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February 17, 2016
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, 2015 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, 2015 and its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards.

27 @pees LLAP

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.



Steinbach Credit Union Limited

Consolidated Statement of Financial Position
As at December 31

Assets

Funds on hand and on deposit
Investments (note 6)

Loans to members (note 7)
Income tax recoverable

Other assets (note 9)

Investments in associates (note 18)

Property, equipment and intangible assets (note 8)

Deferred income tax assets (note 15)

Liabilities
Members’ deposits (note 11)
Accounts payable (note 12)

Secured borrowing (note 21)

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

Retained surplus

Approved by the Board of Directors

; :é i Director

2015

45,843,415
618,362,696
3,983,717,978
2,503,320
6,528,616
11,031,084
85,118,483

884,875

2014

25,543,221
490,353,944
3,829,789,210
319,147
7,285,282
4,227,537
68,487,149

1,884,875

4,753,990,467

4,427,890,365

4,362,953,066
20,081,264

66,175,771

4,125,379,953
22,173,467

2,543,923

4,449,210,101

4,150,097,343

422,745 415,265
304,357,621 277,377,757
304,780,366 277,793,022

4,753,990,467

4,427,890,365

W= AL
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Steinbach Credit Union Limited

Consolidated Statement of Net Income and Comprehensive Income
For the year ended December 31

2015 2014
$ $
Income
Interest from loans to members 131,722,992 134,370,825
Investment income 10,657,693 9,989,161
142,380,685 144,359,986
Cost of funds
Interest paid to members 71,782,909 73,260,403
Interest paid - other 402,134 57,559
72,185,043 73,317,962
Financial margin 70,195,642 71,042,024
Operating expenses
Administrative 14,984,707 13,279,845
Member security 3,893,950 4,065,466
Occupancy 4,061,689 3,633,854
Organizational 2,012,873 1,816,784
Personnel 26,553,704 25,798,064
51,506,923 48,594,013
Less: Other income 19,385,336 20,629,257
32,121,587 27,964,756
Net income before provision for doubtful loans, patronage
refund and income taxes 38,074,055 43,077,268
Provision for (recovery of) doubtful loans 1,092,726 (30,900)
36,981,329 43,108,168
Patronage refund 5,001,465 7,500,000
Net income before income taxes 31,979,864 35,608,168
Provision for income taxes (note 15) 5,000,000 8,100,000
Net income and comprehensive income for the year 26,979,864 27,508,168

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

Balance at January 1, 2015

Net income and comprehensive income for the year
Common shares issued - net of redemptions (note 14)

Balance at December 31, 2015

Balance at January 1, 2014

Net income and comprehensive income for the year
Common shares issued - net of redemptions (note 14)

Balance at December 31, 2014

Total

Members’ Retained members’
shares surplus equity
$ $ $
415,265 277,377,757 277,793,022
- 26,979,864 26,979,864

7,480 - 7,480
422,745 304,357,621 304,780,366
403,500 249,869,589 250,273,089
- 27,508,168 27,508,168
11,765 - 11,765
415,265 277,377,757 277,793,022

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

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 (recovery of) doubtful loans
Equity investment (profit) loss

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

Investing activities

Property and equipment acquisitions

Property and equipment disposals

Investment in associates (note 18)

Investment in associates return of capital (note 18)

Financing activities
Issue of members’ shares - net

Net increase in funds on hand and on deposit during the year
Funds on hand and on deposit - Beginning of year

Funds on hand and on deposit - End of year

Supplemental information
Interest received

Interest paid

Income taxes paid

2015 2014
$ $
26,979,864 27,508,168
2,421,252 1,798,567
1,000,000 150,000
1,092,726 (30,900)
(64,441) 200,858
31,429,401 29,626,693
14,655,005 21,095,173
46,084,406 50,721,866

(19,053,610)
1,024

(7,109,906)
370,800

(22,387,364)
10,296

728,200

(25,791,692)

(21,648,868)

7,480 11,765
20,300,194 29,084,763
25,543,221 (3,541,542)
45,843,415 25,543,221

142,293,065 144,531,859
71,102,680 72,169,005
6,184,173 12,520,679

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



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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 and accounts payable 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 and non-current
member deposits.

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.

®



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.

(2



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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, 2015, 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 bonds and 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.

(3)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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 9o 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 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.

4)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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 40 years straight-line
Furniture and equipment 5 - 10 years straight-line
Computer equipment 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.

(5)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.

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.

(6)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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 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.
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.

7)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.

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.

)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.
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.

(9)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.

IFRS 7 — “Financial Instruments: Disclosures”

i)

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). 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.

IFRS 9 - “Financial Instruments”

ii)

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.

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.

(10)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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.

IAS 1 "Presentation of Financial Statements"

iii)

In December 2014, IAS 1 was amended to clarify that materiality applies to all parts of the financial
statements, that an entity’s share of OCI of equity-accounted associates and joint ventures should be
presented in aggregate and provides examples of how to clarify understandability and comparability in
the ordering of note disclosures. The amendment is effective for annual periods beginning on or after
January 1, 2016. The Credit Union does not expect these amendments to significantly impact the
consolidated financial statements.

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.

IAS 16 “Property, Plant and Equipment” and IAS 38 “Intangible Assets”

iv)

Amendments to IAS 16 and IAS 38 were issued in May 2014, and prohibit the use of revenue-based
depreciation methods. This presumption can be rebutted for intangible assets that meet certain
criteria. The amendments are effective for annual periods beginning on or after January 1, 2016. Earlier
application is permitted. The Credit Union does not expect this amendment to significantly impact the
consolidated financial statements.

Annual Improvements 2010 - 2012 Cycle

V)

Annual Improvements 2010 - 2012 Cycle included minor amendments to IFRS 13 “Fair Value
Measurement”, IAS 16 “Property and Equipment”, IAS 24 “Related Party Disclosures”, and IAS 38
“Intangible Assets”. The annual improvements process is used to make necessary but non-urgent
changes to IFRS that are not included in other projects beginning on or after July 1, 2014. Earlier
application is permitted. The Credit Union does not expect these amendments to significantly impact
the consolidated financial statements.
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Annual Improvements 2011 - 2013 Cycle

vi) Annual Improvements 2011 - 2013 Cycle was issued December 2013 by the IASB, and included minor
amendments to IFRS 3 “Business Combinations” and IFRS 13 “Fair Value Measurement”. The annual
improvements process is used to make necessary but non-urgent changes to IFRS that are not included
in other projects. The amendments issued are all effective for annual periods beginning on or after
July 1, 2014. Earlier application is permitted. 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, 2015

Credit Union Central of Manitoba
Shares
Term deposits

Concentra Financial Services
Association
Shares

CMHC insured mortgage pools

City of Steinbach debentures

Accrued interest receivable

AFS L&R HTM Total

$ $ $ $
37,840,710 - - 37,840,710
- 530,381,250 - 530,381,250
37,840,710 530,381,250 - 568,221,960
5,005,030 - - 5,005,030
- 44,415,247 - 44,415,247

- - 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
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December 31, 2015

Credit Union Central of Manitoba
Shares
Term deposits

Concentra Financial Services
Association
Shares
Debenture

CMHC insured mortgage pools

City of Steinbach debentures

Accrued interest receivable

December 31, 2014

Investment interest rates and maturities range as follows:

Term deposits
Shares and debentures
CMHC insured mortgage pools

AFS L&R HTM Total

$ $ $ $
20,423,835 - - 20,423,835
- 403,628,400 - 403,628,400
20,423,835 403,628,400 - 424,052,235
5,030 - - 5,030

- - 5,000,000 5,000,000

5,030 - 5,000,000 5,005,030

- 60,589,025 - 60,589,025

- - 306,649 306,649
20,428,865 464,217,425 5,306,649 489,952,939
- 401,005 - 401,005
20,428,865 464,618,430 5,306,649 490,353,944
2015 2014

Interest rates
ranging from

0.11% - 0.80%
2.25% - 4.60%
3.47% - 3.99%

Maturity dates
ranging from

30 - 90 days
1-5years
1-2years

Interest rates
ranging from

0.13% - 1.21%
2.25% - 4.05%
3.47% - 3.99%

Maturity dates

ranging from
30 - 90 days

1-3years
1-2years
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7 Loans to members

At December 31, 2015, loans to members are presented net of allowances for doubtful loans totalling
$8,633,281 (2014 - $9,587,613), consisting of individually significant allowances of $4,043,596 (2014 -
$2,919,485) for loans considered impaired and $4,589,685 (2014 - $6,668,128) as collective allowances.

Consumer
Agricultural
Commercial

Accrued interest
Collective allowances

Current
Non-current

Consumer
Agricultural
Commercial

Accrued interest
Collective allowances

Current
Non-current

December 31, 2015

Gross loan Net loan
balance Allowances balance

$ $ $
2,285,212,420 (3,016,353) 2,282,196,067
353,451,719 - 353,451,719
1,347,351,091 (1,027,243) 1,346,323,848
3,986,015,230 (4,043,596) 3,981,971,634
6,336,029 - 6,336,029

- (4,589,685) (4,589,685)
3,992,351,259 (8,633,281) 3,983,717,978

850,987,547
3,132,730,431

December 31, 2014

Gross loan Net loan
balance Allowances balance

$ $ $
2,196,401,148 (2,205,938) 2,194,195,210
349,380,478 - 349,380,478
1,287,234,032 (713,547) 1,286,520,485
3,833,015,658 (2,919,485) 3,830,096,173
6,361,165 - 6,361,165

- (6,668,128) (6,668,128)
3,839,376,823 (9,587,613) 3,829,789,210

833,582,694
2,996,206,516
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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:

Consumer
Commercial

Accrued interest

Consumer
Commercial

Accrued interest

December 31, 2015

Impaired Individually ~ Net impaired
loan significant loan Fair value of
balance allowances balance collateral
$ $ $ $
5,624,501 (3,016,353) 2,608,148 4,248,653
4,483,768 (1,027,243) 3,456,525 5,940,891
10,108,269 (4,043,596) 6,064,673 10,189,544
186,011 - 186,011 -
10,294,280 (4,043,596) 6,250,684 10,189,544
December 31, 2014

Impaired Individually ~ Net impaired
loan significant loan Fair value of
balance allowances balance collateral
$ $ $ $
3,585,827 (2,205,938) 1,379,889 1,889,889
1,136,260 (713,547) 422,713 825,500
4,722,087 (2,919,485) 1,802,602 2,715,389
160,034 - 160,034 -
4,882,121 (2,919,485) 1,962,636 2,715,389

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:

Individually significant allowance
Collective allowance

Individually significant allowance
Collective allowance

December 31, 2015

Consumer

Agricultural Commercial Total

$ $ $ $
(3,016,353) - (1,027,243) (4,043,596)
(2,252,398) - (2,337,287) (4,589,685)
(5,268,751) - (3,364,530) (8,633,281)
December 31, 2014

Consumer Agricultural Commercial Total
$ $ $ $
(2,205,938) - (713,547) (2,919,485)
(2,573,007) (399,803) (3,695,318) (6,668,128)
(4,778,945) (399,803) (4,408,865) (9,587,613)
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The change in the allowance for doubtful loans is as follows:

2015
Consumer Agricultural Commercial
Individual Individual Individual
significant Collective significant Collective significant Collective
allowance allowance allowance allowance allowance allowance
$ $ $ $ $ $
Balance - beginning
of year 2,205,938 2,573,007 - 399,803 713,547 3,695,318
Reversal of
impairment (459,862) - - (399,803) (169,170) (1,242,718)
Increase in
impairment
provision 2,291,977 91,883 - 3,341 977,076 -
Loans written off in
the year (1,021,700) (412,492) - (3,341) (494,210) (115,313)
Balance - end of
year 3,016,353 2,252,398 - - 1,027,243 2,337,287
2014
Consumer Agricultural Commercial
Individual Individual Individual
significant Collective significant Collective significant Collective
allowance allowance allowance allowance allowance allowance
$ $ $ $ $ $
Balance - beginning
of year 1,597,618 2,699,561 1,610,885 515,528 1,459,701 3,497,521
Reversal of
impairment (297,938) - (1,144,997) (115,725) (806,425) -
Increase in
impairment
provision 1,322,641 301,599 - - 497,457 212,490
Loans written off in
the year (416,383) (428,153) (465,888) - (437,186) (14,693)
Balance - end of
year 2,205,938 2,573,007 - 399,803 713,547 3,695,318
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Loans past due but not impaired

Aloan 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 9o days past due, or (ii) fully-secured and collection efforts are
reasonably expected to result in repayment.

2015

61 days and
1-30days 31- 60 days greater Total
$ $ $
Consumer 27,573,468 3,762,183 537,759 31,873,410
Agricultural 539,871 - 90,000 629,871
Commercial 7,885,592 740,225 408,550 9,034,367
35,998,931 4,502,408 1,036,309 41,537,648
2014

61 days and
1-30days 31 - 60 days greater Total
$ $ $ $
Consumer 31,358,550 2,754,729 1,220,586 35,333,865
Agricultural 433,770 8,758 - 442,528
Commercial 18,911,591 112,489 348,315 19,372,395
50,703,911 2,875,976 1,568,901 55,148,788

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, 2015, the Credit Union did not acquire any assets in respect of delinquent

loans.

(18)



Steinbach Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2015

8 Property, equipment and intangible asset

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

Intangible
Property and equipment asset Total
Furniture
and Computer Banking
Land Buildings equipment equipment CIP Total software
$ $ $ $ $ $ $
Year ended
December 31, 2014
Opening net book value 7,204,102 26,801,824 1,254,135 852,400 10,560,912 46,673,373 1,235,275 47,908,648
Additions - - 145,393 168,456 22,073,515 22,387,364 - 22,387,364
Disposals (9,175) - - (1,121) - (10,296) - (10,296)
Depreciation - (848,155) (327,508) (375,848) - (1,551,511) (247,056) (1,798,567)
Closing net book value 7,194,927 25,953,669 1,072,020 643,887 32,634,427 67,498,930 988,219 68,487,149
At December 31, 2014
Acquisition cost 7,194,927 35,527,982 5,474,138 8,340,414 32,634,427 89,171,888 2,223,494 91,395,382
Accumulated
depreciation - (9,574,313) (4,402,118) (7,696,527) - (21,672,958) (1,235,275) (22,908,233)
Net book value 7,194,927 25,953,669 1,072,020 643,887 32,634,427 67,498,930 988,219 68,487,149
Year ended
December 31, 2015
Opening net book value 7,194,927 25,953,669 1,072,020 643,887 32,634,427 67,498,930 988,219 68,487,149
Additions 6,517,156 6,762,277 4,569,212 1,204,965 - 19,053,610 - 19,053,610
Transfers - 32,634,427 - - (32,634,427) - - -
Disposals - - - (1,024) - (1,024) - (1,024)
Depreciation - (1,307,261) (474,526) (392,410) - (2,174,197) (247,055) (2,421,252)
Closing net book value 13,712,083 64,043,112 5,166,706 1,455,418 - 84,377,319 741,164 85,118,483
At December 31, 2015
Acquisition cost 13,712,083 74,924,686 10,043,350 9,544,355 - 108,224,474 2,223,494 110,447,968
Accumulated
depreciation - (10,881,574) (4,876,644) (8,088,937) - (23,847,155) (1,482,330) (25,329,485)
Net book value 13,712,083 64,043,112 5,166,706 1,455,418 - 84,377,319 741,164 85,118,483
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9 Other assets

Accounts receivable
Prepaid expenses

Total

Current
Non-current

2015 2014

$ $
3,875,305 5,083,417
2,653,311 2,201,865
6,528,616 7,285,282
5,079,258 6,035,318
1,449,358 1,249,964

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
($436,295,307). 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, 2015, $nil of the line of

credit was utilized (2014 - $nil).

11 Members’ deposits

Savings

Chequing

Term deposits
Registered products
Inactive accounts

Accrued interest

Current
Non-current

2015
$

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

2014
$

2,404,569,267
404,839,594
450,009,129
853,286,717
147,665

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

4,112,852,372
12,527,581

4,362,953,066

4,125,379,953

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

3,527,223,728
598,156,225

At December 31, members’ deposits amounting to $975,994,068 (2014 - $846,778,287) are at fixed interest
rates and all other members’ deposits, amounting to $3,386,958,998 (2014 - $3,278,601,666) are at variable

rates.
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13

Accounts payable

2015 2014

$ $

The Deposit Guarantee Corporation of Manitoba assessment 870,671 920,147
Accrued expenses and payables 12,668,480 12,975,315
Certified cheques 1,542,113 778,005
Patronage refund 5,000,000 7,500,000
20,081,264 22,173,467

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.

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

¢) 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:

2015 2014

As a As a

percentage percentage

of assets of assets

Total regulatory capital 6.41 6.27
Retained surplus 6.40 6.26
Risk weighted capital 11.88 11.26

The Credit Union is in compliance with the capital requirements at December 31, 2015 and 2014.
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:

2015 2014
% %
Liquidity reserve 13.17 10.39

The Credit Union is in compliance with the liquidity reserve requirements at December 31, 2015 and 2014.

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.

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

2015 2014
$ $
84,549 (2014 - 83,053) common shares 422,745 415,265

Number of shares

2015 2014
Balance - beginning of year 83,053 80,700
Shares issued during the year 4,737 5,406
Shares redeemed during the year (3,241) (3,053)
Balance - end of year 84,549 83,053
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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:

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

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

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

statutory rate of 16.05% (2014 - 22.04%) 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

2015 2014

$ $
4,740,000 7,945,000
(740,000) 5,000
4,000,000 7,950,000
2015 2014

$ $
1,000,000 150,000
2015 2014

% %

38.00 38.00
(10.00) (10.00)
(14.29) (12.35)
13.71 15.65
2.34 6.39
16.05 22.04
2015 2014

$ $
31,979,864 35,608,168
5,132,768 7,848,040
90,092 14,436
(740,000) 5,000
517,140 232,524
5,000,000 8,100,000
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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:

2015 2014
$ $
Deferred tax assets

Loans to members 1,048,749 1,879,221
Accounts payable 746,311 830,792
1,795,060 2,710,013

Deferred tax liabilities
Capital cost allowance in excess of depreciation 910,185 825,138
Total deferred taxes 884,875 1,884,875

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

2015 2014
$ $
Deferred tax assets
Deferred tax assets to be recovered within 12 months 746,311 827,332
Deferred tax assets to be recovered after more than 12 months 1,048,749 1,882,681
1,795,060 2,710,013
Deferred tax liabilities
Deferred tax liabilities to be recovered after more than 12
months 910,185 825,138
Net deferred tax asset 884,875 1,884,875
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.

(24)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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  Sensitivity to changes in interest Asset-liability matching, monitoring
deposit rates, liquidity, foreign exchange of investment restrictions and

rates, and credit risk monitoring of counterparty risk
Loans to members Sensitivity to changes in interest Asset-liability matching, periodic
rates, liquidity and credit risk use of derivatives and monitoring
of counterparty risk
Members’ deposits Sensitivity to changes in interest Asset-liability matching, periodic
rates, liquidity and foreign use of derivatives

exchange rates

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, 2015, the Credit Union estimates that an immediate and sustained 100
basis point increase in interest rates would decrease net interest income by $3,926,780 (2014 - $1,243,339)
over the next twelve months while an immediate and sustained 100 basis point decrease in interest rates would
increase net interest income by $3,926,780 (2014 - $1,243,339) 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, 2015.
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.

Liabilities

and
members’ Net asset/
Assets equity liability gap
$ $ $

Expected repricing or maturity date

Less than one year 3,181,498,646 3,333,410,397 (151,911,751)
1to 2 years 282,714,021 287,603,632 (4,889,611)
2 to 3 years 358,214,990 162,006,001 196,208,989
3 to 4 years 239,436,572 77,868,073 161,568,499
4to 5 years 519,062,290 116,407,932 402,654,358
Over 5 years 24,827,542 - 24,827,542
Not interest sensitive 148,236,406 776,694,432 (628,458,026)
4,753,990,467 4,753,990,467 -

The average rate for interest bearing assets is 2.96% (2014 - 3.30%) and for interest bearing liabilities is 1.81%
(2014 - 2.07%).

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.

(26)



Steinbach Credit Union Limited

Notes to Consolidated Financial Statements
December 31, 2015

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, 2015

Undrawn Total

Outstanding commitments exposure

Credit risk exposure $ $ $
Funds on hand and on deposit 45,843,415 - 45,843,415
Investments 618,362,696 - 618,362,696
Consumer loans 2,285,212,420 254,164,046 2,539,376,466
Agricultural loans 353,451,719 71,580,843 425,032,562
Commercial loans 1,347,351,091 214,372,501 1,561,723,592
Accrued interest 6,336,029 - 6,336,029
Total exposure 4,656,557,370 540,117,390 5,196,674,760
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Credit risk exposure

Funds on hand and on deposit
Investments

Consumer loans

Agricultural loans

Commercial loans

Accrued interest

Total exposure

December 31, 2014

Undrawn Total

Outstanding commitments exposure
$ $ $

25,543,221 - 25,543,221
490,353,944 - 490,353,944
2,196,401,148 245,729,537 2,442,130,685
349,380,478 70,349,844 419,730,322
1,287,234,032 189,466,913 1,476,700,945
6,361,166 - 6,361,166
4,355,273,989 505,546,294 4,860,820,283

The above table represents a worst-case scenario of credit risk exposure to the Credit Union at December 31,
2015 and 2014, without taking into account any collateral held or other credit enhancements attached.

a) Funds on hand and on deposit and investments

b)

c)

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.

Consumer loans

Consumer loans primarily consist of personal loans and $2,021,812,505 (2014 - $1,916,332,562) 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%.

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

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

Liquidity risk

2015
%

3.6
7.2
37.7
45.5
5.0

©oo
NN o

2014
%

g w
CONRFOO®®OF
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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.

(29)



Steinbach Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2015

The remaining contractual maturity of recognized financial instruments as at December 31, 2015 is as follows:

Financial assets

Funds on hand and
on deposit

Investments

Loans to members

Other financial

assets

Financial liabilities

Members’ deposits
Accounts payable
Secured borrowing

Payable on a fixed date

Payable on Less than 1
demand year 1to 2 years 2to 5years Total
$ $ $ $
45,843,415 - - - 45,843,415
38,359,501 543,604,596 31,191,901 5,206,698 618,362,696
1,545,589,471 277,628,646 346,447,041 1,822,686,100 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
3,400,801,503 376,229,784 287,603,632 298,318,147 4,362,953,066
- 20,081,264 - - 20,081,264
8,429,115 - - 57,746,656 66,175,771
3,409,230,618 396,311,048 287,603,632 356,064,803  4,449,210,101

The remaining contractual maturity of recognized financial instruments as at December 31, 2014 is as follows:

Financial assets

Funds on hand and
on deposit

Investments

Loans to members

Other financial
assets

Financial
liabilities
Members’ deposits
Line of credit
Accounts payable
Secured borrowing
Lease
commitments

Payable on a fixed date

Payable on Less than
demand 1 year 1to 2 years 2to 5years Total
$ $ $ $
25,543,221 - - - 25,543,221
20,829,871 411,068,498 16,310,285 42,145,290 490,353,944
1,636,296,278 209,047,781 317,699,871 1,676,332,894 3,839,376,824
- 5,083,417 - - 5,083,417
1,682,669,370 625,199,696 334,010,156 1,718,478,184 4,360,357,406
3,291,168,621 236,929,718 227,703,843 369,577,771 4,125,379,953
- 21,693,494 - - 21,693,494
- - - 2,543,923 2,543,923
- 153,707 2,613 - 156,320
3,291,168,621 258,776,919 227,706,456 372,121,694 4,149,773,690
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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, 2015, the Credit Union had U.S. $nil (2014 - U.S. $nil) of notional principal in foreign
exchange forward agreements to sell U.S. dollars, and U.S. $nil (2014 - 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, 2015. 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.

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
$4,423,462 (2014 - $3,805,453), and the fair value of members’ deposits and secured borrowing by
approximately $1,738,811 (2014 - $1,566,124).

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, 2015:

Financial assets

Funds on hand and on deposit
Investments

Loans to members

Total financial assets
Financial liabilities
Members’ deposits
Secured borrowing

Total financial liabilities

Fair value

Financial assets/ greater than

liabilities at cost or Estimated carrying

AFS amortized cost fair value value

$ $ $ $

- 45,843,415 45,843,415 -
42,845,740 575,516,956 621,036,065 2,673,369
- 3,983,717,978  4,010,391,620 26,673,642
42,845,740 4,605,078,349 4,677,271,100 29,347,011
- 4,362,953,066 4,370,820,606 7,867,540
- 66,175,771 65,336,418 (839,353)

- 4,429,128,837 4,436,157,024 7,028,187
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As at December 31, 2014:

Fair value

Financial assets/ greater than

liabilities at cost or Estimated carrying

AFS amortized cost fair value value
$ $ $ $

Financial assets

Funds on hand and on deposit - 25,543,221 25,543,221 -
Investments 20,428,865 469,925,079 493,861,063 3,507,119
Loans to members - 3,829,789,210  3,848,456,815 18,667,605

Total financial assets 20,428,865 4,325,257,510 4,367,861,099 22,174,724
Financial liabilities

Members’ deposits - 4,125,379,953 4,132,198,066 6,818,113
Secured borrowing - 2,543,923 2,287,116 (256,807)
Total financial liabilities - 4,127,923,876  4,134,485,182 6,561,306

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.
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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.

Investments in associates

2015 2014

$ $

Beginning of year 4,227,537 5,156,595
Acquisitions 7,109,906 -
Equity investment profit (loss) 64,441 (200,858)
Return of capital (370,800) (728,200)
End of year 11,031,084 4,227,537

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.

Net change in non-cash working capital items

2015 2014

$ $

Loans to members - net of repayments (155,021,494) (227,638,855)
Members’ deposits - net of withdrawals 237,573,113 237,550,913
Net increase in secured borrowing 63,631,848 2,543,923
Net decrease in investments (128,008,752) 8,261,302
Net increase (decrease) in income taxes recoverable (2,184,173) (4,570,679)
Net increase in accounts payable (2,092,203) 8,586,938
Net increase in other assets 756,666 (3,638,369)
14,655,005 21,095,173

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 $3,411,314 (2014 - $3,594,115)
and are recorded as member security expense.

Amounts payable at year end are disclosed in note 12.
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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
$8,946,813 (2014 - $7,713,911) and fees assessed by Central which include annual affiliation dues in the amount
of $890,117 (2014 - $777,244) 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:

2015 2014
$ $
Salaries and other short-term employee benefits 3,815,391 3,183,695

As at December 31, 2015, outstanding loans to key management personnel totalled 1.06% (2014 - 1.17%), 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, 2015, outstanding members’ deposits to key
management personnel totalled 0.29% (2014 - .4%), 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 $457,245 (2014 - $439,575).

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, 2015, outstanding loans to directors, management, staff and investments in associates
totalled 2.91% (2014 - 2.92%), in aggregate, of the assets of the Credit Union.

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.
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The Credit Union has determined that an amount of $66,175,771 (2014 - $2,543,923) 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, 2015, of the associated
residential mortgages held as security is $66,454,352 (2014 - $2,545,123). 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.

2015 2014

$ $

Current 1,960,908 71,402
Non-current 64,214,863 2,472,521
66,175,771 2,543,923

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.

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.

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, 2015 were $1,013,746 (2014 -
$970,066). 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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