December 31, 2016 and 2015. 
 

  2016 2015 
  Level 1 Level 2 Level 1  Level 2 

 
Financial investments available for sale: 

Equity instruments: 
Central 1 shares $ - $ 7,867 $ - $ 7,221 
Other membership shares  -  920  -  919 

Other assets  -  447  -  447 
 
Financial assets at amortized cost: 

Cash and cash equivalents  -  31,991  -  36,902 
Term deposits with Central 1  -  151,606  -  136,398 
Mortgage package  -  131  -  140 
Subordinated debenture  -  2,007  -  2,007 
Loans to members  -  1,924,546  -  1,717,869 

 
Total assets $ - $ 2,119,515 $ - $ 1,901,903 

 
Financial liabilities at fair value: 

Interest rate swaps $ - $ 1,065 $ - $ 3,333 
 
Financial liabilities at amortized cost: 

Member deposits  -  1,963,982  -  1,804,990 
Borrowings  -  47,905  -  - 

 
Total liabilities $ - $ 2,012,952 $ - $ 1,808,323 

 

The following table discloses the carrying amount and fair value by classification of the Credit 

Union’s financial instruments, including derivatives. Differences between the carrying value and 

fair value of the Credit Union’s financial instruments are due primarily to changes in interest rates. 

The Credit Union normally expects to hold the instruments to maturity, so carrying values have 

not been adjusted to reflect the differences. The table does not include assets and liabilities that 

do not meet the definition of a financial instrument: 
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20. Financial instrument classification and fair value (continued): 
 

       Other Total Total Fair value 
   Held to Available Cash flow Loans and financial carrying fair excess 
2016  maturity for sale hedges receivables liabilities value value (deficiency) 

 
Cash and cash equivalents $ - $ - $ - $ 31,991 $ - $ 31,991 $ 31,991 $ - 
Investments  2,007  8,787  - 151,737  -  162,531  163,268  737 
Derivative instruments  -  -  (1,065)  -  -  (1,065)  (1,065)  - 
Loans to members  -  -  - 1,924,546  -  1,924,546  1,937,031  12,485 
Other assets  -  447  -  2,466  -  2,913  2,913  - 
Member deposits  -  -  -  -  (1,963,982)  (1,963,982)  (1,965,827)  (1,845) 
Borrowings  -  -  -  -  (47,905)  (47,905)  (47,905)  - 
Members’ shares  -  -  -  -  (4,405)  (4,405)  (4,405)  - 
Other liabilities  -  -  -  -  (14,601)  (14,601)  (14,601)  - 
 
Net financial instruments $ 2,007 $ 9,234 $ (1,065) $ 2,110,740 $ (2,030,893) $ 90,023 $ 101,400 $ 11,377 

 
 

       Other Total Total Fair value 
   Held to Available Cash flow Loans and financial carrying fair excess 
2015  maturity for sale hedges receivables liabilities value value (deficiency) 

 
Cash and cash equivalents $ - $ - $ - $ 36,902 $ - $ 36,902 $ 36,902 $ - 
Investments  2,007  8,140  - 136,538  -  146,685  148,335  1,650 
Derivative instruments  -  -  (3,333)  -  -  (3,333)  (3,333)  - 
Loans to members  -  -  - 1,717,869  -  1,717,869  1,733,064  15,195 
Other assets  -  447  -  2,783  -  3,230  3,230  - 
Member deposits  -  -  -  -  (1,804,990)  (1,804,990)  (1,807,668)  (2,678) 
Members’ shares  -  -  -  -  (4,669)  (4,669)  (4,669)  - 
Other liabilities  -  -  -  -  (12,837)  (12,837)  (12,837)  - 
 
Net financial instruments $ 2,007 $ 8,587 $ (3,333) $ 1,894,092 $ (1,822,496) $ 78,857 $ 93,024 $ 14,167 
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21. Financial instrument risk management: 

(a) General objectives, policies and processes: 

The Board of Directors has overall responsibility for the establishment and oversight of the 

Credit Union's Enterprise Risk Management (ERM) framework. This responsibility includes 

approving the ERM framework and the policies that comprise that framework and setting the 

organization's risk appetite. The Board has established the Audit and Risk Committee, 

comprised of four Directors, to oversee the financial reporting and audit and risk 

management processes. The Committee receives quarterly risk reporting from management 

through which it reviews the effectiveness of the processes put in place and the 

appropriateness of the objectives and policies it sets. 

(b) Credit risk: 

Credit risk is the risk of a financial loss to the Credit Union if a counterparty to a financial 

instrument fails to meet its contractual obligations. The Credit Union is exposed to credit risk 

from claims against a debtor or indirectly from claims against a guarantor of credit 

obligations. 

(i) Risk measurement: 

Credit risk rating systems are designed to assess and quantify the risk inherent in credit 

activities in an accurate and consistent manner. To assess credit risk, the Credit Union 

takes into consideration the member's character, ability to pay and the value of collateral 

available to secure the loan. 

(ii) Objectives, policies and processes: 

The Credit Union's credit risk management principles are guided by its overall risk 

management principles. The Board of Directors ensures that management has a 

framework, and policies, processes and procedures in place to manage credit risks, and 

that overall credit risk policies are complied with at the business and transaction level. 

Credit risk policies establish the minimum requirements for management of credit risk for 

a variety of transactions and portfolios and include the following: 

─ General loan policy statements including approval of lending policies, eligibility for 

loans, exceptions to policy, policy violations, liquidity and loan administration; 

─ Loan lending limits including Board of Director limits, schedule of assigned limits and 

exemptions from aggregate indebtedness; 

─ Loan collateral security classifications that set loan classifications, advance ratios 

and amortization periods; 

─ Procedures outlining loan overdrafts, release or substitution of collateral, temporary 

suspension of payments and loan renegotiations; 

─ Loan delinquency controls regarding procedures followed for loans in arrears; and 

─ Audit procedures and processes are in existence for the Credit Union’s lending 

activities. 
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21. Financial instrument risk management (continued): 

(b) Credit risk (continued): 

(ii) Objectives, policies and processes (continued): 

Reports summarizing delinquency, write-offs, and provisions are reviewed and approved 

quarterly by the Investment and Lending Committee of the Board of Directors. 

There have been no significant changes from the previous year in the exposure to risk or 

policies, procedures and methods used to measure the risk. 

(iii) Exposures to credit risk: 

  2016 2015 

 
On statement of financial position exposure 

Loans to members $ 1,928,557 $ 1,721,130 
Term deposits with Central 1 151,606 136,398 
Central 1 shares 7,867 7,221 
  2,088,030 1,864,749 

 
Off statement of financial position exposure 

Undisbursed loans 160,173 134,966 
Unutilized lines of credit 168,669 166,462 
Letters of credit 3,565 3,550 
  332,407 304,978 

 
Maximum exposure to credit risk $ 2,420,437 $ 2,169,727 

 

(c) Liquidity risk: 

Liquidity risk is the risk that the Credit Union will not be able to meet all cash outflow 

obligations as they come due. The Credit Union mitigates this risk by monitoring cash 

activities and expected outflows so as to meet all cash outflow obligations as they fall due. 

(i) Risk measurement: 

The Financial Institutions Act (FIA) requires credit unions to maintain a minimum of 8.0% 

of total deposits and borrowings in a liquidity portfolio. The assessment of the Credit 

Union's liquidity position reflects management's estimates, assumptions and judgments 

pertaining to current and prospective Credit Union specific and market conditions and the 

related behaviour of its members and counterparties. 
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21. Financial instrument risk management (continued): 

(c) Liquidity risk (continued): 

(ii) Objectives, policies and processes: 

The Credit Union’s liquidity management framework is designed to ensure that adequate 

sources of reliable and cost effective cash or its equivalents are continually available to 

satisfy its current and prospective financial commitments under normal and stress 

conditions. 

The Credit Union manages liquidity risk by: 

─ Continuously monitoring actual daily cash flows and longer term forecasted cash 

flows. 

─ Monitoring the maturity profiles of financial assets and liabilities. 

─ Maintaining diversified funding sources which include committed borrowing facilities 

as explained in note 12. 

─ Monitoring the liquidity ratios monthly. 

Management annually reviews its liquidity plan for various scenarios. 

The Board of Directors receives monthly liquidity reports. The Credit Union was in 

compliance with the liquidity requirements throughout the fiscal year. 

(d) Market risk: 

Market risk is the risk that the fair value or future cash flows of a financial instrument will 

fluctuate due to changes in market variables such as interest rates and currency rates. See 

notes 21(e) and 21(f) for more details on interest rate risk and currency risk. 

(e) Interest rate risk: 

Interest rate risk is the potential for financial loss caused by fluctuations in fair value or future 

cash flows of financial instruments because of changes in market interest rates. The Credit 

Union is exposed to this risk through its traditional deposit taking and lending banking 

activities. 

The Credit Union’s goal is to manage the interest rate risk of the consolidated statement of 

financial position to a target level. The Credit Union continually monitors the effectiveness of 

its interest rate mitigation activities. 
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21. Financial instrument risk management (continued): 

(e) Interest rate risk (continued): 

(i) Risk measurement: 

Interest rate risk is measured by its impact to earnings (earnings-at-risk or EaR) and its 

impact to the fair value of equity (economic value of equity or EVE). The EaR metric 

measures the impact changes in interest rates have on the 12-month financial margin 

forecast. The EVE metric measures the longer-term impact that interest rates have on 

the equity of the Credit Union. The amount of interest rate risk that the Credit Union will 

undertake depends on income and capital positions, and the risk appetite of the Board of 

Directors. 

(ii) Objectives, policies and processes: 

The objective for managing interest rate risk is to comply with the maximum EaR and 

EVE limits as established in the Investment and Lending Policy. The Asset Liability 

Committee (ALCO) reviews monthly simulations of the impact on EaR and EVE for 

various interest rate scenarios. 

The Investment and Lending Policy is reviewed and approved annually by the 

Investment and Lending Committee. For the year ended December 31, 2016, the Credit 

Union was in compliance with its interest rate risk policy limits. 

The following schedule shows the Credit Union’s sensitivity to interest rate changes. 

Amounts with floating rates or due or payable on demand are classified as variable, 

regardless of maturity. A significant amount of loans and deposits can be settled before 

maturity on payment of a penalty, but no adjustment has been made for repayments that 

may occur prior to maturity. Amounts that are not interest sensitive have been grouped 

together, regardless of maturity. 
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21. Financial instrument risk management (continued): 
 

    Less than Over 1 Over Non-rate 2016 
   Variable rate 1 year to 5 years 5 years sensitive Total 
 

Assets: 
Cash and cash equivalents $ - $ 250 $ - $ - $ 31,741 $ 31,991 

Effective interest rate - .49% - -  - 
Investments - 46,423 106,784 - 9,324 162,531 

Effective interest rate - 1.23% 1.06% -  1.05% 
Loans to members 498,225 395,348 1,027,920 3,651 (598) 1,924,546 

Effective interest rate 3.78% 3.45% 3.15% 3.44%  3.38% 
Other assets - - - - 34,149 34,149 

Effective interest rate - - - -  - 
 

  $ 498,225 $ 442,021 $ 1,134,704 $ 3,651 $ 74,616 $ 2,153,217 
   3.78%  3.21%  2.95%  3.44%    3.10% 
 

Liabilities: 
Member deposits $ 663,518 $ 912,483 $ 380,441 $ - $ 7,540 $ 1,963,982 

Effective interest rate .51% .60% 1.67% -  .78% 
Borrowings - 47,905 - - - 47,905 

Effective interest rate - 1.26% - -  1.26% 
Derivative financial instruments 1,065 - - - - 1,065 

Effective interest rate - - - -  - 
Other liabilities - - - - 20,591 20,591 

Effective interest rate - - - -  - 
Members’ equity - - - - 119,674 119,674 

Effective interest rate - - - -  - 
 

  $ 664,583 $ 960,388 $ 380,441 $ - $ 147,805 $ 2,153,217 
   .51%  .64%  1.67%  -    .74% 
 

Interest rate swaps (notional amount): 
Asset $ - $ 210,000 $ - $ - $ - $ 210,000 
Liability  -  (30,000)  (180,000)  -  -  (210,000) 

 

2016 net mismatch $ (166,358) $ (338,367) $ 574,263 $ 3,651 $ (73,189) $ - 
 

2015 net mismatch $ (159,108) $ (129,668) $ 340,813 $ 2,333 $ (54,370) $ - 
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21. Financial instrument risk management (continued): 

(e) Interest rate risk (continued): 

The expected timing and amount of interest payments related to the hedged portion of the 

Credit Union’s variable rate deposits are as follows: 
 

December 31, 2016  < 1 year 1 - 5 years Total 

 
Assets   $ - $ - $ - 
Liabilities   (960) (1,201) (2,161) 
 
Net cash outflow   $ (960) $ (1,201) $ (2,161) 

 
 

December 31, 2015  < 1 year 1 – 5 years Total 

 
Assets   $ - $ - $ - 
Liabilities   (1,288) (2,546) (3,834) 
 
Net cash outflow   $ (1,288) $ (2,546) $ (3,834) 

 

Interest sensitive assets and liabilities cannot normally be perfectly matched by amount and 

term to maturity. The Credit Union utilizes interest rate swaps to assist in managing this rate 

gap. One of the roles of a credit union is to intermediate between the expectations of 

borrowers and depositors. 

The expected change to net interest income as a result of an immediate change in interest 

rates is as follows: 
 
  2016 2015 
 
1 per cent increase in rates $ 793 $ 1,484 
1 per cent decrease in rates (77) (2,310) 
 

 

There have been no significant changes from the previous year in the exposure to risk or 

policies, procedures and methods to measure the risk. 

(f) Currency risk: 

Currency risk is the impact on the Credit Union from the difference in the balances of foreign 

currency denominated assets and liabilities and from foreign currency transactions with 

members. 

The Credit Union's currency risk is related to USD, GBP and Euro member accounts and 

transactions. 
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21. Financial instrument risk management (continued): 

(f) Currency risk (continued): 

(i) Risk measurement: 

The Credit Union’s foreign currency asset and liability balances are measured and 

monitored daily. Foreign exchange rates charged to members and currency purchase 

costs are monitored daily. 

(ii) Objectives, policies and processes: 

The Credit Union manages currency risk by limiting the unhedged foreign exchange 

exposures to the limits established in the Investment and Lending Policy. Foreign 

exchange risk is mitigated by investing the USD, GBP and Euro deposits in investments 

denominated in the same currencies. As a result, there would be no significant impact to 

net income if there was an increase or decrease in foreign exchange rates. 

Management reviews its foreign exchange plan annually. The Investment and Lending 

Committee receives quarterly foreign exchange reports. For the year ended 

December 31, 2016, the Credit Union's exposures to foreign exchange risk were within 

policy. 

There have been no significant changes from the previous year in the exposure to risk or 

policies, procedures and methods to measure the risk. 
 

22. Capital management: 

The Credit Union’s objectives with respect to capital management are to maintain a capital base 

that is structured to exceed regulatory requirements and to best utilize capital allocations. To 

ensure processes are in place to meet its objectives, the Credit Union follows policies approved 

by the Board of Directors. Management monitors capital levels on a regular basis. The capital 

plan is updated regularly and provides a forecast of capital requirements over a three-year period. 

Capital requirements are regulated by the Financial Institutions Commission of BC (FICOM). A 

minimum ratio of capital to risk-weighted assets of 8.0% must be maintained. 

The prescribed capital base consists primarily of equity shares and retained earnings. Each asset 

of the Credit Union is assigned a risk factor based on the probability that a loss may occur on the 

ultimate realization of that asset. To manage the Credit Union's capital, the Credit Union reviews 

the ratio monthly and monitors major movements in the risk weighted asset levels. At 

December 31, 2016, the Credit Union has met its minimum regulatory requirements. 
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23. Commitments: 

(a) Credit: 

The Credit Union made commitments to members for loans that had not been disbursed, 

unutilized portions of lines of credit and unexpired letters of credit as follows: 
 

  2016 2015 

 
Undisbursed loans $ 160,173 $ 134,966 
Unutilized lines of credit 168,669 166,462 
Letters of credit 3,565 3,550 
 

 

(b) Contractual: 

The Credit Union has a banking system agreement that is effective through September 2017 

with annual hosting costs of $392. Negotiations are currently in progress to extend the 

hosting agreement. The Credit Union is also committed to annual software maintenance 

costs of approximately $772 to 2021. 

(c) Leases: 

The Credit Union has committed to lease premises until 2025. The minimum lease payments, 

including estimated operating costs incorporated into lease agreements, in each of the next 

five years and thereafter are: 
 

 
2017   $ 2,259 
2018  1,825 
2019   1,053 
2020   588 
2021   364 
2022 and thereafter   682 
 

 

(d) Other provisions: 

The Credit Union is subject to litigation. Provisions are recorded for management’s best 

estimate of the Credit Union’s liability related to legal disputes for which it is probable that an 

amount will be paid. No amount has been provided for disputes for which it is not probable 

that an amount will be paid. Uncertainty relates to whether claims will be settled in or out of 

court or if the Credit Union will be successful in defending any actions.  
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