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Independent Auditor’s Report
To the Members of
Steinbach Credit Union Limited
We have audited the accompanying consolidated financial statements of Steinbach Credit Union Limited and its
subsidiaries, which comprise the consolidated statement of financial position as at December 31, 2016 and the
consolidated statements of net income and comprehensive income, changes in equity and cash flows for the year then
ended, and the related notes, which comprise 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.
Auditor’s 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 the auditor’s judgement, 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, the auditor considers 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 in our audit is sufficient and appropriate to provide a basis for
our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of
Steinbach Credit Union Limited and its subsidiaries as at December 31, 2016 and its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards.

Chartered Professional Accountants
PricewaterhouseCoopers LLP
One Lombard Place, Suite 2300, Winnipeg, Manitoba, Canada R3B 0X6
T: +1 204 926 2400, F: +1 204 944 1020
“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.

“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership.

Steinbach Credit Union Limited
Consolidated Statement of Financial Position
As at December 31

2016
$

2015
$

23,609,637

45,843,415

688,448,946

618,362,696

4,223,594,929

3,983,717,978

576,121

2,503,320

6,691,816

6,528,616

Investments in associates (note 18)

10,690,898

11,031,084

Property, equipment and intangible assets (note 8)

83,480,369

85,118,483

84,875

884,875

5,037,177,591

4,753,990,467

4,569,275,647

4,362,953,066

Accounts payable (note 12)

23,728,018

20,081,264

Secured borrowing (note 21)

112,441,736

66,175,771

4,705,445,401

4,449,210,101

430,725

422,745

331,301,465

304,357,621

331,732,190

304,780,366

5,037,177,591

4,753,990,467

Assets
Funds on hand and on deposit
Investments (note 6)
Loans to members (note 7)
Income tax recoverable
Other assets (note 9)

Deferred income tax assets (note 15)

Liabilities
Members’ deposits (note 11)

Equity (note 13)
Members’ shares (note 14)
Retained surplus

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

Steinbach Credit Union Limited
Consolidated Statement of Net Income and Comprehensive Income
For the year ended December 31

2016
$

2015
$

132,101,625
12,108,573

131,722,992
10,657,693

144,210,198

142,380,685

71,020,272
1,365,384

71,782,909
402,134

72,385,656

72,185,043

71,824,542

70,195,642

Administrative
Member security
Occupancy
Organizational
Personnel

14,352,873
4,060,149
5,304,891
2,192,801
26,605,394

14,984,707
3,893,950
4,061,689
2,012,873
26,553,704

Less: Other income

52,516,108
21,334,352

51,506,923
19,385,336

31,181,756

32,121,587

40,642,786

38,074,055

1,114,959

1,092,726

39,527,827

36,981,329

7,508,983

5,001,465

32,018,844

31,979,864

5,075,000

5,000,000

26,943,844

26,979,864

Income
Interest from loans to members
Investment income

Cost of funds
Interest paid to members
Interest paid - other

Financial margin
Operating expenses

Net income before provision for doubtful loans, patronage
refund and income taxes
Provision for doubtful loans

Patronage refund
Net income before income taxes
Provision for income taxes (note 15)
Net income and comprehensive income for the year

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

Steinbach Credit Union Limited
Consolidated Statement of Changes in Equity
For the year ended December 31

Members’
shares
$

Retained
surplus
$

Total
members’
equity
$

422,745

304,357,621

304,780,366

7,980

26,943,844
-

26,943,844
7,980

Balance at December 31, 2016

430,725

331,301,465

331,732,190

Balance at January 1, 2015

415,265

277,377,757

277,793,022

7,480

26,979,864
-

26,979,864
7,480

422,745

304,357,621

304,780,366

Balance at January 1, 2016
Net income and comprehensive income for the year
Common shares issued - net of redemptions (note 14)

Net income and comprehensive income for the year
Common shares issued - net of redemptions (note 14)
Balance at December 31, 2015

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

Steinbach Credit Union Limited
Consolidated Statement of Cash Flows
For the year ended December 31

2016
$

2015
$

26,943,844

26,979,864

Cash provided by (used in)
Operating activities
Net income and comprehensive income for the year
Items not affecting cash
Depreciation and amortization expense
Deferred income taxes
Provision for doubtful loans
Equity investment (profit) loss (note 18)
Loss on disposal of property and equipment

Change in non-cash working capital items (note 19)

3,315,177
800,000
1,114,959
23,386
29,282

2,421,252
1,000,000
1,092,726
(64,441)
1,024

32,226,648
(53,078,861)

31,430,425
14,655,005

(20,852,213)

46,085,430

(1,706,345)
316,800

(19,053,610)
(7,109,906)
370,800

(1,389,545)

(25,792,716)

Investing activities
Property and equipment acquisitions
Investment in associates (note 18)
Investment in associates return of capital (note 18)

Financing activities
Issue of members’ shares - net

Net increase (decrease) in funds on hand and on deposit
during the year

7,980

7,480

(22,233,778)

20,300,194

Funds on hand and on deposit - Beginning of year

45,843,415

25,543,221

Funds on hand and on deposit - End of year

23,609,637

45,843,415

144,124,619
72,514,577
2,347,801

142,293,065
71,102,680
6,184,173

Supplemental information
Interest received
Interest paid
Income taxes paid

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

Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

1

General information
Steinbach Credit Union Limited (the Credit Union) is incorporated under the Credit Union Incorporation Act of
Manitoba and its operations are subject to the Credit Unions and Caisses Populaires Act (Manitoba) (the Act).
The Credit Union serves members in Manitoba and provides retail, commercial and investment banking
services. Its wholly-owned subsidiary, 5621268 Manitoba Ltd., holds real estate and investments in real estate
that are accounted for by the equity method. The Credit Union’s registered office is 333 Main Street, Steinbach,
Manitoba, Canada.

2

Basis of presentation
The Credit Union prepares its financial statements in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB). References to IFRS are
based on Canadian generally accepted accounting principles (GAAP) as defined in the Handbook of the
Canadian Institute of Chartered Accountants - Part 1 (“CICA Handbook”).
The consolidated financial statements have been prepared under the historical cost convention except for
financial assets and financial liabilities at fair value through profit or loss (FVTPL).
The consolidated financial statements’ values are presented in Canadian dollars ($) which is the functional and
presentation currency of the Credit Union unless otherwise indicated.
The Credit Union presents its consolidated statement of financial position on a non-classified basis in order of
liquidity, with a distinction based on expectations regarding recovery or settlement within twelve months after
the year end date (current) and more than twelve months after the year end date (non-current), presented in
the notes. The Credit Union classifies its expenses by the nature of expenses method.
The following balances are generally classified as current: funds on hand and on deposit, investments, loans to
members due within one year, income tax recoverable, other assets, member deposits, accounts payable due on
demand or within one year, and secured borrowings due on demand or within one year.
The following balances are generally classified as non-current: long-term portion of loans to members,
property, equipment and intangible assets, investments in associates, deferred income taxes, non-current
member deposits, and secured borrowings.
Financial assets and financial liabilities are offset and the net amount reported in the consolidated statement of
financial position only when there is a legally enforceable right to offset the recognized amounts and there is an
intention and ability to settle on a net basis, or to realize the assets and liabilities simultaneously. Income and
expenses are not offset in the consolidated statement of net income and comprehensive income unless required
or permitted by any accounting standard or interpretation, as specifically disclosed in the accounting policies of
the Credit Union.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

The preparation of consolidated financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying the
Credit Union’s accounting policies. Changes in assumptions may have a significant impact on the consolidated
financial statements in the period the assumptions changed. Management believes that the underlying
assumptions are appropriate and that the Credit Union’s consolidated financial statements therefore present
the financial position and results fairly.
Estimates and judgements are continually evaluated and based on historical experience and other factors,
including expectations or future events that are believed to be reasonable under the circumstances. Actual
results could differ from those estimates. The areas involving a higher degree of judgement or complexity, or
areas where assumptions and estimates are significant to the consolidated financial statements are the
allowance for doubtful loans, the measurement of income taxes, recognition of securitization arrangements and
the fair value of financial instruments and are disclosed in note 4.

3

Summary of significant accounting policies
Consolidation
The consolidated financial statements include the accounts of the Credit Union and its wholly-owned
subsidiary, 5621268 Manitoba Ltd. This wholly owned subsidiary is comprised of a number of investments in
real estate that are accounted for by the equity method. The financial statements of the subsidiary and the
related equity accounted investments are prepared at the same reporting date as the Credit Union, using
consistent accounting policies.
All inter-company balances, transactions and profits and losses are eliminated.
Funds on hand and on deposit
Funds on hand and on deposit consist of cash and deposits with other financial institutions. Funds on hand and
on deposit are carried at amortized cost.
Financial assets
The Credit Union designates financial assets as follows: loans and receivables, held-to-maturity investments
and available for sale financial assets. Management determines the classification of its financial instruments at
initial recognition. The Credit Union uses trade date accounting for regular way contracts when recording
financial asset transactions.
Loans and receivables
Loans to members, contract deposits with Credit Union Central of Manitoba (Central), Canadian Mortgage and
Housing Corporation (CMHC) mortgage pools and accounts receivable are designated as loans and receivables
(L&R). Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Loans to members
Loans are initially recognized at fair value and are subsequently recorded at amortized cost using the effective
interest rate method. Loans are stated net of an allowance established to recognize estimated probable losses.
In the case of an impairment, the impairment loss is reported as a deduction from the carrying value of the loan
and recognized in the consolidated statement of net income and comprehensive income as a provision for
doubtful loans. Property held for resale is valued at the lower of cost and estimated net realizable value. At
December 31, 2016, there was no property held for resale. Loans are written off when there is no realistic
prospect of recovering the loan in full. Recoveries on loans previously written off are taken into income.
Held-to-maturity financial assets
Held-to-maturity (HTM) financial assets are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Credit Union’s management has the positive intention and ability to
hold to maturity and include debentures.
These are initially recognized at fair value including direct and incremental transaction costs and measured
subsequently at amortized cost, using the effective interest rate method. In the case of impairment, the
impairment loss is reported as a deduction from the carrying value of the investment and recognized as an
impairment loss.
Available for sale financial assets
Available for sale (AFS) investments are financial assets that are intended to be held for an indefinite period of
time and are not classified as loans and receivables, HTM or financial assets at fair value through profit or loss
(FVTPL) and include shares in Central and Concentra Financial Services Association (Concentra).
AFS financial assets are initially recognized at fair value which is the cash consideration paid to acquire the
asset. As the shares of Central and Concentra are not actively traded in a quoted market, fair value has been
estimated to be equal to the par value, which is equal to the cost of the shares.
Objective evidence of impairment exists if there has been a significant or prolonged decline in the fair value of
the investment below its cost or if there is a significant adverse change in the market, economic or legal
investment in which the issuer operates. In the case of impairment, the impairment loss is reported as a
deduction from the carrying value of the investment and recognized in the consolidated statement of net
income and comprehensive income.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Allowance for doubtful loans
The Credit Union maintains allowances for doubtful loans that reduce the carrying value of loans identified as
impaired to their estimated realizable amounts. A loan is considered impaired if the Credit Union no longer has
reasonable assurance that the full amount of the principal and interest will be collected in accordance with the
terms of the loan agreement. A loan is deemed to be impaired when the loan is greater than 90 days past due
and collection efforts are not expected to result in repayment of the loan’s full carrying value. Estimated
realizable amounts are determined by estimating the fair value of security underlying the loans and deducting
costs of realization, and by discounting the expected future cash flows at the financial asset’s original effective
interest rate.
For the purposes of a collective evaluation of impairment, loans are grouped on the basis of similar credit risk
characteristics (on the basis of the Credit Union’s grading process that considers characteristics of each loan
portfolio, industry, past-due status, historical write-off experience and other relevant factors). These
characteristics are relevant to the estimation of future cash flows for groups of such loans by being indicative of
the member’s ability to pay all amounts due according to the contractual terms of the loans being evaluated.
Future cash flows in a group of loans that are collectively evaluated for impairment are estimated on the basis of
the contractual cash flows of the loans in the Credit Union and historical loss experience for loans with credit
risk characteristics similar to those in the Credit Union. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affect the period on which the
historical loss experience is based and to remove the effects of conditions in the historical period that do not
currently exist.
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.
When a loan is uncollectible, it is written off against the related allowance for doubtful loans. Such loans are
written off after all the necessary collection efforts have been exhausted and the amount of the loss has been
determined.
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 by adjusting the allowance account. The amount of the reversal is recognized in the consolidated
statement of net income and comprehensive income in the provision for doubtful loans as a recovery.
Financial liabilities
The Credit Union designates members’ deposits and accounts payable and secured borrowing as other financial
liabilities. Other financial liabilities are initially recognized at fair value and subsequently measured at
amortized cost using the effective interest rate method.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Interest income and expense
Interest income and expense for all interest-bearing financial instruments is recognized using the effective
interest rate method. Once a financial asset or a group of similar financial assets have been written down as a
result of an impairment loss, interest income is recognized using the rate of interest used to discount the future
cash flows for the purposes of measuring the impairment loss.
Other income
Other income includes chequing service charges, non-sufficient funds and overdraft fees, prepayment penalties,
commissions on credit cards, CUMIS profit sharing, commission revenue and other miscellaneous revenue.
Fees and commissions are recognized on an accrual basis when the service has been provided.
Performance-linked fees or fee components are recognized when the performance criteria are fulfilled.
Property and equipment
Property and equipment are recorded at acquisition cost and depreciation is provided over the estimated useful
life of the assets as follows:
Buildings
Furniture and equipment
Computer equipment

40 years straight-line
5 - 10 years straight-line
4 years straight-line

Land is not subject to depreciation and is carried at cost. Assets within construction in progress (CIP) are not
depreciated until available for use and at which time become subject to depreciation. Residual values, method
of depreciation and useful lives of the assets are reviewed annually and adjusted if appropriate.
Impairment reviews are performed when there are indicators that the recoverable amount of an asset may be
less than the carrying value. The recoverable amount is determined as the higher of an asset’s fair value less cost
to sell and value in use. Impairment is recognized in the consolidated statement of net income and
comprehensive income, when there is an indication that an asset may be impaired. In the event that the value of
previously impaired assets recovers, the previously recognized impairment loss is recovered in the consolidated
statement of net income and comprehensive income at that time.
An item of property and equipment is derecognized upon disposal or when no further economic benefits are
expected from its use. Any gain or loss arising on derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying amount of the asset) is included in the consolidated
statement of net income and comprehensive income in the period the asset is derecognized.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Secured borrowing
The Credit Union has entered into asset transfer agreements with other third parties which include the
securitization of residential mortgages. These transfers do not qualify for derecognition principally because the
Credit Union retains significant exposure to prepayment and other risks associated with the transferred
mortgages. As such, these transactions are accounted for as financing activities and result in the recognition of
a securitization liability at an amount equivalent to the securitization proceeds, inclusive of any premiums or
discounts and net of eligible transaction costs. The securitization liabilities are subsequently measured at
amortized cost using the effective interest method.
Intangible assets
Intangible assets consist of certain acquired and internally developed banking software. Intangible assets are
carried at cost, less accumulated amortization and accumulated impairment losses, if any. Input costs directly
attributable to the development or implementation of the asset are capitalized if it is probable that future
economic benefits associated with the expenditure will flow to the Credit Union and the cost can be measured
reliably. Finite life intangible assets are tested for impairment when events or circumstances indicate that the
carrying value may not be recoverable. When the recoverable amount is less than the net carrying value an
impairment loss is recognized.
Intangible assets available for use are amortized on a straight-line basis over their useful lives (which has been
estimated to be nine years). Method of amortization and useful lives of the assets are reviewed annually and
adjusted if appropriate.
Research costs are recognized as an expense in the period incurred.
There are no indefinite life intangible assets.
Income taxes
Tax expense for the period comprises current and deferred income tax.
Current income tax expense is calculated on the basis of the Canadian tax laws enacted or substantively enacted
at the statement of financial position date.
Deferred income taxes are provided for using the liability method. Under this method, temporary differences
are recorded using tax rates that have been enacted or substantively enacted by the statement of financial
position date and are expected to apply when the corresponding taxes will be paid or refunded. Temporary
differences are comprised primarily of differences between the carrying amounts and the income tax bases of
the Credit Union’s loans to members and property, equipment and intangible assets. Deferred income tax assets
are recognized to the extent that it is probable that future taxable profit will be available against which the
temporary differences can be utilized.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Patronage allocations
Patronage allocations that allocate profit or loss to the members on the basis of services rendered or business
generated are accounted for as transactions with members in their role as non-owners and are, accordingly,
expensed in the statement of net income and comprehensive income.
Provisions and contingent liabilities
Provisions are recognized when the Credit Union has a present legal or constructive obligation as a result of a
past event, it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation. When the Credit Union expects
some or all of the provision to be reimbursed, the reimbursement is recognized as a separate asset but only
when the reimbursement is virtually certain. The expense of any provision is recognized in the consolidated
statement of net income and comprehensive income, net of any reimbursement. If the effect of the time value of
money is material, provisions are discounted using a current pre-tax discount rate that reflects, where
appropriate, the risks specific to the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognized as a borrowing cost.
Contingent liabilities are disclosed if there is a possible future obligation as a result of a past event, or if there is
a present obligation as a result of a past event but either a payment is not probable or the amount cannot be
reasonably estimated.
Translation of foreign currencies
Funds on hand and on deposit, investments and members’ deposits denominated in foreign currencies are
translated into Canadian dollars at the rates prevailing on the statement of financial position date. Foreign
exchange gains and losses are recorded in other income at the rates prevailing at the time of the transaction.
Leases
The Credit Union leases commercial property. The Credit Union, as a lessee, has determined, based on an
evaluation of the terms and conditions of the arrangements, that it does not retain any of the significant risks
and rewards of ownership of these properties and therefore accounts for them as operating leases. Payments
made under operating leases are charged as an expense in the consolidated statement of net income and
comprehensive income on a straight line basis over the period of the lease.
Derivative financial instruments
Derivative financial instruments, including embedded derivatives which are required to be accounted for
separately, are recorded on the consolidated statement of financial position at fair value. Changes in the value
of the derivative instruments are recognized directly in the consolidated statement of net income and
comprehensive income for the year. The Credit Union has no material derivative financial instruments.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Derecognition of financial instruments
Financial assets are derecognized when the Credit Union no longer has contractual rights to the cash flows from
the asset, or when substantially all of the risks and rewards of ownership are transferred. If the Credit Union
has not transferred or retained substantially all the risks and rewards of ownership, it assesses whether it has
retained control over the transferred asset.
Financial liabilities are derecognized when they are extinguished, discharged, cancelled or expired.
Investment in associates
Associates are entities over which the Credit Union has significant influence, but not control. The Credit Union
accounts for all of its investments in associates using the equity method. The Credit Union’s share of profits or
losses of associates is recognized in the consolidated statement of net income and comprehensive income and
its share of other comprehensive income (loss) of associates is included in other comprehensive income.
Unrealized gains on transactions between the Credit Union and an associate are eliminated to the extent of the
Credit Union’s interest in the associate. Unrealized losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred. Dilution gains and losses arising from changes in interests
in investments in associates are recognized in the consolidated statement of net income and comprehensive
income.

4

Critical accounting estimates and judgements
The preparation of consolidated financial statements in accordance with IFRS requires management to make
judgements, estimates and assumptions that affect reported amounts of assets and liabilities as at the date of
the consolidated financial statements and the reported amounts of revenue and expenses during the periods
covered by the consolidated financial statements.
Estimates and judgements are continually evaluated and based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances. Actual
results could differ from those estimates.
Significant accounting judgements, estimates and assumptions
In the process of applying the Credit Union’s accounting policies, management has made the following
judgements, estimations and assumptions, which have the most significant effect on the amounts recognized in
the consolidated financial statements.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Allowance for doubtful loans
The Credit Union reviews its loan portfolio to assess the allowance for doubtful loans at least on a quarterly
basis. In determining whether an allowance for doubtful loans should be recorded in the consolidated
statement of net income and comprehensive income, the Credit Union makes judgements as to whether there is
any observable data indicating an impairment trigger followed by a measurable decrease in the estimated future
cash flows from a portfolio of loans before the decrease can be identified with that portfolio. This evidence may
include observable data indicating that there has been an adverse change in the payment status of borrowers in
the group, or national or local economic conditions that correlate with defaults on assets in the Credit Union.
Management uses estimates based on historical loss experience for assets with credit risk characteristics and
objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The
methodology and assumptions used for estimating both the amount and timing of future cash flows are
reviewed regularly to reduce any differences between loss estimates and actual loss experience.
Further details of the allowance for doubtful loans are disclosed in note 7.
Measurement of income taxes
Management exercises judgement in estimating the provision for income taxes. The Credit Union is subject to
income tax laws in the federal and provincial jurisdictions where it operates. Various tax laws are potentially
subject to different interpretations by the Credit Union and the relevant tax authority. To the extent that the
Credit Union’s interpretations differ from those of tax authorities or the timing of realization is not as expected,
the provision for income taxes may increase or decrease in future periods to reflect actual experience.
Significant management judgement is also required to determine the deferred tax balances. Management is
required to determine the amount of deferred tax assets and liabilities that can be recognized, based on their
best estimate of the likely timing that the temporary difference will be realized, and of the likelihood that
taxable profits will exist in the future.
Further details of the measurement of income taxes are disclosed in note 15.
Recognition of securitization arrangements
As part of its program of liquidity, capital and interest rate risk management, the Credit Union enters into
arrangements to fund growth by entering into mortgage securitization arrangements. As a result of these
transactions and depending on the nature of the arrangement, the Credit Union may be subject to the
recognition of the funds received as secured borrowings and the continued recognition of the securitized assets.
The determination of the requirements for continued recognition requires significant judgement.
Further details of securitization arrangements are disclosed in note 21.
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Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

Fair value of financial instruments
The fair value of financial instruments where no active market exists or where quoted prices are not otherwise
available are determined by a service provider by using valuation techniques. In these cases, the fair values are
estimated from observable data in respect of similar financial instruments or using models. Where market
observable inputs are not available, they are estimated based on appropriate assumptions. To the extent
practical, models used by the service provider use only observable data provided by management; however,
areas such as credit risk, volatilities and correlations require management to make estimates. Changes in
assumptions about these factors could affect the disclosed fair value of financial instruments. The fair value of
financial instruments is disclosed in note 17.

5

Standards and interpretations issued but not yet effective
Future accounting changes
Accounting standards that have been issued but are not yet effective are listed below. The Credit Union has not
yet assessed the impact of these standards and amendments or determined whether it will early adopt them.
i)

IFRS 7 – “Financial Instruments: Disclosures”
IFRS 7 was amended in December 2011 to require additional financial instrument disclosures upon
transition from IAS 39 – “Financial Instruments: Recognition and Measurement” (IAS 39) to IFRS 9 –
“Financial Instruments” (IFRS 9) which is effective for annual periods beginning on or after January 1,
2018. The amendments are effective on adoption of IFRS 9. The amendments issued are permitted to
be early adopted where IFRS 9 is also early adopted. The Credit Union is evaluating the impact this
amendment will have on the consolidated financial statements.

ii)

IFRS 9 - “Financial Instruments”
IFRS 9 is a three-part standard aimed at reducing complexity in reporting financial instruments by
replacing the different rules in IAS 39, “Financial Instruments - Recognition and Measurement”. The
project has been divided into three phases: Phase 1 - Classification and Measurement, Phase 2 Impairment, and Phase 3 - Hedge Accounting. Phase 1 - Classification and Measurement was issued in
November 2009 and amended in October 2010. It requires financial assets to be recorded at amortized
cost or fair value, depending on the entity’s business model for managing the assets and their
associated cash flow characteristics. All financial assets are to be measured at fair value on the balance
sheet if they are not measured at amortized cost. At initial recognition, an entity may irrevocably
designate a financial asset as measured at fair value through profit or loss (FVTPL), if doing so
eliminates or significantly reduces a measurement recognition inconsistency that would otherwise arise
from measuring assets or liabilities or recognizing the gains and losses on them on different bases.
Phase 2 - Impairment was completed in July 2014, and introduced a new expected loss impairment
methodology that will result in more timely recognition of impairment losses. Phase 3 - Hedge
Accounting was completed in November 2013. This phase replaces the rule-based hedge accounting
requirements in IAS 39 to more closely align the accounting with risk management activities.
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The complete standard was issued by the IASB in July 2014, and is effective for annual periods
beginning on or after January 1, 2018. Early application is permitted.
The Credit Union is evaluating the impact this standard will have on the consolidated financial
statements.
iii)

IFRS 15 – “Revenue from Contracts with Customers”
IFRS 15 was issued in May 2014, and is intended to replace IAS 18, IAS 11 – “Construction Contracts”,
and related IFRICs. The standard was issued as a result of an ongoing project to align revenue
recognition between IFRS and U.S. Generally Accepted Accounting Principles, and applies to revenue
arising from contracts with customers, including service contracts. This standard is effective for annual
periods beginning on or after January 1, 2018. Early adoption is permitted. The Credit Union is
evaluating the impact this standard will have on the consolidated financial statements.

iv)

IFRS 16 - “Leases”
IFRS 16 was issued in January 2016 and is intended to replace IAS 17 “Leases”, and related IFRICs. The
standard provides a single lessee accounting model, requiring lessees to recognize assets and liabilities
for all leases unless the lease term is 12 months or less or the underlying asset has a low value. The
standard is effective for annual periods beginning on or after January 1, 2019. The Credit Union is
evaluating the impact this standard will have on the consolidated financial statements.

v)

IAS 7 – “Statement of Cash Flows”
In January 2016, IAS 7 was amended to require disclosures about changes in liabilities arising from
financing activities, including both changes arising from cash flows and non-cash changes. These
amendments are effective for annual periods beginning on or after January 1, 2017. The Credit Union
does not expect this amendment to significantly impact the consolidated financial statements.

vi)

IAS 12 “Income Taxes”
In January 2016, IAS 12 was amended to clarify guidance in the standard related to the measurement of
deductible temporary differences for unrealized losses on debt instruments at fair value, the estimation
of probable future taxable profits, and the assessment of deferred tax assets in combination with other
deferred tax assets. The amendments are effective for annual periods beginning on or after January 1,
2017. The Credit Union is evaluating the impact this standard will have on the consolidated financial
statements.

vii)

Annual Improvements
The annual improvements process is used to make necessary but non-urgent changes to IFRSs that are
not included in other projects.
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The annual improvement cycle for 2014-2016 was issued in December 2016 by the IASB and included
minor amendments to IFRS 1 – “First-time Adoption of International Financial Reporting Standards”,
IFRS 12 – “Disclosure of Interests in Other Entities”, and IAS 28 – “Investments in Associates and
Joint Ventures”. The amendments to IFRS 12 are effective for annual periods beginning on or after
January 1, 2017. The amendments to IFRS 1 and IAS 28 are effective for annual periods beginning on
or after January 1, 2018. The Credit Union does not expect these amendments to significantly impact
the consolidated financial statements.

6

Investments
The carrying value of the Credit Union’s investments by financial instrument categories are as follows:
December 31, 2016
AFS
$

L&R
$

HTM
$

Total
$

37,833,610
-

627,952,500

-

37,833,610
627,952,500

37,833,610

627,952,500

-

665,786,110

5,043,363

-

-

5,043,363

CMHC insured mortgage pools

-

16,937,547

-

16,937,547

City of Steinbach debentures

-

-

104,499

104,499

42,876,973

644,890,047

104,499

687,871,519

-

577,427

-

577,427

42,876,973

645,467,474

104,499

688,448,946

Credit Union Central of Manitoba
Shares
Term deposits

Concentra Financial Services
Association
Shares

Accrued interest receivable
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December 31, 2015
AFS
$

L&R
$

HTM
$

Total
$

37,840,710
-

530,381,250

-

37,840,710
530,381,250

37,840,710

530,381,250

-

568,221,960

5,005,030

-

-

5,005,030

CMHC insured mortgage pools

-

44,415,247

-

44,415,247

City of Steinbach debentures

-

-

206,698

206,698

42,845,740

574,796,497

206,698

617,848,935

-

513,761

-

513,761

42,845,740

575,310,258

206,698

618,362,696

Credit Union Central of Manitoba
Shares
Term deposits

Concentra Financial Services
Association
Shares

Accrued interest receivable

Investment interest rates and maturities range as follows:
2016
Interest rates
ranging from
Term deposits
Debentures
CMHC insured mortgage pools

Maturity dates
ranging from

0.55% - 0.95%
30 - 90 days
2.25% - 4.60% 30 days - 5 years
3.47% - 3.99%
1 year

2015
Interest rates
ranging from
0.11% - 0.80%
2.25% - 4.60%
3.47% - 3.99%

Maturity dates
ranging from
30 - 90 days
1 - 5 years
1 - 2 years

(13)

Steinbach Credit Union Limited
Notes to Consolidated Financial Statements
December 31, 2016

7

Loans to members
At December 31, 2016, loans to members are presented net of allowances for doubtful loans totalling $8,191,324
(2015 - $8,633,281), consisting of individually significant allowances of $5,918,046 (2015 - $4,043,596) for
loans considered impaired and $2,273,278 (2015 - $4,589,685) as collective allowances.
December 31, 2016
Gross loan
balance
$

Allowances
$

Net loan
balance
$

Consumer
Agricultural
Commercial

2,418,820,183
343,785,556
1,462,822,572

(2,181,660)
(3,736,386)

2,416,638,523
343,785,556
1,459,086,186

Accrued interest
Collective allowances

4,225,428,311
6,357,942
-

(5,918,046)
(2,273,278)

4,219,510,265
6,357,942
(2,273,278)

4,231,786,253

(8,191,324)

4,223,594,929

Current
Non-current

907,614,833
3,315,980,096
December 31, 2015
Gross loan
balance
$

Allowances
$

Net loan
balance
$

Consumer
Agricultural
Commercial

2,285,212,420
353,451,719
1,347,351,091

(3,016,353)
(1,027,243)

2,282,196,067
353,451,719
1,346,323,848

Accrued interest
Collective allowances

3,986,015,230
6,336,029
-

(4,043,596)
(4,589,685)

3,981,971,634
6,336,029
(4,589,685)

3,992,351,259

(8,633,281)

3,983,717,978

Current
Non-current

850,987,547
3,132,730,431
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Loans individually impaired
The following schedule provides the amount of impaired loans in each of the major loan categories together
with the individually significant loan allowances relating to these loans:
December 31, 2016
Impaired
loan
balance
$

Individually
significant
allowances
$

Net impaired
loan
balance
$

Fair value of
collateral
$

Consumer
Commercial

5,350,278
34,173,176

(2,181,660)
(3,736,386)

3,168,618
30,436,790

3,437,186
29,809,473

Accrued interest

39,523,454
186,466

(5,918,046)
-

33,605,408
186,466

33,246,659
-

39,709,920

(5,918,046)

33,791,874

33,246,659

December 31, 2015

Consumer
Commercial

Accrued interest

Impaired
loan
balance
$

Individually
significant
allowances
$

Net impaired
loan
balance
$

Fair value of
collateral
$

5,624,501
4,483,768

(3,016,353)
(1,027,243)

2,608,148
3,456,525

4,248,653
5,940,891

10,108,269
186,011

(4,043,596)
-

6,064,673
186,011

10,189,544
-

10,294,280

(4,043,596)

6,250,684

10,189,544

The Credit Union has estimated the fair value of collateral based on an updated assessment of the security
appraisal undertaken at the original funding assessment and management’s knowledge of the market value of
the security.
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The total allowance for doubtful loans consists of:
December 31, 2016
Consumer
$
Individually significant allowance
Collective allowance

Agricultural
$

Commercial
$

Total
$

(2,181,660)
(1,329,143)

-

(3,736,386)
(944,135)

(5,918,046)
(2,273,278)

(3,510,803)

-

(4,680,521)

(8,191,324)

December 31, 2015
Consumer
$
Individually significant allowance
Collective allowance

Agricultural
$

Commercial
$

Total
$

(3,016,353)
(2,252,398)

-

(1,027,243)
(2,337,287)

(4,043,596)
(4,589,685)

(5,268,751)

-

(3,364,530)

(8,633,281)
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The change in the allowance for doubtful loans is as follows:
2016
Consumer

Balance - beginning
of year
Reversal of
impairment
Increase (decrease)
in impairment
provision
Loans written off in
the year
Balance - end of
year

Agricultural

Commercial

Individual
significant
allowance
$

Collective
allowance
$

Individual
significant
allowance
$

Collective
allowance
$

Individual
significant
allowance
$

Collective
allowance
$

3,016,353

2,252,398

-

-

1,027,243

2,337,287

-

-

-

(989,999)
656,854

(152,068)

-

3,906

(501,548)

(771,187)

-

(3,906)

2,181,660

1,329,143

-

-

(228,082)
3,157,514
(220,289)
3,736,386

(1,333,166)
(59,986)
944,135
2015

Consumer

Balance - beginning
of year
Reversal of
impairment
Increase in
impairment
provision
Loans written off in
the year
Balance - end of
year

Agricultural

Commercial

Individual
significant
allowance
$

Collective
allowance
$

Individual
significant
allowance
$

Collective
allowance
$

Individual
significant
allowance
$

Collective
allowance
$

2,205,938

2,573,007

-

399,803

713,547

3,695,318

-

-

(399,803)

(169,170)

(1,242,718)

2,291,977

91,883

-

3,341

977,076

(1,021,700)

(412,492)

-

(3,341)

(494,210)

(459,862)

3,016,353

2,252,398

-

-

1,027,243

(115,313)
2,337,287
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Loans past due but not impaired
A loan is considered past due when a counterparty has not made a payment by the contractual due date. The
following table presents the carrying value of loans at December 31 that are past due but not classified as
impaired because they are either (i) less than 90 days past due, or (ii) fully-secured and collection efforts are
reasonably expected to result in repayment.
2016

Consumer
Agricultural
Commercial

1 - 30 days
$

31 - 60 days
$

61 days and
greater
$

Total
$

36,153,067
432,194
2,853,526

6,177,024
10,000
6,032,880

1,402,208
42,561

43,732,299
442,194
8,928,967

39,438,787

12,219,904

1,444,769

53,103,460
2015

Consumer
Agricultural
Commercial

1 - 30 days
$

31 - 60 days
$

61 days and
greater
$

Total
$

27,573,468
539,871
7,885,592

3,762,183
740,225

537,759
90,000
408,550

31,873,410
629,871
9,034,367

35,998,931

4,502,408

1,036,309

41,537,648

The principal collateral and other credit enhancements the Credit Union holds as security for loans include
(i) insurance and title over residential lots and properties, (ii) recourse to business assets such as real estate,
equipment, inventory and accounts receivable, (iii) recourse to the commercial real estate properties being
financed, and (iv) recourse to liquid assets, guarantees and securities. Upon initial recognition of loans to
members, the fair value of collateral is based on valuation techniques commonly used for the corresponding
assets. In subsequent periods, valuations of collateral are updated periodically depending on the nature of the
collateral. The Credit Union has policies in place to monitor the existence of undesirable concentration in the
collateral supporting its credit exposure.
During the year ended December 31, 2016, the Credit Union did not acquire any assets in respect of delinquent
loans.
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8

Property, equipment and intangible asset
The movements in property, equipment and intangible asset were as follows:
Property and equipment

Land
$

Buildings
$

Furniture
and
equipment
$

Computer
equipment
$

Year ended
December 31, 2015
Opening net book value 7,194,927
Additions
6,517,156
Transfers
Disposals
Depreciation
-

25,953,669
6,762,277
32,634,427
(1,307,261)

1,072,020
4,569,212
(474,526)

643,887
1,204,965
(1,024)
(392,410)

Closing net book value 13,712,083

64,043,112

5,166,706

1,455,418

74,924,686

10,043,350

(10,881,574)

CIP
$

Total

Banking
software
$

$

67,498,930
19,053,610
(1,024)
(2,174,197)

988,219
(247,055)

68,487,149
19,053,610
(1,024)
(2,421,252)

-

84,377,319

741,164

85,118,483

9,544,355

-

108,224,474

2,223,494

110,447,968

(4,876,644)

(8,088,937)

-

(23,847,155)

(1,482,330)

(25,329,485)

64,043,112

5,166,706

1,455,418

-

84,377,319

741,164

85,118,483

Year ended
December 31, 2016
Opening net book value 13,712,083
Additions
26,072
Disposals
Depreciation
-

64,043,112
1,101,014
(28,697)
(1,867,499)

5,166,706
111,043
(707,364)

1,455,418
468,216
(585)
(493,259)

-

84,377,319
1,706,345
(29,282)
(3,068,122)

741,164
(247,055)

85,118,483
1,706,345
(29,282)
(3,315,177)

Closing net book value 13,738,155

63,247,930

4,570,385

1,429,790

-

82,986,260

494,109

83,480,369

75,997,003

10,154,393

10,011,986

-

109,901,537

2,223,494

112,125,031

(12,749,073)

(5,584,008)

(8,582,196)

-

(26,915,277)

(1,729,385)

(28,644,662)

63,247,930

4,570,385

1,429,790

-

82,986,260

At December 31, 2015
Acquisition cost
13,712,083
Accumulated
depreciation
Net book value

13,712,083

At December 31, 2016
Acquisition cost
13,738,155
Accumulated
depreciation
Net book value

13,738,155

32,634,427
(32,634,427)
-

Total
$

Intangible
asset

494,109

83,480,369
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9

Other assets
2016
$

2015
$

Accounts receivable
Prepaid expenses

3,935,660
2,756,156

3,875,305
2,653,311

Total

6,691,816

6,528,616

Current
Non-current

5,113,198
1,578,618

5,079,258
1,449,358

The carrying value above reasonably approximates fair value at the statement of financial position date.

10 Line of credit
The Credit Union has approved lines of credit equal to 10% of its members’ deposits with Central
($456,927,565). The line of credit with Central is payable on demand with interest payable on a variable rate
basis. As collateral for the line of credit, the Credit Union has pledged an assignment of shares and deposits in
Central and a general assignment of loans receivable from members. At December 31, 2016, $nil of the line of
credit was utilized (2015 - $nil).

11 Members’ deposits
2016
$

2015
$

Savings
Chequing
Term deposits
Registered products
Inactive accounts

2,500,959,116
490,882,369
564,327,815
999,041,805
583,519

2,439,368,989
434,658,610
538,573,839
936,477,680
264,004

Accrued interest

4,555,794,624
13,481,023

4,349,343,122
13,609,944

4,569,275,647

4,362,953,066

4,032,030,582
537,245,065

3,773,345,589
589,607,477

Current
Non-current

At December 31, members’ deposits amounting to $1,022,994,356 (2015 - $975,994,068) are at fixed interest
rates and all other members’ deposits, amounting to $3,546,281,291 (2015 - $3,386,958,998) are at variable
rates.
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12 Accounts payable

The Deposit Guarantee Corporation of Manitoba assessment
Accrued expenses and payables
Certified cheques
Patronage refund

2016
$

2015
$

906,456
14,265,085
1,056,477
7,500,000

870,671
12,668,480
1,542,113
5,000,000

23,728,018

20,081,264

Due to the short-term nature of these items, the carrying value above reasonably approximates fair value at the
statement of financial position dates. All accounts payable are current.

13 Capital disclosures
Regulations to the Act establish the following requirements with respect to capital and liquidity reserves:
Capital requirements
The Credit Union shall maintain a level of capital, which is comprised of members’ equity, that meets or exceeds
the following requirements:
a)

Total regulatory capital - its capital shall not be less than 5% of the book value of its assets;

b)

Retained surplus - its retained surplus shall not be less than 3% of the book value of its assets; and

c)

Risk weighted capital - a tiered level of capital shall not be less than 8% of the risk-weighted value of its
assets as defined in the Regulations.

The capital calculations as at December 31 are as follows:
2016
As a
percentage
of assets
Total regulatory capital
Retained surplus
Risk weighted capital

6.59
6.58
12.28

2015
As a
percentage
of assets
6.41
6.40
11.88

The Credit Union is in compliance with the capital requirements at December 31, 2016 and 2015.
Liquidity reserve
The Credit Union shall maintain in funds on hand and on deposit and investments in Central not less than 8%
of its total members’ deposits.
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The liquidity requirements as at December 31 are as follows:

Liquidity reserve

2016
%

2015
%

14.23

13.17

The Credit Union is in compliance with the liquidity reserve requirements at December 31, 2016 and 2015.
Capital is managed in accordance with policies established by the Board. Management regards a strong capital
base as an integral part of the Credit Union’s strategy. The Credit Union has a capital plan to provide a
long-term forecast of capital requirements. All of the elements of capital are monitored throughout the year,
and modifications of capital management strategies are made as appropriate.

14 Members’ shares
Each member of the Credit Union has one vote, regardless of the number of shares that a member holds.
Each member must purchase one common share. No member may hold more than 10% of the issued shares in
any class.
Authorized shares
Common shares
Authorized common share capital consists of an unlimited number of common shares, with an issue price
per share to be not less than $5 and redeemable in the amount of consideration received for the share. The
total amount of common shares purchased or redeemed by the Credit Union shall not reduce the Credit
Union’s equity below 5% of assets.
Issued shares

Common shares

2016
$

2015
$

430,725

422,745
Number of shares

2016

2015

Balance - beginning of year
Shares issued during the year
Shares redeemed during the year

84,549
4,817
(3,221)

83,053
4,737
(3,241)

Balance - end of year

86,145

84,549
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15 Income taxes
The significant components of the provision for income taxes included in the consolidated statement of net
income and comprehensive income are composed of:
2016
$
Current income taxes
Based on current year taxable income
Adjustment recognized for current tax of prior periods

Deferred income taxes
Origination and reversal of temporary differences

2015
$

4,275,000
-

4,740,000
(740,000)

4,275,000

4,000,000

2016
$

2015
$

800,000

1,000,000

The Credit Union provides for income taxes at statutory rates as determined below:

Federal base rate
Federal abatement
Additional deduction for credit unions
Net federal tax rate
Provincial tax rate

2016
%

2015
%

38.00
(10.00)
(13.87)

38.00
(10.00)
(14.29)

14.13
1.00

13.71
2.34

15.13

16.05

Reasons for the difference between tax expense for the year and the expected income taxes based on the
statutory rate of 15.13% (2015 - 16.05%) are as follows:

Net income before income taxes
Expected provision for income taxes at statutory rates
Non-deductible portion of expenses
Adjustment recognized for tax of prior periods
Other
Provision for income taxes

2016
$

2015
$

32,018,844

31,979,864

4,844,451

5,132,768

72,576
157,973
5,075,000

90,092
(740,000)
517,140
5,000,000
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Based on the Income Tax Act, Credit Unions are entitled to a deduction from taxable income related to
payments in respect of shares and therefore any dividends paid or payable by the Credit Union would result in
tax savings of 12% or 27% depending on the level of taxable income of the Credit Union in the year.
Components of the deferred tax assets and liabilities are as follows:

Deferred tax assets
Loans to members
Accounts payable

Deferred tax liabilities
Capital cost allowance in excess of depreciation
Total deferred taxes

2016
$

2015
$

601,667
799,262

1,048,749
746,311

1,400,929

1,795,060

1,316,054

910,185

84,875

884,875

The Credit Union has no material unrecognized temporary differences related to its wholly-owned subsidiary
and associates.

Deferred tax assets
Deferred tax assets to be recovered within 12 months
Deferred tax assets to be recovered after more than 12 months

Deferred tax liabilities
Deferred tax liabilities to be recovered after more than 12
months
Net deferred tax asset

2016
$

2015
$

799,262
601,667

746,311
1,048,749

1,400,929

1,795,060

1,316,054

910,185

84,875

884,875

16 Risk management
The Credit Union’s risk management policies are designed to identify and analyse risks, to set appropriate risk
limits and controls, and to monitor the risks and adherence to limits by means of reliable and up-to-date
information systems. The Credit Union follows an enterprise risk management framework which involves
identifying particular events or circumstances relevant to its objectives, assessing them in terms of probability
and magnitude, determining a response strategy and monitoring progress. The Credit Union regularly reviews
its risk management policies and systems to take account of changes in markets and products.
Risk management is carried out by management who reports to the Board. The Board provides written
principles for risk tolerance and overall risk management. Management reports to the Board on the Credit
Union’s compliance with the risk management policies.
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Financial instruments comprise the majority of the Credit Union’s assets and liabilities. The Credit Union
accepts deposits from members at both fixed and floating rates for various periods. The Credit Union seeks to
earn an interest rate margin by investing these funds in high quality financial instruments - principally loans
and mortgages. The primary types of financial risk which arise from this activity are interest rate, credit,
liquidity, foreign exchange and price risk.
The following table describes the significant financial instrument activity undertaken by the Credit Union, the
risks associated with such activities and the types of methods used in managing those risks.
Activity

Risks

Method of managing risks

Investments, funds on hand and on
deposit

Sensitivity to changes in interest
rates, liquidity, foreign exchange
rates, and credit risk

Asset-liability matching, monitoring
of investment restrictions and
monitoring of counterparty risk

Loans to members

Sensitivity to changes in interest
rates, liquidity and credit risk

Asset-liability matching, periodic
use of derivatives and monitoring
of counterparty risk

Members’ deposits

Sensitivity to changes in interest
rates, liquidity and foreign
exchange rates

Asset-liability matching, periodic
use of derivatives

Interest rate risk
Cash flow interest rate risk is the risk that the future cash flows of the Credit Union’s financial instruments will
fluctuate due to changes in market interest rates. Fair value interest rate risk is the risk that the value of a
financial instrument will fluctuate because of changes in prevailing market interest rates. Financial margin
reported in the consolidated statement of net income and comprehensive income may increase or decrease in
response to changes in market interest rates. Accordingly, the Credit Union sets limits on the level of mismatch
of interest rate repricing that may be undertaken, which is monitored by management and reported to the
Board.
In managing interest rate risk, the Credit Union relies primarily upon the use of asset-liability and interest rate
sensitivity models. Periodically, the Credit Union may enter into interest rate swaps to adjust the exposure to
interest rate risk by modifying the repricing of the Credit Union’s financial instruments. The Credit Union has
not entered into any interest rate swaps in the current year.
Sensitivity analysis is used to assess the change in value of the Credit Union’s financial instruments against a
range of incremental basis point changes in interest rates over a twelve month period. Interest rate shock
analysis is calculated in a similar manner to sensitivity analysis but involves a more significant change of 100
basis points or greater in interest rates. Sensitivity analysis and interest rate shock analysis are calculated on a
monthly basis and are reported to the Board. Based on current differences between financial assets and
financial liabilities as at December 31, 2016, the Credit Union estimates that an immediate and sustained 100
basis point increase in interest rates would decrease net interest income by $5,047,945 (2015 - $3,926,780)
over the next twelve months while an immediate and sustained 100 basis point decrease in interest rates would
increase net interest income by $5,047,945 (2015 - $3,926,780) over the next twelve months.
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Other types of interest rate risk may involve basis risk, the risk of loss arising from changes in the relationship
of interest rates which have similar but not identical characteristics (for example the difference between prime
rates and the Canadian Deposit Offering Rate) and prepayment risk (the risk of loss of interest income arising
from the early repayment of fixed rate mortgages and loans). These risks are also monitored on a regular basis
and are reported to the Board.
The following schedule shows the Credit Union’s sensitivity to interest rate changes as at December 31, 2016.
Amounts with floating rates or due or payable on demand are classified as less than one year, regardless of
maturity. Loans and deposits subject to fixed rates are based on contractual terms. Amounts that are not
interest sensitive have been grouped together.

Expected repricing or maturity date
Less than one year
1 to 2 years
2 to 3 years
3 to 4 years
4 to 5 years
Over 5 years
Not interest sensitive

Assets
$

Liabilities
and
members’
equity
$

3,257,779,465
308,492,053
262,919,779
480,000,902
554,206,746
30,822,263
142,956,383

3,534,771,634
231,708,851
125,464,486
149,672,494
131,573,097
863,987,029

5,037,177,591

5,037,177,591

Net asset/
liability gap
$
(276,992,169)
76,783,202
137,455,293
330,328,408
422,633,649
30,822,263
(721,030,646)
-

The average rate for interest bearing assets is 2.85% (2015 - 2.96%) and for interest bearing liabilities is 1.76%
(2015 - 1.81%).
Interest sensitive assets and liabilities cannot normally be perfectly matched by amount and term to maturity.
One of the roles of a credit union is to intermediate between the expectations of borrowers and depositors.
Credit risk
Credit risk is the risk that a Credit Union member or counterparty will be unable to pay amounts in full when
due. Impairment provisions are provided for losses that have been incurred at the date of the consolidated
statement of financial position. Significant changes in the economy of Manitoba or deterioration in lending
sectors which represent a concentration within the Credit Union’s loan portfolio may result in losses that are
different from those provided for at the date of the consolidated statement of financial position. Credit risk is
the single largest risk for the Credit Union’s business; management therefore carefully manages its exposure to
credit risk. Management carefully monitors and manages the Credit Union’s exposure to credit risk by a
combination of methods. Credit risk arises principally from lending activities that result in loans to members
and investing activities that result in investments in cash resources. There is also credit risk in unfunded loan
commitments. The overall management of credit risk is reported to the Board.
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Concentration of loans is managed by the implementation of sectoral and member specific limits as well as the
periodic use of syndications with other financial institutions to limit the potential exposure to any one member.
The Board is responsible for approving and monitoring the Credit Union’s tolerance for credit exposures which
it does through review and approval of the Credit Union’s lending policies and credit scoring system and
through setting limits on credit exposures to individual members and across sectors. The Credit Union
maintains levels of borrowing approval limits and prior to advancing funds to a member, an assessment of the
credit quality of the member is made. The Credit Union emphasises responsible lending in its relationships with
members and to establish that loans are within the member’s ability to repay, rather than relying exclusively on
collateral.
The estimation of credit exposure is complex and requires the use of models, as the value of a product varies
with changes in market variables, expected cash flows and the passage of time. The assessment of credit risk of
a portfolio of assets entails further estimations as to the likelihood of defaults occurring, of the associated loss
ratios and of default correlations between counterparties.
The Credit Union has developed models to support the quantification of the credit risk. These rating and
scoring models are in use for all key credit portfolios and form the basis for measuring default risks. In
measuring credit risk of loan and advances at a counterparty level, the Credit Union considers three
components: (i) the “probability of default” by the client or counterparty on its contractual obligations; (ii)
current exposures to the counterparty and its likely future development, from which the Credit Union derives
the “exposure at default”; and (iii) the likely recovery ratio on the defaulted obligations (the loss given default).
The models are reviewed regularly to monitor their robustness relative to actual performance and amended as
necessary to optimise their effectiveness.
The classes of financial instruments to which the Credit Union is most exposed are loans to members, funds on
hand and on deposit and investments. The maximum exposure to credit risk from financial assets is as follows:
December 31, 2016
Outstanding
$

Undrawn
commitments
$

Total
exposure
$

Funds on hand and on deposit
Investments
Consumer loans
Agricultural loans
Commercial loans
Accrued interest

23,609,637
688,448,946
2,418,820,183
343,785,556
1,462,822,572
6,357,942

284,800,159
81,019,696
215,668,642
-

23,609,637
688,448,946
2,703,620,342
424,805,252
1,678,491,214
6,357,942

Total exposure

4,943,844,836

581,488,497

5,525,333,333

Credit risk exposure
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December 31, 2015
Outstanding
$

Undrawn
commitments
$

Total
exposure
$

Funds on hand and on deposit
Investments
Consumer loans
Agricultural loans
Commercial loans
Accrued interest

45,843,415
618,362,696
2,285,212,420
353,451,719
1,347,351,091
6,336,029

254,164,046
71,580,843
214,372,501
-

45,843,415
618,362,696
2,539,376,466
425,032,562
1,561,723,592
6,336,029

Total exposure

4,656,557,370

540,117,390

5,196,674,760

Credit risk exposure

The above table represents a worst-case scenario of credit risk exposure to the Credit Union at December 31,
2016 and 2015, without taking into account any collateral held or other credit enhancements attached.
a)

Funds on hand and on deposit and investments
Credit risk related to funds on hand and on deposit and investments is considered insignificant as
substantially all of these assets are invested with Central.

b)

Consumer loans
Consumer loans primarily consist of personal loans and $2,163,090,337 (2015 - $2,021,812,505) of real
estate mortgages which are fully secured by residential property. The Credit Union’s policy is to not exceed
a loan-to-value ratio of 80%.

c)

Agricultural and commercial loans and lines of credit
The Credit Union often takes security as collateral consistent with other lending institutions. The Credit
Union maintains guidelines on the acceptability of specific types of collateral. Collateral may include
mortgages over residential properties and charges over business assets such as premises, inventory and
accounts receivable. Where significant impairment indicators are identified, the Credit Union will take
additional measures to manage the risk of default, which may include seeking additional collateral.
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The Credit Union’s commercial lending is diversified by industry type, as follows:

Agricultural
Commercial rental
Construction
Hospitality
Industrial
Residential rental
Retail

2016
%

2015
%

19.6
43.5
5.1
8.7
12.3
9.2
1.6

21.4
42.4
5.8
8.5
12.2
7.8
1.9

The credit quality of the loan portfolio for those loans which are neither past due or impaired can be assessed by
reference to the Deposit Guarantee Corporation of Manitoba’s (Deposit Guarantee Corporation) risk rating
model. The Credit Union assesses the probability of a default using the below risk rating tools and taking into
account statistical analysis as well as the experience and judgement of the Credit department.

Excellent risk
Very good risk
Good risk
Acceptable risk
Caution risk
At risk
Impaired - no reserve
Impaired - reserve

2016
%

2015
%

3.2
6.7
31.7
51.7
4.9
1.4
0.3
0.1

3.6
7.2
37.7
45.5
5.0
0.6
0.2
0.2

Liquidity risk
Liquidity risk is the risk that the Credit Union will encounter difficulty in meeting obligations associated with
financial liabilities that are settled by delivering cash or another financial asset. To mitigate this risk, the Credit
Union is required to maintain, in the form of cash and term deposits, a minimum liquidity at all times as
described in note 13. The Credit Union’s own risk management policies require it to maintain sufficient liquid
resources to cover cash flow imbalances, to retain member confidence in the Credit Union and to enable the
Credit Union to meet all financial obligations. This is achieved through maintaining a prudent level of liquid
assets, through management control of the growth of the loan portfolio, securitizations and asset-liability
maturity management techniques. Management monitors rolling forecasts of the Credit Union’s liquidity
requirements on the basis of expected cash flows as part of its liquidity management.
The following table summarizes the undiscounted cash flows of financial assets and liabilities by contractual or
expected maturity.
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The remaining contractual maturity of recognized financial instruments as at December 31, 2016 is as follows:
Payable on a fixed date
Payable on
demand
$

Less than 1
year
$

1 to 2 years
$

2 to 5 years
$

Total
$

23,609,637
38,454,400
1,519,264,857

644,890,047
284,289,207

432,868,979

5,104,499
1,995,363,210

23,609,637
688,448,946
4,231,786,253

-

3,935,660

-

-

3,935,660

1,581,328,894

933,114,914

432,868,979

2,000,467,709

4,947,780,496

Financial liabilities
Members’ deposits 3,559,761,528
Accounts payable
Secured borrowing
7,940,260

476,002,734
23,728,018
-

231,708,851
-

301,802,534
104,501,476

4,569,275,647
23,728,018
112,441,736

3,567,701,788

499,730,752

231,708,851

406,304,010

4,705,445,401

Financial assets
Funds on hand and
on deposit
Investments
Loans to members
Other financial
assets

The remaining contractual maturity of recognized financial instruments as at December 31, 2015 is as follows:
Payable on a fixed date
Payable on
demand
$

Less than 1
year
$

1 to 2 years
$

2 to 5 years
$

Total
$

45,843,415
38,359,501
1,545,589,471

543,604,596
277,628,646

31,191,901
346,447,041

5,206,698
1,822,686,100

45,843,415
618,362,696
3,992,351,258

-

3,875,306

-

-

3,875,306

1,629,792,387

825,108,548

377,638,942

1,827,892,798

4,660,432,675

Financial liabilities
Members’ deposits 3,400,801,503
Accounts payable
Secured borrowing
8,429,115

376,229,784
20,081,264
-

287,603,632
-

298,318,147
57,746,656

4,362,953,066
20,081,264
66,175,771

3,409,230,618

396,311,048

287,603,632

356,064,803

4,449,210,101

Financial assets
Funds on hand and
on deposit
Investments
Loans to members
Other financial
assets
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Foreign exchange risk
Foreign exchange risk is the risk that arises when commercial transactions or recognized assets or liabilities are
denominated in a foreign currency. Foreign exchange risk is not considered significant at this time as the Credit
Union does not engage in any active trading of foreign currency positions or hold significant foreign currency
denominated financial instruments for an extended period.
As at December 31, 2016, the Credit Union had U.S. $nil (2015 - U.S. $nil) of notional principal in foreign
exchange forward agreements to sell U.S. dollars, and U.S. $nil (2015 - U.S. $nil) of notional principal in
foreign exchange forward agreements to buy U.S. dollars. These amounts are not indicative of the underlying
credit risk. The credit risk is represented by the cost to replace the agreement with one of the counterparties at
December 31, 2016. This cost would be incurred only in the event of failure by the counterparty to honour its
contractual obligations. The counterparties for all agreements are restricted to the major chartered banks and
members of the Credit Union, and it is management’s assessment that an event of failure is remote and that the
associated credit risk is insignificant.
Price risk
Price risk arises from changes in market risks, other than interest rate, credit, liquidity or foreign exchange risk,
causing fluctuations in the fair value or future cash flows of a financial instrument. Price risk is not considered
significant at this time.

17 Fair value of financial instruments
Differences between book value and fair value of investments, loans to members, member deposits and other
financial assets and liabilities are caused by differences between the interest rate obtained at the time of the
original investment, loan or deposit and the current rate for the same product. Loans to members and member
deposits that are priced with variable rates have a fair value equal to book value, as they are priced at current
interest rates.
While fair value amounts are designed to represent estimates of the amounts at which assets and liabilities
could be exchanged in a current transaction between arm’s length willing parties, the Credit Union normally
holds all of its fixed term investments, loans and deposits to their maturity date. Consequently, the fair values
presented are estimates derived by taking into account changes in the market interest rates and may not be
indicative of the ultimate realizable value. Furthermore, as many of the Credit Union’s financial instruments
lack an available trading market, the fair value of loans and member deposits with fixed rates are estimated
using discounted cash flow models with discount rates based on current market interest rates for similar types
of instruments. The inputs to the valuation model for fixed rate loans include scheduled loan amortization
rates, estimated rates of repayment with the future cash flows discounted using current market rates for
equivalent groups of mortgages or loans. The future cash flows on fixed rate deposits and fixed rate borrowings
are discounted to their estimated present value using a discount rate based on the Credit Union’s posted
interest rates curve which is constructed using the forward yield curve of a closely correlated market rate. Other
inputs may include the addition of an interest rate spread to incorporate an appropriate risk premium over
Government of Canada rates. The significant assumptions included in the determination of fair value include
estimates of credit losses, estimates of interest rates and the estimates of discount rates.
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The most significant assumption relates to the discount rates utilized. It is estimated that a 10 basis point
change in the discount rate would change the fair value of loans to members and investments by approximately
$4,736,496 (2015 - $4,423,462), and the fair value of members’ deposits and secured borrowing by
approximately $1,922,077 (2015 - $1,738,811).
The fair values disclosed exclude the values of assets and liabilities that are not considered financial
instruments such as land, buildings and equipment. The fair values also exclude accounts payable as the fair
values of these financial instruments are estimated to approximate book values.
Fair value of financial assets and liabilities
As at December 31, 2016:
Fair value
greater than
carrying
value
$

AFS
$

Financial assets/
liabilities at cost or
amortized cost
$

Financial assets
Funds on hand and on deposit
Investments
Loans to members

42,876,973
-

23,609,637
645,571,973
4,223,594,929

23,609,637
687,749,204
4,245,035,947

(699,743)
21,441,018

Total financial assets

42,876,973

4,892,776,539

4,956,394,788

20,741,275

Financial liabilities
Members’ deposits
Secured borrowing

-

4,569,275,647
112,441,736

4,576,076,748
111,391,561

6,801,101
(1,050,175)

Total financial liabilities

-

4,681,717,383

4,687,468,309

5,750,926

AFS
$

Financial assets/
liabilities at cost or
amortized cost
$

Financial assets
Funds on hand and on deposit
Investments
Loans to members

42,845,740
-

45,843,415
575,516,956
3,983,717,978

45,843,415
621,036,065
4,010,391,620

2,673,369
26,673,642

Total financial assets

42,845,740

4,605,078,349

4,677,271,100

29,347,011

Financial liabilities
Members’ deposits
Secured borrowing

-

4,362,953,066
66,175,771

4,370,820,606
65,336,418

7,867,540
(839,353)

Total financial liabilities

-

4,429,128,837

4,436,157,024

7,028,187

Estimated
fair value
$

As at December 31, 2015:

Estimated
fair value
$

Fair value
greater than
carrying
value
$
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Fair value hierarchy
Assets and liabilities recorded at fair value in the consolidated statement of financial position are measured and
classified in a hierarchy consisting of three levels for disclosure purposes; the three levels are based on the
priority of the inputs to the respective valuation technique. The fair value hierarchy gives the highest priority to
quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable
inputs (Level 3). An asset or liability’s classification within the fair value hierarchy is based on the lowest level
of significant input to its valuation. The input levels are defined as follows:
•

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities
There are no assets measured at fair value classified as Level 1.

•

Level 2: Quoted prices in markets that are not active or inputs that are observable either directly (i.e., as
prices) or indirectly (i.e., derived from prices)
Level 2 inputs include quoted prices for assets in markets that are considered less active. Assets measured
at fair value and classified as Level 2 include AFS investments and funds on deposit.

•

Level 3: Unobservable inputs that are supported by little or no market activity and are significant to the
estimated fair value of the assets or liabilities
Level 3 assets and liabilities would include financial instruments whose values are determined using
pricing models, discounted cash flow methodologies, or similar techniques, as well as instruments for
which the determination of estimated fair value requires significant management judgement or estimation.
There are no assets carried at fair value classified as Level 3.
While not carried at fair value, fair values are disclosed for funds on hand and on deposit, investments,
loans to members, member deposits and secured borrowings. These financial assets and liabilities would
be classified as Level 3.

18 Investments in associates
2016
$
Beginning of year
Acquisitions
Equity investment profit (loss)
Return of capital

11,031,084
(23,386)
(316,800)

End of year

10,690,898

2015
$
4,227,537
7,109,906
64,441
(370,800)
11,031,084

There were no published price quotations for any associates of the Credit Union. Furthermore, there are no
significant restrictions on the ability of associates to transfer funds to the Credit Union in the form of cash
dividends, or repayment of loans.
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19 Net change in non-cash working capital items
2016
$
Loans to members - net of repayments
Members’ deposits - net of withdrawals
Net increase in secured borrowing
Net increase in investments
Net (increase) decrease in income taxes recoverable
Net increase (decrease) in accounts payable
Net (increase) decrease in other assets

2015
$

(240,991,910)
206,322,581
46,265,965
(70,086,250)
1,927,199
3,646,754
(163,200)

(155,021,494)
237,573,113
63,631,848
(128,008,752)
(2,184,173)
(2,092,203)
756,666

(53,078,861)

14,655,005

20 Transactions with The Deposit Guarantee Corporation of Manitoba, Central and
related parties
The Deposit Guarantee Corporation
The Deposit Guarantee Corporation was incorporated for the purpose of protecting the members of credit
unions/Caisse from financial loss in respect of their deposits with credit unions/Caisse and to ensure credit
unions/Caisse operate under sound business practice. The Deposit Guarantee Corporation guarantees all
deposits of members of Manitoba credit unions/Caisse.
Transactions with the Deposit Guarantee Corporation included assessments of $3,572,004 (2015 - $3,411,314)
and are recorded as member security expense.
Amounts payable at year end are disclosed in note 12.
Central
The Credit Union is a member of Central which acts as a depository for surplus funds, and makes loans to,
credit unions. Central also provides other services for a fee to the Credit Union and acts in an advisory capacity.
Transactions with Central included income earned on investments referred to in note 6 in the amount of
$11,197,213 (2015 - $8,946,813) and fees assessed by Central which include annual affiliation dues in the
amount of $1,124,230 (2015 - $890,117) recorded as organizational expenses.
Compensation of key management personnel
Key management personnel of the Credit Union include all directors and senior management. The summary of
compensation for key management personnel is as follows:

Salaries and other short-term employee benefits

2016
$

2015
$

3,007,360

3,815,391
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As at December 31, 2016, outstanding loans to key management personnel totalled 0.32% (2015 - 1.06%), in
aggregate, of the loans to members of the Credit Union. No provisions have been recognized in respect of loans
issued to related parties in the current year. As at December 31, 2016, outstanding members’ deposits to key
management personnel totalled 0.48% (2015 - 0.29%), in aggregate, of the members’ deposits of the Credit
Union.
Transactions with directors are at terms and conditions as set out by the statutes, by-laws and policies of the
Credit Union. Honouraria and per diems, fees and expenses paid by the Credit Union on behalf of the directors
were $378,068 (2015 - $457,245).
Loans to directors, staff and equity investments
All transactions with the Credit Union’s directors, management and employees were in accordance with the
statutes, by-laws and policies of the Credit Union.
As at December 31, 2016, outstanding loans to directors, management, staff and investments in associates
totalled 2.37% (2015 - 2.91%), in aggregate, of the assets of the Credit Union.

21 Secured borrowing
The Credit Union has entered into asset transfer agreements with other third parties which include
securitization of residential mortgages. The Credit Union reviews transfer agreements in order to determine
whether the transfers of financial assets should result in all or a portion of the transferred mortgages being
derecognized from its consolidated statement of financial position. The derecognition requirements include an
assessment of whether the Credit Union’s rights to contractual cash flows have expired or have been transferred
or whether an obligation has been undertaken by the Credit Union to pay the cash flows collected on the
underlying transferred assets over to a third party. The derecognition standards also include an assessment of
whether substantially all the risks and rewards of ownership have been transferred.
The Credit Union has determined that an amount of $112,441,736 (2015 - $66,175,771) raised from
securitization transactions should be accounted for as a secured borrowing as the Credit Union did not transfer
substantially all of the risks and rewards of ownership, including principal prepayment, interest rate and credit
risk of the mortgages in the securitization transaction. The carrying amount as at December 31, 2016, of the
associated residential mortgages held as security is $112,992,472 (2015 - $66,454,352). As a result of the
transactions, the Credit Union receives the net differential between the monthly interest receipts of the
mortgages and the interest expense on the borrowings. The Credit Union did not enter into any securitization
transactions during the year where all of the risks and rewards of ownership were transferred.

Current
Non-current

2016
$

2015
$

3,454,709
108,987,027

1,960,908
64,214,863

112,441,736

66,175,771
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22 Director and officer indemnification
The Credit Union indemnifies its directors and officers against any and all claims or losses reasonably incurred
in the performance of their service to the Credit Union to the extent permitted by law.

23 Contingencies
The Credit Union, in the course of its operations, is subject to lawsuits. As a policy, the Credit Union will accrue
for losses in instances where it is more likely than not that liabilities have been incurred and where such
liabilities can be reasonably estimated.

24 Pension plan
The Credit Union has a defined contribution pension plan for qualifying employees. The contributions are held
in trust by the Co-operative Superannuation Society Limited and are not recorded in these consolidated
financial statements. The Credit Union matches employee contributions which range between 5% and 7% of the
employee’s salary. The expense and payments for the year ended December 31, 2016 were $1,019,917 (2015 $1,013,746). As a defined contribution pension plan, the Credit Union has no further liability or obligation for
future contributions to fund future benefits to plan members.
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