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Management's Responsibility for Financial Reporting

Ihe Consolidated financial statements of First Credit Union have been prepared in accordance with International
Pinancial Reporting Standards. When alternative accounting methods exist, management has chosen those i
deems most appropriate in the circumstances. These statements include certain amounts based on management's
estimates and judgments. Nuanagement has determined such amounts based on a reasonable basis in order to
ensure that the financial statements are presented fairly in all material respects.

The mtegrity and reliabiliny of First Credit Union's reporting systems are achieved through the use of formal
policies and procedures, the carelul selection of employees and an appropriate division of responsibilities. These
systems are designed o provide reasonable assurance that the financial information is reliable and accurate.

The Board of Dircetors is responsible for ensuring that management fulfills its responsibility for financial reporting
and s ultimately responsible for reviewing and approving the financial statements. The Board carries out this
responsibility principally through its Audit and Operational Risk Committee.  The Audit and Operational Risk
Committee is appointed by the Board and meets periodically with management and the members' auditors o
review significant accounting. reporting and internal control matters.  Following its review ot the financial
statements and discussions with the auditors. the Audit and Operational Risk Committee reports to the Board of
Directors prior 1o its approval of the financial statements. The Commitiee also considers, for review by the Board
and approval by the members. the engagement or re-appointment of the external auditors.

The Consolidated financial statements have been audited on behalf of the members by Del Mistro Dunn. in
accordance with Canadian auditing standards.

( ) gj-(w{((-/ £ e M—M
Citgry Werdy:

Kate Wetherell,
Adit and Operational Risk Committee Audit und Operational Risk Committee

Powell River, Briush Columbia
March 28, 2017



DEL MISTRO DUNN

CHARTERED PROFESSIONAL ACCOUNTANTS

. Dunn, CPA CGA CA

S, Beek, CPA CGA

D, Southall, CPA CGA FCCA (LK)

L. Del Mistro, BS¢ CPA CA (Consultanty
suite 201, 73835 Duncan Street

Powell River. British Columbia VEA TW6
Phone 604-485-2726 Fax 604-483-7910

A partnership of incorporated professionals
wivw, delmistrodunn.ca

Vancouver office

Suite 1500

885 West Georgia Street

Vancouver, British Columbia V6C 3ES
Phone 604-689-4008 Fax 1-604-485-791()

INDEPENDENT AUDITOR'S REPORT

[or the Members of FrostC redin Uiiion

Wolimve audited the aocompanying consoli

ed Nnancial statements of First Credit Umon, wluch comprise the consolidated balance shec
Drecember 31 20016 and the consolidated sttements of meome and comprehensive meome. changes i equity and cash flow for the year then ended.
anid asumniary of signtlicant aecountng policies and other explanatory intormation,

ax ul

Alamagement's Responsibiliy tor the Consolidated Fmancial Statemens

esentation of these consolidated finanaal statements o accordance with International
Pl Reporting Stndards. and for such internal contral as management determines is necessary to cnable the preparation of consolidated financial
bl free rom aaterial niesstatement. whether due o frand or ervor,

Management s responsable for the pug non and fair

Audinors Responsibilin

Our responsiblity s 1o express wn opinon ai these consolidated financial statements based on our audin. We conducted our audit in accordance with
Camadian generally aceepted audiing stindards. Those standards require that we comply with ethical requirements and plan and perform the audit

whton reasonable assurance about whether the consohidated Tinancial statements are free from material isstatement,

1 statements. The
provedures selected depend on the audior's judgment. including the assessment of the risks of material misstatement of the consolidated tinancial

A it mvolves perlorming procedures o obiain adine evidence about the amounts and disclosures i the consolidated finang

staterments. whether duc o trod or error: In making those nisk assessments, the auditor considers interal controls relevant to the entity's preparition
and Fair presentation of the consulidated linancial statements in order to design audit procedures that are appropriate in the circumstances, but nat o
the purpose of expressing an apinion on the effectiveness of the entity's internal control, An audit also meludes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management. as well as evaluating the overall presentation ol ihe
corbsolidated Gnaneral stnements

W believe thar the audit evidenee we have abtained is sutlicient and appropriate to provide a basis lor our audit opmion.

Cxpanom

b oun opinion, the consolidated Huacial statements present taiely, i all materal respects. the fimncial position of First Credit Unjon as al
Precember 31, 2006 il its finaicial pecformance and s cashe low tor the vear then ended i accondance with Tuternational Financial Reporting

stanlards.
/yeé Postro | umn
Ponell River, British C olumbia

Blareh 28, 2007 CHARTERED PROFESSIONAL ACCOUNTANTS
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FIRST CREDIT UNION
Consolidated Balance Sheet
December 31, 2016

2016 2015
ASSETS
CASH (Nowe 34 % 43,947,582 S 23.022,157
ITREASURY DLEPOSITS ¢ Now 41 5,196,802 11.260.432
INCOME TANES RECOVERABLE - 148493
INVESTMENTS AND OTHER ASSETS (Nore 4 3,325,908 4,150,367
LOANS AND NOTLES RECEIN ABLL ¢(Nores 3, 6) 295,253,507 266,060,893
PROPERTY. PLANT AND EOQUIPMENT tNeowe 71 5,130,695 5019473
INVESTMENT IN JOINT VENTURE (Note 8. 0,629,849
INTANGIBLE ASSLETS iNow v 52,576 1026698
GOODWILL (Nowe T - 12.370.030
5 362,536,919 5 325459053
LIABILITIES
ACCOUNTS PAY ABLL b 1,064,429 h 2194568
DEFERRED INCOMIE - 720654
INCOME TAXNES PAYABLL 131,944 -
DENAND DEPOSELS §Nate £ 159,276,699 148,312,987
ACUORDIED INTEREST AND DIVIDENDS (Nowe 11) 1,364,003 1.264.553
TERM DEPOSITS (Nowe [ 87,482,854 74,957,133
REGISTERED SAVINGS PLAN DEPOSITS (Note 1) 59,541,413 54.267. 717
DEFERRED INCOME TAN (Nare [0 120,257 127432
SECURED BORROMWINGS (N owe 130 21,153,027 19,443,958
OBLIGATIONS UNDER FINANCE LEASLE (Nore 14) 10,432 23954
330,145,058 300,664,956
MEMBERS' EQUITY
MEMBERS SHARLS ¢Naore 151 4,431,813 4817416
CONTRIBUTLED SURPLUIS (N [6) 1,598,495 1607962
RETAINED EARNINGS 26,361,553 15,968,719
32,391,861 22,394,087
$ 362,536,919 S 3230359053

CONMITMENTS ¢ Nore 17)

CONTINGENT LIABILITY (Vore 189

ON Blill,\yuf\:‘rllli BOARD
( o Lf 4

A\ /L JULLL

Divector

Divector

The accompanying notes torm an integral part of these financial statements.
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FIRST CREDIT UNION

Consolidated Statement of Income and Comprehensive Income

Year Ended December 31, 2016

2016

1S
FINANCLAL INCOMI
Terest on ks 4. 498,390 ERTER
Pircrest and div idends oo neestinens 371936 Qi
TOTAL FINANCIAL INCOME 9,870,326 S| Tsn
FINANCIAL EXPENSES
Taterest o sember e puosas 2 B9K.583 307754
liteneat an bornoe s e ASTA05 s e
FOUEAL FINANCLIAL EXPENSES 3,155,088 32728
FINANCIAL MARGIN 6,614,038 3,802,508
INCONME FROM OTHER OP ERATING ACTIVITIES
LTIV TESN VIO 5,303,163 f3ud a4
Hanl b (338,258 1234.2340)
Ambicr ¢ Neare Ju 1.693.711 134520
TOLAL INCOME FROM OLHER OPFF RATING ACTINITIES 6,658,616 70331
POHEAL FINANCIAL MARGIEN AND OTHER INCOME 13,273,254 13,305 550
EXPENSES
Wdvertismg aned proainion 427840 EE R T
AT PATIT] R B 11 S ANy
Sinantizatenn of mluzible dsets 17,525 32450
Bulding vecupancy 501,823 A4 2
Chegue prisessing 193,091 Isals
Cuninisalols 29826 i1.AT0
Ehies il wssenatitcint 558,193 ART637
Insuranes 163,343 [BERTH]
Tuterest anad bk clunges 88,972 19003
e Teos 4292 =
[ EERA THTTCRS 137 548 38,722
[BIITNT 127,952 1220378
Operting leise 26,105 N3 6
Fratessional and considimg JI8A08 262208
Bostmwtunng costs 31214 2
Satlarres and emplos ce benetins 7159461 TAMLEA
Subwontrict 426,183 331
Franel 121,960 ik, 335
TOTAL EXPENSES 12,182.910 12,119,720
INCOME FROM OPFRATIONS 1,090,344 [RENI
TR R INCOME (EXPENSES)
Chamia hossesy o dispu sl o desets s o Jib 11,278,197 1425
Do Floss 1 tran it s entie (353417) #
POV AL OTTEER INCONME (FXPENSES) 10,924,780 1428
INCOME BEFORE INCOME TANES 12,015,124 137 58N
INCOME TAXES (RECONEREIY
Cnrrend fhade 1o 1,146,018 130741
Deternied i Nate 12 122,970 1870 )
TOTAL INCOME FTANES (RECOVEREDY 1268988 ni TN
SETAND COMPREHENSIVE INCOME IU.TJ&L“I 1124500

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



FIRST CREDIT UNION
Consolidated Statement of Cash Flow
Year Ended December 31, 2016

2016 2013
OPERATING ACTINVETIES
Setand comprelicnsn e meonie 10,746,136 S [ 24500
Liems ol alTecting cash:
Amortization of property. plant o equipment 538868 322563
Cain on disposal of assets (11,278,197) (1428}
Deterred incone taxes 122970 INT.003)
Amontization ol idangibles 17525 1450
[ o qomnt s enture 353417 3
500,719 1500 434
Clianges wnoncash work g capinal:
1 rade aveounts receivable 2,120,727 (77080
Conunssions receny able (612,955) TEo0d
Twerest anmd div idend recenable (21,7409 32045
Prepaid exponses wnd depasis (71,.249) (HEAT)
Deterred imani (72,654) 3717
il (B51) (5:235Y
Loans and notes recen abile (29,192,612) (34,184,021
Avccounts pavahle (1,130,139) ol 471
Income tses recoverable 280,439 (223095
N ety slares - LOUT L0 1)
Accrued mterest pavable (55,677) [ARITA LN
Registered savmnus plan depuosits 5,273,096 10,934,077
Drenmaaid deprosits 10,963,712 18300771
Term deposis 12,525,721 7862897
Avconnt recencable fom joint venture (48,390) -
{41,972) L9503
Cash ow frony opesaring actis e 458,747 3541403
INVESTING ACTINITIES
Purchiase ol cquipinent (922,642) (33 1T
Proeeds on disposal ul cquipmient 30,806 do.040
Prowcceds o dhisposal ol shiares H.200,000 -
Peaceeds onsale al property 43,763 -
Proceeds on Lii:\|ru\:|| i IO Conlets 6. 250,000 -
Murchase of customer list - (876200
Purchase of oiher slimes (224.349) {105.8492)
Cash flow from tused by investing achviiies 13,377,578 (402.654)
FINANCING ACTIVITIES
Equity shares tredeniptions ineucess ul issued) (3B5.603) (1473400
Drividends wnd parronage retund paid during Gacal year (284.974) (274307}
Proceeds from Cental 1 Lo - 17500000y
Provecds lrom seouriization 1,709,069 10,443 958
Repavment of oblhizatons under tinnee lease (13.522) (22N
Cash Tow rom financing sctivities 1,024,970 11,200,220
INCREASE EN CASH FLOW 14,861,295 14. 279040
Cash = begining of v 34,283,089 2and.04
CASH - END OF YEAR 49,144,384 5 34.253.084
CASH CONSISTS O
Cash 43,947,582 b 20 TAT
Frewsury deposis 5.196.802 H.260.932
49,144,384 S 34.253.0u8v

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



FIRST CREDIT UNION
Consolidated Statement of Changes in Equity
Year Ended December 31, 2016

Share Contributed Retained
Capital Suwplus Earnings
206
Lguity at beginning of period $ 4817416 % 1,607,962 $ 13968719
Net and comprehensive income - - 10,740,136
Purchase of Shares 41,764 - -
Sile of shares (427,367) - -
Dividends on cquity shires - - {72.972)
Patronage refund - - (367.129)
Deterred income tax - (2.209) -
Amortization transter of contributed surplus - (86,799) 86,799
Surplus reallocation - 79,541 -
Lquity at end ol period S 4,431,813 S 1,598,495 $ 26,361,333
20135

Equity an begmnimg of period $ 4964756 s 1,617,017 $ 15,136,734
Net and comprehensive income - - 1,124,510
Purchase of Shares 46,759 - -
Sale of shares (194,099) - -
Dividends on cquity shares - - (95.782)
Patronage refund - - {204.000)
Deferred Income tax - (1.798) -
Amortization ransfer ol contributed surplus - {(7.257) 7257
Equity at end of period $ 4,817,416 v 1,607,962 $ 15.968.719

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



FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Entity Information

First Credit Union (the "Credit Union"”) is incorporated under the Credit Union Incorporation Act of British
Columbia. The Credit Union's registered office and principal place of business is located at 4448 A Marine
Avenue. Powell River. British Columbia. The Credit Union's (and its subsidiaries, together the "Group")
principal business is the provision of the following products and services to its members: mortgages, personal
and commercial loans, chequing and savings accounts, term deposits, RRSPs, RRIFs, TFSAs, RDSPs, RESDs,
mutual funds, automated banking machines ("ABMs"), wealth management services, property and casualty
msurance, auto msurancee. debit and eredit cards and internet banking.

International {inancial reporting standards (IFRS)

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards ("[FRS") as issued by the International Accounting Standards Board ("TASB").

Basis ol presentation

These consolidated financial statements were approved and authorized for issue by the Board of Directors on
Narch 28, 2017, have been prepared under the historical cost convention and are are presented in Canadian
dollars rounded o the nearest dollar.

Basis ol consolidation

The consolidated financial statements incorporate the financial statements of First Credit Union and entities
controlled by First Credit Union up to December 31, 2016,

Subsidiaries are all entites controlled by the Group. Control is achieved where the Credit Union has the
power 1o govern the financial and operating policies of an entity so as o obtain benelits from its activities.
When the Group loses control over a subsidiary. it derecognizes the assets and habilities ot the subsidiary,
and any related non-conwrolling interest and other components of equity. Any resulting gain or loss is
recognized in profit or loss.  Any interest retained in the former subsidiary is measured at fair value when
control is lost

The finimeral statements of the subsidiaries are included in the consolidated financial statements from the
date that control commences until the date that control ceases. Where necessary, adjustments are made to the
financial statements of the subsidiaries 1o bring the accounting policies used into line with those adopted by
the Group.

Intercompany transactions. balances and unrealized gains and losses on intercompany transactions are
climinated on consolidation.  Entities over which the owners ol the Parent have significant influence
and those which the owners of the Parent jointly control are accounted for using the equity method.

Joint ventures are joint arrangements that provide joint control, whereby the Company has rights to the net
assets of the joint arrangement, rather than rights to its assets and obligations for its liabilitics. Joint
control is the contractually agreed sharing of control of an arrangement, which exists only when decisions
about the relevant activities require the unanimous consent of the parties sharing control.

The equity method is o method of accounting whereby the equity interests are initially recognized al
cost. including transaction costs. Afler initial recognition, the consolidated financial statements include
the Company’s share i the investees” profit or loss and other comprehensive income, up to the date
signiticant intluence or juint control ceases.

feontinies})




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Goodwill arising on the acquisition of equity interests accounted for using the equity method was
recognized according o the same policy used by the Company to recognize goodwill arising on  the
acquisition ol a subsidiary (deseribed  below). All the entities accounted for using the equity method
apply the sume accounting policies as the Company, as described in this section.

Unrealized  gains and  losses on wransactions  between the Company and its jointly controlled or
stgnificantly influcneed  investees are eliminated 10 the  extent ol the Company’s interests in the
investee,

Percentage Owned Percentage Owned

Subsidiaries 2016 (Me)* 2015 ()
First Group of Compantes Realty Holdings Ltd. 100.00 100.00
First Wealth Management Lrd, 100.00 -

CU Agencies Alliance Lid. (Joint Venture - Equity 30.00 -
Accounting)

First Insurance Agencies Lud - 100,00
Westview Agencies Lid. - 100.00

* Pereentage of voling power is in proportion to ownership
Al intra-group balanees. income and expenses and unrealized gains and losses resulting from intra-group
transactions are climmated i preparing the consolidated financial statements.

Busimess combimations and goodwill

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured
as the aggrevate ol the consideration transferred measured at acquisition date fair value and the amount of
any non-controlling interests in the acquiree measured at the proportionate share of the acquiree’s identitiable
net assets. Acquisition-related costs are expensed as incurred and included in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and  designation in accordance with the contractual terms, economic circumstances and
pertinent conditions as at the acquisinion date. This includes the separation of embedded derivatives in host
contracts by the acquiree,

Goodwill 1s mitially measured at cost. being the excess of the aggregate ol the consideration transferred and
the amount recognized tor non-controlling interests, and any previous interest held, over the net identitiable
assets acquired and liabilives assumed.  If the fair value of the net assets acquired is in excess of the
aggregate consideration transferred, the Group re-assesses whether it has correctly identified all of the assets
acquired and all of the Tiabilities assumed and reviews the procedures used o measure the amounts o be
recognized at the acquisition date. 1 the re-assessment still results in an excess of the fair value of net assets
acquired over the aggregate consideration transterred, then the bargain purchase gain is recognized in profil
or loss.

Any contingent consideration 1s measured at fair value at the date of acquisition. If an obligation to pay
contingent consideration that meets the definition of a financial instrument is classified as equity, then it 1s
not remeasured and scttlement is accounted for within equity.  Otherwise, subsequent changes in the lair
vilue of the contingent consideration are recognized in profit or loss.

fconfinmes)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

After inital recognition. goodwill is measured at cost less any accumulated impairment losses. For the
purpose ol inpairment testing, goodwill acquired in a business combination is, [rom the acquisition date,
allocated o cuch ol the Group's cash-generating units that are expected to benefit from the combination.
wrespective of whether other assets or liabilities ot the acquiree are assigned to those units,

Where goodwill has been allocated to a cash-generating unit and part of the operation within that unit is
disposed ol the goodwill associated with the disposed operation is included in the carrying amount of the
operation when determming the gain or loss on disposal.  Goodwill disposed in these circumstances 1s
measured based on the relative values of the disposed operation and the portion of the cash-generating unit
retained.

Cash and cash cquivalents

Cash and cash equivalents are carried at amortized cost and with original maturities of three months or less
from the date of acquisition, are subject to an insignificant risk ol changes in their [air value.

Trade receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market. Adier initial measurement, such financial assets are subsequently measured at amortized
cost using the cffective interest rate method, less impairment. Amortized cost is calculated by taking mto
account fees or costs that are an integral part of the effective interest rate. The effective interest rate
amortization is included in other income, as part of service charges income. in the statement of income and
comprehensive tneome. The losses arising from impairment are recognized in the statement of income and
comprehensive ncome as bad debrs.

Investments

Central | Credit Union ("Central 1"} deposit instruments are classified as loans and receivables and are
initially measured at fuir value plus transaction costs that are directly attributable to their acquisition,
Subsequently they are carried at amortized cost. which approximates fair value.

Equity instruments

These equity instruments are classified as loans and receivables and are initially measured at fair value plus
transaction costs that are direetly attributable to their acquisition.  Subsequently they are carried at amortized
cost.  Unquuted equity securities whose fair value cannot be measured reliably are carried at cost. Interest
income is recognized moprofit or loss using the effective interest method. Dividend income is recognized in
profit or loss when the Group becomes entitled to the dividend.

Member loans

All member loans are non-derivative financial assets with fixed or determinable payments that arc
not quoted i an active market and have been classified as loans and receivables.

Member loans are mitially measured at fair value, net of loan origination lees and inclusive of transaction
costs incurred,

Member loans are subsequently measured at amortized cost, using the eifective interest rate method, less any
impairment {losses).

Loans to members are reported at their recoverable amount representing the aggregate amount of
principal, less any allowance or provision for impaired loans plus accrued interest. Interest is accounted for

on the acerual basis tfor all loans.

feonfinges)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

If there 15 objective evidence that an impairment loss on member loans carried at amortized cost has been
incurred, the amount ot the loss is measured as the difference between the loans' carrying amount and the
present value of expected cash flows discounted at the loans' original effective interest rate; short-term
balances arc not discounted.

The Credit Union first assesses whether objective evidence of impairment exists individually for financial
assets that are mdividually significant.

[Fitis determmed that no objective evidence of impairment exists for an individually assessed financial assct.
whether signilicant or not. the asset is included in a group of financial assets with similar credit risk
characteristics and that group ol financial assets is collectively assessed for impairment.  Assets that are
individually assessed for impairment and for which an impairment loss is or continues to be recognized are
not included moa collective assessment of impairment.  The expected future cash outflows for a group of
financral assets with similar eredit risk characteristics are estimated based on historical loss experience.

I ina subsequent period. the amount of the impairment loss decreases and the decrease can be related
objectively o an event occurring  after the impairment was recognized, the previously recognized
impairment loss is reversed.  Any subsequent reversal of an impairment loss is recognized in net and
comprehensive income,

Bad debts written ofl

RBad debts are written oft from time 1o time as determined by management and approved by the Board of
Directors when it is reasonable to expect that the recovery of the debt is unlikely. Bad debts are written off’
against the provisions for impairment, if a provision for impairment had previously been recognized. 11 no
provision had been recognized, the write offs are recognized in bad debts in the statement of net and
comprehensive income.

LLoan securitization

For securitization transactions, loans are derecognized only when the contractual rights to receive the cash
Hows from these assets have ceased to exist or substantially all the risks and rewards of the loans have been
transterred. It the criteria for derecognition has not been met, the securitization is reflected as a financing
transaction and the related lability is initially recorded at fair value and subsequently measured at amortized
cost, using the elfective mierest rate method.

feantinies)
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FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES feontinied)

Property and equipment

Property and cquipment is stated at cost or deemed cost less accumulated amortization. Property and
cquipment is amortized over its estimated useful life on a straight-line basis at the following rates and
methods:

Buildings 5 to 40 years
Automated teller machmes S years
Computer equipment 310 5 years
Computer soliware 3to 5 vears
Equipment 310 10 years
Furniture and fixtures 5 to 20 years
Leasehold improvements Term of Lease
Motor vehieles 10 years
Lund Non-depreciable

Depreciation methods. useful lives and residual values are reviewed at cach reporting date and adjusted
i appropriate.

Ongoing repairs and maintenance are expensed as incurred. Any gain or loss on disposal of an item of
property and cquipment is recognized within other income in profit or loss,

Intangible assets

Amortization on fixed lile intangible assets is charged to the consolidated statement of income on a straight-
line basis over the estimated useful lives of intangible assets. Customer lists are amortized from the date they
are available for use. The estimated usetul lives for intangibles with definite lives are as follows:

Customer lists 3 years
Management determines the estimated useful life of customer lists based on its evaluation of the purchased
companies at the time ot acquisition by considering market share, potential growth and other factors inherent
in the acquired companies.

The useful lives of the intangible asscts are reviewed on an annual basis and are altered if estimates have
chunged significantly.

Gains or losses on the disposal of intangible assets are determined as the difference between the net disposal
{ g : ( !
proceeds and the crrving amount of the asset, and are recognized in the consolidated statement of net and

comprehensive income as other operating income or other operating costs. respectively.

fcontinies)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (contimied)
I!l]_[:):iil‘ﬂx_‘lll n]'_|mnfi_in:mciul assets

Non-linancial assets are subject to mipairment tests whenever events or changes in circumstances indicate
that their carrving amount may not be recoverable.  Where the carrying value of an asscl exceeds ity
recoverable amount. which is the higher of value in use and fair value less selling costs, the asset is written
down accordingly. “Value in use” is based on the estimated future cash flows. discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of money and
the risks specitic o the asset's cash-generating unit ("CGU"). CGU is defined as the lowest group of assels
m which the asset belongs for which there are separately identifiable cash flows.

Where it is not possible 1o estimate the recoverable amount of an individual asset, the impairment test is
carried out on lhc CGLL The Credit Union had one cash-generating unit. the insurance subsidiaries in Powell
River and on Vancouver Island. for which impairment testing is performed. Those subsidiaries were sold
September 29, 2010,

Intangible wssets with an indefinite useful life (such as goodwill and ICBC contracts) are tested for
impatrment annually regardless of whether there is any indication of impairment.

Impairment charges are mcluded in net and comprehensive income and are reversed only to the extent that
the asset’s carrying wmount does not exceed the carrying amount that would have been determined, net of

depreciation or amortisation, if no impairment loss had been recognized. An impairment loss in respect off
goodwill s not reversed,

Trade payables
Frade and other payables are stated at cost, which approximates [air value due to the short term nature of
these liubilities, Trade payables are non-interest bearing and are normally settled on 30-60 day terms.

Provisions

I rovisions are recoginzed when the Group has a legal or constructive ob lication as a result of a past event and

is probable that an outllow of economic benefits will be required to settle the oblls__ﬁlmn and a reliable
estimate of the amount of the obligation can be made. [f the effect is material, provisions are determined by
discounting the expected future cash flows using a current pre-tax rate that reflects, where appropriate. the
risks specitic to the lability,

A provision for credit union levies s recognized when the condition that triggers the payment of the levy is
met. I a fevy obligation is subject 1o a minimum activity threshold so that the obligating event is reaching a

minimum activity. then a provision is recognized when that minimum activity threshold is reached.

LEmployee benelits - pension plan

The Credit Unton participates ina multu-employer defined benefit pension plan, however, sufficient
information is not available to use defined benefit accounting. Therefore, the Credit Union accounts for the
plan as it it were a defined contribution plan, recognizing contributions as an expense in the year to which
they relate. The Credit Union also participates in a defined contribution plan.

Other long-term employee benefits

The Group's net obligation in respect of long-term employee benefits is the amount of future benefit that
cmployees have carned i return for their service in the current and prior periods. Remeasurements are
recognized in profitor Toss in the period in which they arise.

feonitinies)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Member depusits

All member deposits are initially measured at fair value, net of any transaction costs directly attributable to
the issuance of the instroment.

Member deposits are subscquently measured at amortized cost, using the effective interest rate method.

[ncome taves

Income tax expense iy comprised of current and deferred tax. Current tax and deferred tax are recognized in
net and comprehensive income except to the extent that it relates 1o a business combination, or items
recognized diveetly in eqguity,

Current income taxes are recognized for the estimated income taxes payable or receivable on taxable
income or loss for the current year and any adjustment to income taxes pavable in respect of previous years.
Current income taxes dre measured at the amount expected to be recovered from or paid to the taxation
authorities, This amount is determined using tax rates and tax laws that have been enacted or substantively
enacted by the year-end dute.

Deferred tax assets and labilities are recognized where the carrying amount of an asset or liability difters
from its tax base. except for temporary differences arising on the initial recognition of an asset or liability in a
transaction which is not a business combination and at the time of the transaction affects neither accounting
nor taxable profit or loss.

Recogninon ol deferred tax assets for unused tax losses, fax credits and  deductible temporary
difterences is restricted 1w those instances where it is probable that future taxable profit will be available
which allow the deferred x asset 1o be utilized. Deferred tax assets are reviewed at each reporting date and
are reduced 1o the extent that it is no longer probable that the related tax benetit will be realized.

The amount of the deferred tax asset or liability is measured at the amount expected to be recovered from or
paid to the wxation anthorities. This amount is determined using tax rates and tax laws that have been
eracted or substantively enacted by the year-end date and are expected to apply when liabilities and assets are
settled or recovered.

Equity instruments

(a) Member shares

Member shures issued by the Credit Union are classified as equity only to the extent that they do not meet
the delintion of a financial lability or financial asset.

Shares that contain redemption features subject to the Credit Union maintaining adequate regulatory
capital are accounted for using the partial treatment requirements of International Financial Reporting
Interpretations . Committee ("IFRIC") 2 Members' Shares in Co-operative Entities and  Similar
lnstruments.

(b Dividends and patronage rebates

Dividends and patronage rebates are recognized in the consolidated financial statements when they have
heen approved by the Board of Directors.

(Contines)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

[ SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continted)

Revenue and expense recounition

tad Interest

Interest on tinancial assets and financial liabilities is measured at amortised cost, caleulated on an
effective interest basis. The “effective interest rate’ is the rate that exactly discounts the estimated future
cash payments and receipts through the expected life of the financial asset or financial liability (or, where
appropriate, a shorter period) to the carrying amount of the financial asset or financial lability.  When
caleulating the cfiective interest rate, the Group estimates future cash flows considering all contractual
terms of the financial instrument, but not future credit losses. The calculation of the effective interest rate
includes transuction costs and fees and points paid or received that are an integral part of the cffective
interest rate. Transaction costs include incremental costs that are direetly attributable to the acquisition or
issue ol financial asset or financial liability.

(b) Commussions and lees

Commissions are recognized at the time policies are aceepted by the insuring company.,  Contingent
Isurance commissions are variable and uncertain and are contingent upon the profitability of the
msurance provider and the claims of the Group’s insurance customers over the vear. Due to this inherent
uncertainty. contingent commissions are only recorded when the amount is virtually certain,

Other fees and commission income — including account servicing fees, investment management tees,
sales commission. placement fees and syndication fees — are recognized as the related services are
performed. I a loan commitment is not expected to result in the draw-down of a loan, then the related
loan commitment fees are recognized on a straight-line basis over the commitment period.

(c) Dividend mcome

Dividend mcome is recognized when the right (o receive income is established. Usually, this is the ex-
dividend date tor quoted equity securities.  Dividends are presented ininterest and dividends on
investments in financial income.

Leases
(a) Operating leases

Where substantially all of the risks and rewards incidental to ownership are not transferred to the Credit
Union (an "operating lease”), the total rentals payable under the lease are charged to the statement of
meome on a straighi-line basis over the lease term.  The aggregale benefit of lease incentives is

recognized as a reduction of the rental expense over the lease term on a straight-line basis.
(b) Finance lease

Where substantially all of the risks and rewards incidental to ownership of a leased asset have
been transterred 1o the Credit Union (a "finance lease™). the asset is treated as if it had been purchased
outright. The amount initially recognized as an asset is the lower of the fair value of the leased property
and the present value of the minimum lease payments payable over the term of the lease. The
correspornding lease commitment is shown as a liability,  Lease payments are divided into cupital
and - interest components. Interest is charged to the statement of income over the period of the lease and
is caleulated so that it represents a constant proportion of the lease liability. The capital element reduces
the balance owed o the lessor.
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FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continied)
I"oreign currency translation
Foreign currency accounts are translated into Canadian dollars as follows:

At the trunsaction date. cach asset. liability, revenue and expense denominated in a foreign currency is
translated into Canadian dollars by the use of the exchange rate in effect at that date. At the year-end date,
unsettled monetary assets and liabilities are translated into Canadian dollars by using the exchange rate in
elfect at the year-end date and the related translation dilferences are recognized in net and comprehensive
income. Exchange gains and losses arising on the retranslation of monetary available-for-sale financial asscts
are treated as o separate component of the change in fair value and recognized in net and comprehensive
meome,

Non-monetary assets and liabilities that are measured at historical cost are wranslated into Canadian dollars by
using the exchange vate in effect at the date of the initial transaction and are not subsequently restated, Non-
monetary assets and liabilities that are measured at fair value or a revalued amount are translated into
Canadian dollars by using the exchange rate in effect at the date the value is determined. The related
translation differences are recognized in net income together with the gain or loss of the underlying non-
monetary asset or liabiliy.,

Financial assets and linancial labilities

{a) Recognition

The Group mitially recognizes loans and advances. deposits, debt securities issued and subordinated
ltabilitics on the date on which they arc originated.  All other financial instruments {including regular
purchases and sales of financial assets) are recognized on the trade date, which is the date on which the
Group becomes a party to the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at fair value
through profit or loss. ransaction costs that are directly atributable to its acquisition or issue.

(by Classilication

Financial assets

The Group classifies its financial assets into one of the following categories:
o loans and receivables;
o held to matwriy:
o wvailable-tor-sale: and

at fair value through proficor loss. and within this category as:
o held for rading: or
o duesignated at fair value through profit or loss.

Financial liabilities

The Ciroup classilies its linancial liabilities, other than financial guarantees and loan commitments, s
measured at amortised cost or fair value through profit or loss,

(continies)
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FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continiwed)
(¢} Derecognition
Financial assets
The Group derecognizes a financial asset when the contractual rights w the cash flows from the financial
asset expire. or it wansfers the rights to reccive the contractual cash flows in a transaction in which
substantially all of the risks and rewards of ownership of the financial asset are transferred or in which the

Group neither transters nor retains substantially all of the risks and rewards of owner ship and it does not
retain control of the financial asset.

(dy Ollseting

Financial assets and financial liabilities are offset and the net amount presented in the statement of
Iimancial position when. and only when, the Group currently has a legally enforceable right to set ol the

amounts and it mtends either 1o settle them on a net basis or to realise the asset and settle the li: ibility
simultancously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses
arising lrom a group of similar transactions such as in the Group's trading activity.

International Financial Reporting Standards (IFRS)

Certain new standards, amendments and interpretations have been published that are mandatory Tor the
Group’s accounting pertods beginning on or after January 1. 2016 or later periods that the Group has decided
not to adopt eurly. The standards. amendments and interpretations that will be relevant to the Group are:

The final version of IFRS 9. issued by the IASB in July 2014, replaces 1AS 39 Financial
Instruments: Recogniton and - Measurement and  IFRIC 9 Reassessment of Embedded Derivatives as
well as the versions of [FRS 9 issued by the IASB in November 2013, October 2010 and November 2009.
The final standard  largely retains  the classification  and measurement requirements and new hedge
accounting model included incarlier versions, while introducing a single forward-looking expected credit
toss impairment model. The main features introduced in the final version ol this new standard are as follows:

Financial assets are measured at fair value through other comprehensive income if they are held within a
business model whose objective is to both collect contractual cash flows and sell financial assets. and the
contractual cash flows are solely payments of principal and interest.

All gams and losses on financial  assets measured at  fair through other comprehensive
income are recognized in profit or loss when the financial asset is impaired, reclassified 1o fair
value through profivor loss, or derecognized.

An expuected credit loss impairment model is applicable to financial instruments measured at amortized
cost or Lur value through other comprehensive income, loans receivable. An entity recognizes 12-month
expected credit Tosses il the eredit risk of a financial instrument has not increased significantly since
initial recognition and  lifetime expected credit losses it credit risk has increased significantly since
mitial recognition,

IFRS 9 s effective for annual periods beginning on or after January 1. 2018, and the standard should be
applicd retrospectively. subject to certain exceptions. Restatement of prior periods is not required and is only
permitted 101015 possible without the use of hindsight. The Group is currently analyzing the potential effects
of adopting this standard on its consolidated financial statements.

feContiniesl




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continucd)

IFRS 15 Revenue from Contracts with Customers.  IFRS 15 establishes a comprehensive framework for
determining whether. how much and when revenue is recognized. It replaces existing revenue recognition
guidance. including IAS 18 Revenue. [AS 11 Construction Contracts and IFRIC 13 Customer Loyalty
Programmes. TFRS 15 15 effective for annual reporting periods beginning on or after January 1, 2017, with
early adoption permitied.

The Group s assessing the potential impact on its consolidated financial statements resulting from the
application ol [FRS 13,

GENERAL INFORMATION - PRESENTATION OF FINANCIAL STATEMENTS

fa) Estimates could be signilicant

The preparation o the consolidated financial statements in conformity with International Financial
Reporting Standards ("IFRS") requires management to make estimates and assumptions that aftect the
reported amounts of assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses during the reporting period. By their nature, these estimates
are subjeet to measurement uncertainty and the effect on the consolidated financial statements of changes
in such estimates i future periods could be significant,

The eliect of a change in an accounting estimate is recognized prospectively by including it in income in
the period of the change, if the change affects that period only, or in the period of the change and future
periods. il the change altects both.

The estimates and assumptions that have a significant risk of causing material adjustment to the carrying
amounts of assets and labilities within the next financial year are discussed below,

(b Fair value ol inancial instruments

The Credit Union determines the fair value of financial instruments that are not quoted in an active
market using valuation techniques that are significantly affected by the assumptions used. including
discount rates and estimates of future cash flows. In that regard. the derived fair value estimates cannot
always be substantiated by comparison with independent markets and. in many cases, may not be capable
ol being realized immediately,

The methods and assumptions applied, and the valuation techniques used, for financial instruments that
are not quoted in an active marker are disclosed in Note 4.

(¢} Estimates for member loan loss provision

In determining whether an impairment loss should be recorded in the statement of income the Credit
Union nmiakes judgment on whether objective evidence of impairment exists individually for tinancial
assets that are individually significant. . Where this does not exist the Credit Union uses its judgment 1o
group member loans with similar credit risk characteristics to allow a collective assessment of the group to
determine any impairment loss.

I deternmimning the collective loan loss provision management uses estimates based on historical loss
experience for assets with similar credit risk characteristics and objective evidence of impairment.
Further detals on the estimates used to determine the allowance for impaired loans collective provision
are provaded m Note 6,

feontinieys)




FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

GENERAL INFORNATION - PRESENTATION OF FINANCIAL STATEMENTS (continited)

() Estimates in income ax filings

The Credit Union periodically assesses its liabilities and contingencies related to income taxes for all years
open o audit bused on the latest information available.  For matters where it is probable that an
adjustment will be made, the Credit Union records its best estimate of the tax liability mcluding any
related interest and penalties in the current tax provision. Management believes they have adequately
provided for the probable outcome of these matters; however, the final outcome may result in a materially
different amount.

(e) Lstimates in goodwill impairment

The Credit Union determined whether goodwill was impaired using the value in use method as the
underlying business entities were not quoted in an active market. This method uses valuation techniques
that are significanmtly affected by the assumptions used, including discount rates and estimates of future
cash lows,

The goodwill was disposed of on September 29, 2016 when the subsidiaries, Westview Agencies Lid and
First Insurance Agencies Lid.. the companies which generated the goodwill on their original purchase.
were sold 10 CU Aucncies Alliance Lud.,

(1) Operating segments

The Group has the following two strategic divisions, which are reportable segments. These divisions offer
different products and services, and are managed separately based upon the Group's management and
internal reporting structure. The segments are banking and insurance. Banking deals with loans, deposits
and other transactions and balances with corporate and retail customers. Insurance deals with brokerage
services for property and life insurance products. On October 1, 2016, the Group restructured the
insurance division by forming a new joint venture and selling 50% to a new joint venture partner.

CASH AND CASH FQUIVALENTS

The Credit Union's cash and current accounts are held with Central 1 and/or other approved parties. The
average vield on the accounts at December 31, 2016 is 0.88% (2015 - 1.34%,).

Treasury deposits

2016 2013
Maturing i IS] 1o 363 days S 1,000,000 $ 300,000
Maturing in over 365 days 2,848,102 9376932
Total Canadian dollar treasury deposits 3,848,102 9876932
Maturing in 181 o 3035 days {US dollar) 1,348,700 1,384,000
Total treasury deposits hy 5,196,802 $  11.260.932

The Credit Union must maintain liquidity reserves with Central | at 8% of total assets at December 31
cach year. The deposits can be withdrawn only if there is a sufficient reduction in the Credit Union's total
assets or upon withdriwal of membership from Central 1. The liquidity reserves are due within one month
to four years Hmonths. At maturity. these deposits are reinvested at market rates for various terms.



FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

INVESTNMENTS AND OTHER ASSETS

2016 2015
Central I Credit Union shares b 1,270,286 $ 1,045 937
CUPP Services Lud, 142,787 142,787

1,413,073 1188724
Trade accounts receivable 29,202 2.149.929
Commission und other receivables 1,295,115 317,036
Interest and dividends receivable 112,093 90,333
Prepaid expenses and deposits 431,561 360,312
Other 44,864 44.013

S 3,325,908 v 4,150,367

The shares in Central | are required as a condition of membership and are redeemable upon withdrawal of
membership or at the diseretion of the Board of Directors of Central 1. In addition, the member credit unions
are subject to additional capital calls at the discretion of the Board of Directors of Central 1.

Class A Central | shares are subject 1o an annual rebalancing mechanism and are issued and redeemable at
= X = 2

par value. There is no separately quoted market value for these shares: however, fair value is determined to

be equivalent 1o the par value since transactions occur at par value on a regular and recurring basis.

Class I Centeal 1 shares are issued with a nominal par value, The redemption value of cach Class E share is
5100, while the paid-up capital of each Class E share is $0.01. The tax basis of the Credit Union’s
mvestment in Class 2 Shares is $0.01 multiplied by the number of Class I shares. Should the Class I shares
of Central 1 be redeemed, the Credit Union would recognize a deemed dividend equal to the difference
between the redemption value of the shares and the paid-up capital of those shares at the time of redemption,
There s no separately quoted market for these shares and the fair value cannot be measured reliably as the
timing of the redemption of these shares cannot be determined: therefore, they are recorded at cost.

The Credit Union is not ntending to dispose ol any Central | shares as the services supplied by Central | are
refevant w the day to dav activities of the Credit Union.

Dividends on these shares are at the discretion of the Board of Directors of Central 1.
The CUPP Serviees Lud. shares are participating preference shares. The dividend yield received during 2016

was 31.90% (2015 - 28.2"). There is no separately quoted market value for these shares and as there are no
fixed dividend returns. they are recorded at cost.
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Notes to Consolidated Financial Statements
Year Ended December 31, 2016

LOANS AND NOTES RECEIVABLE

2016 20153
Residential Mortgages $ 230,323,788 £ 201,557,904
Personal Loans 29,250,204 30426775
Commercial Loans 32,684,224 32,800,275
Other note receivable 3,238,197 1,397,105
Subtotul 295,496,413 266,182.0359
Accrued mierest recervable 317,892 317,654
Allowance tor impaired loans (Note 6) (560,798) (438.818)

% 295,253,507 $ 266.060.895

Member foians can have cither a variable or fixed rate of interest and they mature within a maximum ol five
years.

Variable rate loans are based on a “prime rate” formula. ranging trom prime minus 1.70% to prime plus
9.15%. The rate is determined by the type of security offered and the member's credit worthiness. The Credit
Union's prine rate at December 31, 2016 was 2.70%,,

The terest rate offered on fixed rate loans being advanced at December 31, 2016 ranges from 1.00% 1o
F2.5%. and varies with the type of security offered and the member's credit worthiness.

Residential mortgages are loans and lines of credit secured by residential property and are generally repayable
monthly with cither blended payments of principal and interest or interest only.

Personal Toais consist of term loans and lines of credit that are non real estate secured and. as such, have
various repayment terms. They are seeured by various types of collateral, including mortgages on real
property, general  sceurity  agreements.  charges  on specific  equipment, investments, and personal
guarantees.

Commercial loans consist of term loans, operating lines of credit and mortgages to individuals, partnerships
and corporations, and have various repayment lerms.  They are secured by various types ol collateral.
including  mortgages on real property, general security agreements. charges on specific equipment,
vestments, and personal guarantees,

Average vields to maturity

Loans bear interestat both variable and fixed rates with the following average yields at:

Principal 2016 Principal 2015
Variable rate S 68714912 3.63% § 70,839,797 3.74%
Fixed rate due less than one year 52,170,583 3149 60,847,420 3.24%
Fixed rate due between one and five years 174,368,012 3.18% 134,373,678 3.40",

$ 205253507 3.28% § 266,060,895 3.45%

feonfinues)
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FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

L

LOANS AND NOTES RECEIVABLE (continued)
Credit Quality of Loans

It s not practical o value all collateral as at the balance sheet date due to the variety ol assets
and conditions. A breakdown of the carrying value of the loans held on a portfolio basis follows:

2016 2015
Unsecured loans $ 11,874,239 $ 10734082
Loans atherwise secured 5,093,685 5.761.056
Loans suaranteed by government 4,082,771 3,954,891
Residential mortgages imsured by government 107,332,027 107 406,754
Loans sceured by residential mortgages 138,477,285 109,758,416
Louns commercial real estate secured 28,393,500 28,445,696

% 295,253,507 $ 266,060.895

The fair value of member loans at December 31. 2016 was S302.418.779 (December 31, 2015 -
S268,379.355).

The estimated fair value of the variable rate loans is assumed 1o be equal to book value as the interest rates on
these foans re-price to market on a periodic basis.  The estimated  fair value  of fixed rate loans s
determined by discounting the expected future cash flows at current market rates for products with similar
terms and credit risks.

Concentration of Risk

The Credit Union has an exposure 1o groupings of individual loans which concentrate risk and create
exposure o particular seements.

2016 2015
Residential mortgages S 230,130,793 % 201.463.520
Personal loans 29,226,160 30412925
Commeercial louns 32,657,357 32,785.345
Other nole receivable 3,238,197 1.397.105

% 295,253,507 $ 266.060.895

The Credit Unton's primary service area is within a 100 kilometre radius of Powell River, British Columbia as
well as the Comox Valley and Bowen Island, British Columbia, The Credit Union's secondary market area is
the rest of the provinee of British Columbia.
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Notes to Consolidated Financial Statements
Year Ended December 31, 2016

LOANS AND ALLOWANCE FOR IMPAIRMENT

Impairment reconciliation - by year

Total allowance for impaired loan provision comprises:

Collective provision
Individual specific provision

Movement in individual specific provisions and collective provisions for impairment

2016

Balance at January 1. 2016

Provisions charged to net invome

Write ulfs

Balance ar December 31, 2iH o

Ciross principal balanee o
ndividual by ipanred loans

2015

Balance at Tanuary 1. 2005

Provisions charged o net income

Recoveries on loans previously
written ofl

Write offs

Balance at December 310 2013

Giross principal balance o
individually impaired loans

2016 2015
$ 464,922 S 306,329
95,876 132489
$ 560,798 S 438818

Residential
Mortgage Personal Commercial 2016
$ 200,048 S 92,484 % 146,286 $ 438,818
61,000 183,000 00,000 344,000
261,048 275,484 246,286 782,818
(90,535) (114.905) (10,580) (222,020)
$ 164513 S 160.579  § 235706 8% 560,798
$ £ S 50939 % 4024 % 54,963
Residential
Morigage _ Personal Commercial 2015
3 69288 S 10,168 & 116286 % 195,742
35,000 174,842 30,000 259,842
99,998 : g 99,998
224,286 185.010 146,286 555,582
(24,238) (92.526) § (116,764)
b3 200,048 S 92484 § 140,286 $ 438,818
$ 1LO41.235 S 792 % - $ 1,042,027

il
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Notes to Consolidated Financial Statements
Year Ended December 31, 2016

0 LOANS AND ALLOWANCE FOR INPAIRMENT (contimcd)

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

repayments outstanding,

2016 2015
Individual Individual
2016 Specific 2015 Specific
Carrying Value Provisions Carrying Value Provisions
Less then 30 davs b - b 10,116 % - S -
30 10 90 days 377,750 - 100,278 -
Over 90 davs 54,887 54,887 941,749 132,489
Total loans m arrcars 432,637 65,003 1.042,027 132,489
Total loans not to arrears 294,820,870 495,795 265018868 306,320

$ 295,253,507 § 560,798

§ 266060805 $ 438.818

Key Assumptions in Determining the Allowance for Impaired Loans Collective Provision

The Credit Union has determined the likely impairment loss on loans which have not
maintained the loan repayments in accordance with the loan contract, or where there is other
cvidence of potential impairment such as industrial restructuring, job losses or economic
circumstances. Inidentifving the impairment likely from these events the Credit Union
estimates the potential impairment using the loan type, industry, geographical location, type of
loan security. the length o' time the loans are past due and the historical loss experience. The
circumstances may vary for cach loan over time, resulting in higher or lower impairment. The
methodology and assumptions used for estimating future cash flows are reviewed regularly by the
Credit Union 1o reduce any difterences between loss estimates and actual loss experience.

An estimate of the collective provision is based on the period of repayments that are past due.

For purposes of the collective provision, loans are classified into separate groups with
similar rish characteristics, based on the type of product and type of security.

Loans with repayments past due but not regarded as individually impaired are considered in

determinimg the collective provision:

5 Residential

Ul6 Morigage Personal Commercial Total
301090 duys hY 260,525 S L1225 % - $ 377,750

Over 90 davs - 50.863 4,024 54,887

Balance at December 31,2016 $ 260,525 S 168088 § 4024 § 432,637

S Residential

2015 Mortgage Personal Commercial Total
30 10 90 days $ - S 99 486  $ 792 % 100,278

Over N davs Q01 885 39,864 - 941,749

Balance at December 31, 2015 S 901,885 % 139,330 S 792 % 1,042,027

(5%
i
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7. PROPERTY, PLANT AND EQUIPMENT

leasehokl Automated
wprevement  Computer  Compuier Furnure aimd Muotar ielker Total
Linul Bivihling « E <quip kil sullwire Equip nem fistures sehicles imichines INure2 )

Cuost
Balince
Jan L 206 5 WTTAIT 5 4aTTH0n S SOB6YT 5 623066 8 LM3SSd S K303 S LBSBY N 6LD4 § 49947 S 9691663
Addditons 271420 208367 - 240,246 W1073 5834 1146 72 %44 970910
s posals 1R 20 (NL6201  {335.673) (91057 (2193 [HYTT) 1243.323) (30,517} CLINL08S)
Balance at
December
AL 2016 SIUBSUIT 5 SUIHAL S 5022 S 777235 S LM2466 S PSE900 S 93SRY2 S D3S63 5 HU94T § 9552483
Depreciation
Balineear
Fan L2000 Al . SOLEILON) S (03201 S (330M) S SBLIeN S (9T I2) S UISTIZ) S (6LB4) § (97667) § (4672190
Deprecition - 25 (H4.502) 1850150 1HLIEn 9401 (36,050 13,6471 126,649} {502 8860
Imparement
thoas) - - ERl | 21 W2 Eh4 10,74 23,712 A = 753,280
Balanee ar
December
3L 2006 . = S OUNLED S (334D S IRU0K) § (30T S (936D 5 (THTI0N S (342641 § (24360 5 (4421700

Net Book value
Balanee ar

December

RABRL 1 SUIBRIIT 5 Sandu3 S JN2NE S 238348 3 3S2I8E S 66529 5 BEavl S 69200 5 25631 § 5130495
Leasehuld Automated
mprevement  Compuler Computer Furniure am Muotar teller
Linad Bl > cguip e s ltwar: Equipment lsluies sehicles nsichines Total
Cust
Balice an
Fan 123 5 OMTTART w AREIINY 5 S6M626 S TINSIT S LIZEOY S 167350 0§ LI044EE 5 6LId $B63sE § 9uH.I60
Addlitons ¥ 12457 8360 TTIED HE 400 i A2 I8, 383 - 13,566 3.7
D pasals - 176,284y {015 D 1117,625) [8Y954) [154.674) 1537.673)

Balance at
December
L2008

54877000 % 0647 5 628066 5 LHISE4 S 5033 S LLE9 S GLI4 % 149,947

5 9691663

e preciation

Balinee al

Fan 12013 5 . Stlninxd3)y S 312224y §S4663244 §(T73039) S (T637) S (102751 S (BLGd) § S 4642680}
e precition 104737y 13 I8 (30801 (H3 94T {23437 (43890} = 13432
I pa e ent

tloss) - - 34886 150,131 17.623 2612 154674 ; 489,928
Balance at

December

R 5 S ULBZRON0L S 3HLS200 5 S340H) S 801361 S (97,62) S (918733) S (6L134) § (9T667) S (4672190
NetBook value

Balance at

December

JL 2005 S TTAIT N J0EndeG 5 WDITT S 94052 8 3 S ORTETI S8 249460 S - § 52080 § SOPATR

tncluded above in computer equipment are computer assets under tinance lease with a net book value of $2.511 (2015 - $17,258).
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INVESTMENT IN JOINT VENTURES

The Group holds an mierest representing 50%, (0% in 2015) in CU Agencies Alliance Ltd.(CUAALY), a joint
venture established for the purpose of finding, buying and holding shares in insurance brokerage companics
onawholly owned basis. The end of the reporting period of the joint venture is December 3 1.

The jomt venture was established on October 1. 2016, the day after the Group sold its 100% holdings in
Westview Agencies Lid. and First Insurance Agencies Lid. to another wholly owned subsidiary, CUAAL, for
SIR.S00,000 of shares i CUAAL. In conjunction with the October 1st Joint venture agreement, the other
jomt venture partner, Co-operators Insurance Agencies Limited, purchased 50" of CUAAL through a
payment of 58.700.000 to the Group, along with the contribution of a book of business to CUAAL valued at
S1100.000,

These entities” shares are not traded on the stock exchange. Therefore. they have no official quoted price, The
Group has not earned any dividends from this entity.

The aggregute amounts of current assets, non-current assets, current liabilities, non-current labilities,
revenue and expenses related o the Group’s interest in CUAAL are as follows:

2016 2015
Cash 8 339,000 $ -
Other current assets 1,673,000 -
Non-current asselts 23,613,000 -
Total assets 25,625,000
Current lnancial labilites 1,290,000 -
Other current hiabilites 754,000 -
Other non-current labilities 4,682,000 -
Total liabilines 6,726,000 -
Net assets S 18,899,000 $ -

Adjusting for a purchase price adjustment and advances to the Jont venture, both totalling $180.349, along
with our allocation of the mvestment, results in a total of $9,629,849.

2016 2015

Revenue S 881,000 $ -

Depreciation (602,000) -

Other expenses (1,190,000) -

Income taxes recovery 205,000 -
Total loss and comprehensive income for the two month period

from imeeption to December 31, 2016 $ (706,000) § -

Carrying anount - 30",
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INTANGIBLE ASSETS

Amortization ol intangible assets is included in non-financial expenses i the income statement.

Indefinite lile Finite life Total
ICBC Contracts  Customer Lists 2016

2016
Cost
Balance at January 1. 2016 h 956,597 % 412259 $§ 1,368,856
Additions = - -
Disposals (956.597) (342.158) (1,298,755)
Balance at December 31, 2016 S - b 70101 % 70,101
Amortization
Balance at January 1, 20106 S - ) (342,158) % (342,158)
Amortization - (17,525) (17,525)
Disposals o 342,158 342,158
Balance at December 31. 2016 $ - $ (17.525) % (17.525)
Carrving Amount
Al Januvary 1. 2016 S 956,397 % 70,101 § 1,026,698
At December 31, 2006 S - b 52576 % 52,576

Indetinite life Finite life Total

[CBC Contracts  Customer Lists 2015

013
Cost
Balance at Junuary 1. 2015 S 956.597 % 324633 % 1,281,230
Addition - 87.626 87.626
Disposals : - -
Balance at December 31,2013 S 956,397 % 412,259 % 1,368,856
Amortization
Balance at Lanuary 1. 2013 S - b (309.708) $ (309.,708)
Amortization - (32,450) (32.450)
Balance at December 31. 2013 S - 5 (342,158) $ (342.158)
Carrving Amount
At January 1. 2013 S 956,597 % 14,925 % 971,522
At December 31, 2013 by 936,597 % 70,101 % 1,026,698

Based on the history and expected future use of the ICBC contracts, they have been assigned indefinite lives.

The carrying amount of customer lists has a remaining amortization period of 4 years.
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|}

GOODWILL

2016 20105

Cost
Opening Bulanee S 12,694,968 $ 0 12.694.068
Additions (disposals) (12,694,968) -

- 12,694,968
Amortization
Opening Balance (324,932) (324,932
Impairment - 5
Disposals 324,932 -

- (324.932)

% - $ 12.370.036

The goadwillo which wis gencrned when the subsidiaries, Westview Agencies Lid, and First Insurance Agencies Lud.,

were oniginally
purchased. was disposed of when the subsidianies were sold on September 29, 20116 10 €U Agencies Alliance Lid..

MEMBER DEPOSITS

2016 2015
Member deposits listing

Chequing $ 60,328,374 § 57,277,852
Demand 98,948,325 91,035,136
Term 87,482,854 74957133
Registered savings plans 23,864,285 24,898,702
Registered retirement income funds 9,308,592 7.810.225
Tax free suvings accounts 26,368,536 21,558,790

306,300,966 277,537,838
Accrued interest and dividends 1,364,003 1,264.553

S 307,664,969 $ 278.802.39|

Terms and conditions
Chequing deposits are due on demand and bear mterest ata variable rate up 1o 1.20% at December 31, 2016,

Denund deposits are due o denand amd bear mierest at o varable rate up o 1.35% at December 31, 20016, Interest is caleulated daily and
praed v the accounts muonthly,

Lerm deposits bear Tised rates vl mterest o erms of up to five years. Tnterest can be paid annually. semi- annually, monthly or upon maturity,
The mterest rtes otfered on enn deposits issued as of December 31, 2016 range trom 0.23%, 10 2,85,

Phe vegistered remrement sivings plans ("RRSP™) accounts can be fixed or vanable rate, The fived rate RRSPs have terms and rates similar o
the term deposit sccounts desciibed above. The variable rate RRSPs bear interest at rates up 10.0,23%, a1 December 31, 2016,

Registered retirement oo finds C'RRIES" consist of both fixed and varable rate products with terms und conditions similar to those ol the
RRSPs deseribal ahove, RMembers may make withdrawals from o RRIF account on a monthlyv, semi-annual, or annual basis, The reaular
withdrs alamonnts vary aceonding w individual needs and stautory requirements

Phe tas-ree sivonies aecomnts can be lixed or variable raite with terms and conditions similar 1 those of the RRSPs deseribed above.

Tonetided i dennd deposits = an amount ol STO93 980 (2015 - $3.046. 484 CDN dollars of 1S denominated dollars.

fCaiitiitties
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L NMEMBER DEPOSIETS feontinued)
Iair value
Phe Lar value of member deposits at December 31, 2016 was $£306,550,436 (December 31, 2015 -

S277.976.139)

The estimated Fair value of the demand deposits and variable rate deposits are assumed to be equal
to book value as the interest rates on these loans and deposits re-price to market on a periodic basis. The
estimated fair value of fixed rate deposits is determined by discounting the expected future cash flows of these
deposits at current market rates for products with similar terms and credit risks.

Average Yields to Maturity

Members' deposits bear interest at both variable and fixed rates with the following average yields at:

Principal 2016 Principal 2015
Vartable rate S 185,323 857 0.51% $ 169,641,665 (1.35%,
Fixed rare due less than one year 88,754,928  1.69% 55,657,119 1.83%,
Fixed rate due between one and live years 32,222,181 1.75% 52,239,053 178",

S 306,300,906 0.98% 5277537837 1.04%

Concentrations of Risk
The Credit Union's primary service area 1s within a 100 kilometre radius of Powell River, British Columbia

as well as the Comon Valley and Bowen Island, British Columbia. The Credit Union's secondary market
areit is the rest of the provinee of British Columbia
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120 DEFERRED INCONMI: TANES

The movement in 2016 deferred tax liabilities and assets are:

Opening Recognized Recognized Closmg
Balance in Net directly in Balance
Jan 1. 2016 Income Equity Dec 31, 2016
Deferred tax liahilities
Property. plant and cquipiment $ (112,106) S (5,972) § (2,209) S (120,287)
Bad debis reserve 5 - - =
Intangible assets (178,482 178,482 - -
Other 267 (267) - -
(290,321) 172,243 (2,209) (120,287}
Deferred tax assets
Provision reserve - - - -
Cumulative eligible capital 4,959 (4.939) - -
Property. plant and cquipment 10,794 (10.794) - -
Tax losses carried forward 147,136 (147.136) - B s
162,889 (162.889) -
2016 net deferred tax liability $ (127432) § 9354 S (2,209) S (120.287)

The movenment in 2013 deferred tax habilities and assets are:

Opening Recognized Recognized Closing
Balance in Net directly in Balance
Jan 1. 2015 Income Equity Dec 31, 2015
Deferred tax liabilities
Propertyv. plant and equipment 5 (88,764) S (21544 S (1,798) S (112,106}
Bad debts reserve - = - 5
Intangible assets (177.311) (1, 171) = (178.482)
Other (1.426) 1.693 - 267
(267.501) 21,022} (1,798) (290,321
Deferred tax assets
Provision reserve - - - -
Cumulative chigible capital 4214 745 - 4,959
Property. plant and cquipment 6,527 4,267 - 10,794
Tax Josses carried forward 43,463 103,673 - 147,136
Other - - - -
54.204 108,685 - 162,889
2005 et deferved tax bability $ 213.297) § 87003 S (1,798) §  (127.432)
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SECURED BORROWINGS

The Credit Unton periodically enters into asset transfer agreements with third parties which may include
seeurttization of mortgages into Canada Mortgage and Housing Corporation-sponsored programs which issue
bonds w third party imvestors at specified interest rates,

The Credit Union also sceuritizes insured residential mortgages by participating in the National Housing Act
("NHA™) Mortgage-backed Securities ("MBS”) program. Through the program, the Credit Union issues
seeurities hacked by mortgages that are insured against borrower's delault.

For loans which are securttized, the Credit Union receives the net differential between the monthly mterest
receipts of the assets and the interest expense on the secured borrowing. The exposure to variability of future
interest income and expense has been incorporated into the interest rate sensitivity caleulations as shown in
Note 24(d).

Full derecognition of certain loans securitized occurs when First Credit Union transfers its contractual right to
receive cash flows from the financial assets or retains the right but assumes an obligation to pass on the cash
flows from the asset. and transfers substantially all the risks and rewards of ownership. The risks include
credit. interest rate. prepayment and other price risks.

The following table summarizes First Credit Unions on balance sheet securitization activity during the years
ended December 31,2016 and 2015:

2016 2013
Amount Securitized $ 11,263,975 $ 21,263,336
Outstanding Balance of Securitized Loans 21,153,027 19,443 938

The tollowing table summarizes the balances for securitized loans that are not recorded on First Credil
Union's Balance Sheet:

2016 2013
Amount Securitized $ 128,022,441 § 85333255
Outstanding Balance of Securitized Loans 208,892,469 85,036,457

The tollowing table summarizes First Credit Unions total securitization activity during the years ended
December 312006 and 2015:

2016 20105
Amount Securitized: 867 Residential Mortgage Pools 139,286,416 106,396,592
Ouistanding Balance ol Securitized Loans 230,045,496 104,480,415
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OBLIGATIONS UNDER FINANCE LEASE

Computer feases bearing interest at 13.25%  per  annum,
repavable in monthly blended payments of $497. These leases
mature on dates between August 2018 and November 2018 and
arce secured by the equipment.

Computer leases bearmyg interest at 13.23% 1o 18.50% per
annum. repayable in monthly blended payments of $1,360. These
leases mature on dates between January 2016 and March 2017
and are secured by the cquipment.

Future minimum capital lease payments are approximately:

2017
2018

Total minimum lease payments

LLess: wmount representing interest at various rates

2016

2005

9,341

1,091

$ 13.749

10.205

10,432

S 23.954

7,091
4,559

11,650

3.658

7.992



FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

MEMBER SHARES

2016 2013
lssued:
554 451 Membership 5 554,451 $ 554417
AT77.362 0 Investment 3.877.362 4.262.999

S 4,431,813 § 48174106

[nvestment shares are recogmized as a liability, equity or compound instrument based on the terms and in
accordance with 1AS 32 Financial Instrument Presentation and IFRIC 2 Members' Shares in Co- -operative
Lntities and Silar Instruments. I they are classified as equity. they are recognized at cost. I they are
recognized as a liability, they are initially recognized at fair value net of any transaction costs divectly

atributable 1o the issuance of the instrument and subsequently carried at amortized cost using the effective
interest rate methaod.

Terms and conditions
Membership shares

As o condiion ol membership, which is required 1o use the services of the Credit Union, a.ach member is
required 1o hold membership shares ($3 tor junior members under the age of majority, $25 for individual
members. and 5100 tor corporate members).  These membership shares are redeemable at par only when a
membership is withdrawn. Dividends are at the discretion of the Board ol Directors.

Member shares are not msured by the Credit Union Deposit Insurance Corporation of British Columbia. The
withdrawal of member shares and the payment of dividends on these shares is subject to the Credit Union
maintaining adequate regulatory capital (see Note 25 b).

Investment shares

[nvestment shares are non-voting, can be issued only to members of the Credit Union, and pay dividends at
the diseretion of the directors in the form of cash or additional shares. These shares, as per the Credit Union
rules, are only redeemable by Board approval, and may be limited to a maximum of 10% of the outstanding
opening balance of the year at the discretion of the Board.

CONTRIBUTED SURPLLUS

Contributed surplus was created upon the amalgamation of Cumberland & District Credit Union (CDCLU)
with First Credit Union in September 2012 and represents the retained earnings of CDCU that were assumed
SLA23.824 (2015 - $1.423.824) as well as the fair value increments (including deductions for deferred
income taxes) on land and buildings held by CDCU $174.671 (2015 - S184,138). The fair value increments
on the land and building are amortized directly into retained earnings at the same rate and method as the
underlying assets.
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20,

COMMITNENTS

Credit facilities

e Credit Union has authorized lines ol credit with Central | totaling  $4,900,000. These credit
facilities are sceured by a registered assignment of book debts and a general security agreement covering all
assets of the Credit Union,

Long term leases

The Company has a long term lease with respect to its premises and equipment. The premises’ lease contains

renewal options and provides for payment of utilities, property taxes and maintenance costs.  Future
minimum lease pavments as at December 31, 2016 are as follows:

Premiscs Equipment Total
No later than one year % 63,685 S 9872 § 73.557
Later than one year but not later than five years 260.352 5,753 266,105
Later than five vears 156,455 - 156,435
5 480,492 S 15625 % 496,117

CONTINGENT LIABILITY

Legal matters are without merit or will have no significant impact

Certain claims, suits, and complaints arising in the ordinary course ol operations have been filed or are
pending against the Credit Union. In the opinion of management, all such matters are without merit or are of

such kind, or imvolve such amounts. as would not have a significant effect on the financial position or results
ol'operations of the Credit Union if disposed of unfavourably.

OTHER INCOMI-

2016 2015
Credit card discounts and fees b 5,904 $ 5.930
Loan fees and penaltics 308,180 187.349
Service churges 792,184 T69.032
Finance lees 121,044 1533606
Other 427,080 212,185
Rental revenue 39.319 15.360

S 1,693,711 $ 1,343,222

GAINS (LOSSES) ON DISPOSAL OF ASSETS

2016 20015
Ciain on sale of investnient b 6,131,961 b -
Cizin on disposal of 1CBC heense 5,293,403 -
Impairment loss on Land (180,726) -
Giain on disposal of assels 33,559 1428
$ 11,278,197 $ 1.428
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INCOME TANES

The income tax provision recorded differs from the income tax obtained by applying the statutory income tax
rate of 21 10% (2015 - 17.47%) 10 the income for the year and is reconciled as follows:

2016 2013

[ncome betore income taxes S 12,015,124 § 1,187,588
Income tax expense at the combined basic federal and provincial

tax rate: S 3,089,049 $ 207472
Increase (decrease) resulting from:

Non-deductble expenses 6,630 3046

Reduction Tor tax deductible dividends (80,538) (47.963)

Capital cost allowance claimed m excess of amortization (3,129) (6.967)

Taxable portion ol gain on disposal 1,141,415 -

Gain on assets disposal (2,533,007) =

Non-deductible losses (income) from subsidiary (922,077) 32739

Taxable Jease payments - N7

Other (158) (3.741)

Deferred tux provision 122,970 (87.663)

Losses of prior vears carried forward (147,136) -

Tax adjustments relating w prior years ) (5,031) (34.250)
Elfective tax expense $ 1,268,988 b 63,078

Bill C-60. the Economie Action Plan 2013 Act, No. 1. included a measure which initiated the phase-out of
the additional deduction for credit unions over a five year period, beginning with fiscal years ending on or
after March 21, 2013, The additional deduction has been reduced at a rate of 20% per year from 2013 unul
2007 and beyond. This change will result in an additional increase ot federal taxes payable vear over year.

34



FIRST CREDIT UNION
Notes to Consolidated Financial Statements
Year Ended December 31, 2016

RELATED PARTY TRANSACTIONS
Key management personnel

he Credit Union entered into the following transactions with key management personnel, which are defined
by TAS 24, Related Party Disclosures, as those persons having authority and responsibility for planning.
directing and controlling the activities of the Credit Union, including directors and management.

The Crediv Union’s poliey for lending 1o key management personnel is that the loans are approved and
deposits aceepted on the same terms and conditions which apply to Members for each class of loan or deposit.

The Credit Union recognizes that a fair and equitable compensation program of key management personnel is
important inattracting and retaining individuals with skills and abilities required to carry out the
organization’s objectives. The Credit Union’s compensation program reflects internal equity, external
competitiveness and ndividual contribution, and s designed to include an appropriate balance of cash
compensation and non-cash benefits.  Compensation of key management personnel comprises the top five
highest paid cmployees in 2016.

Remuneration for the Divectors of the Credit Union is reviewed regularly by a sub-commitiee of the Board in
accordance with the Credit Union’s rules and applicable provincial legislation. Director remuneration 1s
determined by benchmarking against compensation data from similarly sized credit unions in the province ol
British Columbia.  Changes to Director remuncration are approved by the Board ol Directors. Total
compensation paid to the Board of Directors in 2016 was $37,987 (2015 - $40,455) .

The following 1s a summary of the Group's related party transactions:

2016 2015
Compensation for kev management
Salaries and other short-term employee benefits b 830,211 $ T41.833
Total pension and other post-employvment benefits 52,450 45.012

5 882,661 $ T8T S

2016 2015
Loans to Key management personnel
Aggregate value of Toans advanced b 920,421 A 441,450
Interest recenved on loans advanced 7.196 S5.560
Total value ot lines ot eredit advanced 125,029 83,779
Interest received on lines of credit advanced 1,165 802
Unused value of lines of credit 320,571 279,021

Deposits from key management

The Credit Union’s pohiey for receiving deposits from key management personnel is that all transactions are
approved and deposits accepted on the same terms and conditions which apply to Members for each type of
deposit. There are no benefits or concessional terms and conditions apphicable to key management personncl
or close tamily members.
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PENSION PLAN
Defined Benefit Plan

Fhe Credit Union makes contributions to the BC Credit Unions Employees' Pension Plan, which is a
contributory. multuemplover. multidivisional pension plan governed by a 12-member Board of Trustees.
which is responsible for overseeing the management of the Plan. including investment of the assets and
administration of the benefits on behalf of some members of its staff. The plan is a defined benefit plan.
which specifies the amount of the retivement benefit to be received by the employees based on length of
serviee and rates of pay. However, the plan is accounted for as a defined contribution plan as insufficient
information is available to account for the plan as a defined benefit plan. The Credit Union is one of several
cimployers participating i the 1.75% Division of the Plan. At December 31, 2015, this Division covered
about 3.200 active employees and approximately 760 retired plan members, and had assets of approximately
S350.4M.

Every three years. an actuarial valuation is performed to assess the financial position of the Plan and the
adequacy of the funding levels. The most recent actuarial valuation, which was conducted as at December 31,
2015, indicated o going concern unfunded liability in the 1.75% Division of $25.1M and a solvency
deficiency o' S83.9MNL As this is a multi-employer plan, the assets and liabilities are pooled and assets are not
tracked separately by participating employer. Although the actuaries may be able to determine a breakdown off
the current liabilities based on each employer's individual demographic profile and allocate a proportionate
share of the assets bused on the solvency ratio of the entire Plan. the Plan does not track accumulated
contributions wid investment earnings for each employer.

The amount contributed 1o the plan for 2016 was $220,624 (2015 - $208.223). The contributions were made
for current service and these have been recognized in net and comprehensive income,

Defined Contribution Plan

The Credit Union also makes contributions to the Pension Plan for the Employees of First Credit Union, a
plan administered by Mackenzie Financial, on behalf of some members of its staff.  The plan is a defined
contribution plan, which requires contributions from the Credit Union based on length of service and rates off
pay. with no tfurther liability assumed by the Credit Union [or plan performance.

The amount contributed 1w the plan for 20016 was $235,102 (2015 - $226.264). The contributions were made
for current service and have been recognized in net and comprehensive income.
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FAIR VALUL OF FINANCIAL INSTRUMENTS

December 31, 2010

Cash

Treasury depuosits
[nvestments
Loans to members
Member deposits
AMembers' shares
Oher habilities

December 31, 2015

Cash

Treasury deposits
Investnents
Losins o metibers
Member dc|'u ity
Members' shares
Other Labilies

Held 1o

Available-tor-

Fair value
through Profit

Loans and

Other Fiancial

Maturity Sale or Loss Receivables Liabilities
S 5 S S 439475828 - -
3,196,802 - s

= = 295,253,507 -
z J — (303,447.5392)
- - (4.431.513)
s = : (1.917.803)

S 3096802 % 5 S 43947582 8 295,253,507  S(311,797.208)

Fair value Other
Held o Avatlable-tor-  through Profit Loans and Financial
Maturity Sale or Loss Receivables Liabilitics
S - $ 2 $ 23.022.157 % - ) -
11,260,932 - - .
- - - 266,060,895 -
- - (277.337.837T)
- (4.817416)
E = 5 = (22927033}
S O11L260932 & - S 23022157 S 266,060,895 $(305.282.286)
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FINANCIAL INSTRUMENT RISK MANAGEMENT
General objectives, policies and processes

The Board of Dircetors has overall responsibility for the determination of the Credit Union's risk
managenment objectives and policies and, while retaining ultimate responsibility for them, it has delegated
the authority for designing and operating processes that ensure effective implementation of the objectives
and policies 1o the Credit Union's finance function.  The Board of Directors receives quarterly reports
from the Crediv Union's Senitor Financial Officer through which it reviews the effectiveness of the
processes put in place and the appropriateness of the objectives and policies it sets.

Asset Liubility Management services are provided by a strategic consulting company 1o ensure the Credit

Union’s short-term interest rate risk profile adequately safeguards financial margin, to manage long-term

interest rute risk 1o ensure long-term profitability, to present new product strategies and test the impact

these strategies have on the financial success and risk profile of the Credit Union, and to provide overall

management consulting that ensures the Credit Union’s risk profile 1s well managed.

i Credit Risk

Credit rish is the visk ol financial loss to the Credit Union il a counterparty 1o a financial instrument fails

o make payments ot interest and principal when due. The Credit Union is exposed to credit risk from

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

Risk Management

Credit rish vating systems are designed to assess and quantify the risk inherent in credit activitics in an

accurate and consistent manner.  To assess credit risk, the Credit Union takes into consideration the

member's character. ability to pay. and value of collateral available o secure the loan.

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

principles. The Board of Directors ensures that management has a framework and policies, processes and

procedures i place 1o manage credit risks and that the overall credit risk policies are complied with at the

business and transaction level.

The Credit Union's credit risk policies set out the minimum requirements for management of credit risk in

a variety of transactional and portfolio management contexts.  Its credit risk policies comprise the

following:

e Gieneral loan policy statements including approval of lending policies, eligibility for loans, exceptions
i policy, policy violations, liquidity, and loan administration:

e Loan lending limits including Board of Director limits, schedule of assigned limits and exemptions
from aggregate mdebtedness;

e Loan collateral seeurity classifications which set loan classifications, advance ratios and amortization
periods:

o Procedures outhning loan overdralts, release or substitution ol collateral, temporary suspension ol
payinents and loan renegotiations;

o Loan delinguency controls regarding procedures followed tor loans in arrears; and
o Audit procedures and processes are in existence for the Credit Union's lending activities.

With respect o credit risk. the Board of Directors receives monthly reports summarizing new loans.
delinguent loans add overdraft utilization.  The Board of Directors also receives an analysis of bad debts
and allowance Tor doubtiul loans quarterly.

feontinues)
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FINANCIAL INSTRUNMENT RISK MANAGEMENT (continucd)

A sizeable porttolio of the loan book is secured by residential property in Powell River, the Conox Valley
and Bowen Island. British Columbia. Therefore, the Credit Union is exposed to the risks in reduction of
the loan o valuation ratio (LVR) should the property market be subject to a decline. The risk of losses
from loans undertaken is primarily reduced by the nature and quality of the security taken and through
imvolvement in loan pools secured by properties in other arcas of British Columbia.

There have been no significant changes from the previous year in the exposure to risk or policies.
procedures and methods used 1o measure the risk.

Liquidity risk
Liguidity risk is the visk that the Credit Union will not be able to meet all cash outllow obligations as they

come due. The Credit Union mitigates this risk by monitoring cash activities and expected outflows so as
to meet all cash owtilow obligations as they fall due.

Risk measurement

The assessment of the Credit Union's Tiquidity position reflects management's estimates, assumptions and

Judgments pertaining o current and prospective specific market conditions and the related behaviour of its

members and counterparties,
Objectives, policies and procedures

The Credit Union's Tiquidity management framework s designed 10 ensure that adequate sources of
reliable and cost cficetive cash or its equivalents are continually available to satisfy its current and
prospective financial commitments under normal and contemplated stress conditions.

Provisions of the Credit Union Incorporation Act of British Columbia require the Credit Union to
maintain a prudent amount of liquid assets in order to meet member withdrawals. The regulated
minimum liquidity ratio is 8%e. The Credit Union has set an internal liquidity target of 9 - 1 1%,

The Credit Union manages liquidity risk by:

o Continuously monitoring actual daily cash flows and longer term forecasted cash flows:

o Monutoring the marity protiles of financial assets and liabilities:

o NMamtuining adequate reserves. liquidity support facilities and reserve borrowing facilities: and

o Monutoring the Tiquidity ratios weekly.

The Board of Dircctors receives monthly liquidity reports as well as information regarding cash balances

i order for it 1o monitor the Credit Union's liquidity framework. The Credit Union was in compliance
with the hquidity requirements throughout the fiscal year,

As at December 310 2016, the position of the Credit Union is as tollows:
|

Qualifving liquid assets on hand Maximum
exposure
Cush $ 43,958,862
Liquidity reserve deposit s.

196,802
Discount deposits and term deposit -

49,155,664

Liquidity requirement 24.912.455

Excess liquidity $  24.243,209
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FINANCIAL INSTRUNMENT RISK MANAGEMENT (continmed)

d.

The maturities ol liabilities are shown below under market risk. The Credit Union has no material
commitiments for capital expenditures and there is no need for such expenditures in the normal course of°
business.

There have been no significant changes from the previous year in the exposure to risk or policies,
procedures and methods used to measure the risk.

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as o
result of market factors, Market factors include three types of risk:  interest rate risk (Note 24 dy,
currency risk (Note 24 ¢) and equity risk (which at this time is inconsequential).

Interest rate risk

Interest vate risk is the potential for financial loss caused by uctuations in fair value or future cash lows
of tinancial instruments because of changes in market interest rates. The Credit Union is exposed to this
nisk through traditional banking activities, such as deposit taking and lending.

The Credit Union's voal is 1o manage the interest rate risk of the statement of financial position to a
target level. The Credit Union continually monitors the effectiveness of its interest rate mitigation
activitics.

Risk mcasurement

The Credit Union's position is measured monthly and reported to the Board quarterly, Measurement of
riskoas bused on rates charged to clients as well as funds transfer pricing rates.

Objectives, policies and procedures

The Credit Union's major source of income is financial margin - the difference between interest cared
on - investments and members' loans and interest paid on members’ deposits.  The objective of
asset liability: management is to match interest sensitive assets with interest sensitive liabilities as to
amount and as 1o term 1o their interest rate repricing dates, thus minimizing luctuations of income
during periods ol changing interest rates,

Schedules of matching and interest rate vulnerability are regularly prepared and monitored by Credit
Union management. in concert with external consultant Tuff Risk, and reported to the Financial
Institution Commission ("FICOM") in accordance with the Credilt Union's policy.  This policy has
heen approved by the Board of Directors and filed with FICOM as required by credit union regulations.
For the yewr ended 20710, the Credit Union was in compliance with this policy.

feonfimmes)
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FINANCIAL INSTRUNMENT RISK MANAGEMENT (continucd)

The following schedule shows the Credit Union's sensitivity to interest rate changes. Amounts with
floating rates. or due or payable on demand, are classified as maturing within three months, regardless of
maturity. A significant amount of loans and deposits can be settled before maturity on payment ol a
penalty. but no adjustment has been made for repayments that may occur prior to maturity. Amounts that
are not interest sensiiive have been grouped together, regardless of maturity

Asset Yield  Liability Asset/Liability
%y Cost "y Assets Liabilities Giap

0-3 months 3.56%, 090", $ 90,292,133 § 191629471 S (101.337.3306)
4-12 months 2,939, 1.75% 39.284,695 63,659,475 (24.374.780)
1-2 yeurs 3.09v, 1.74%, 37,912,224 27,706,812 10,205,412
2-3 years 3.03% 1.929%, 138,929 482 23,305,208 115,624,274
Interest Sensitive 3.18% 1.23%, 306418.336 306,300,966 117,570
Non-interest sensiiy e - - 56,118,383 56,235,953 (117.570)
Total - = $ 362536919 § 362,536,919 § -

Interest sensitive ussets and liabilites cannot normally be perfectly matched by amount and term 1o
maturity. The Credit Union utilizes interest rate swaps to assist in munaging this rate gap. Once ol the
roles ol w credit union is 1o intermediate between the expectations of borrowers and depositors.

An analysis of the Credit Union's risk due to change in interest rates determines that an increase in
interest rates of 1% could result in a decrease to net income of $102.370 while a decrease in interest rates
of 1% could result i an inerease to net income of $205.920.

There have been no significant changes from the previous year in the risk exposure or policies,
procedures and methods used o measure the risk.

¢. Currency risk

Currency risk relates o the Credit Union operating in different currencies and converting non Canadian
carnings at different points in time at different foreign exchange levels when adverse changes in foreign
currency exchange rates oceur.

The Credit Union’s foreign exchange risk is related to United States dollar member deposits. The Credit
Union limits this tisk by holding an equivalent amount of United States dollar cash and near cash
mvestments inaceordance with its investment policy. Foreign currency changes are continually
monitored by the CFO. Controller and Asset and Liability Committee ("ALCO") for effectiveness ol its
foreign exchange mitigation activities and holdings are adjusted when offside of the investment policy.

Risk measurement

The Credit Union’s position is measured daily and reported to the Board monthly. Measurement of risk
is based on rates charged o clients as well as currency purchase costs.

Objectives, policies and procedures

The Credit Union’s exposure to changes in currency exchange rates is controlled by limiting the
unhedged foreien currency exposure o S100,000 in U.S. funds.
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FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

For the vear-ended December 31, 2016, the Credit Union's exposure o toreign exchange risk is within
policy.

There have been no significant changes from the previous year in the exposure to risk or policies.
procedures and methods used to measure the risk.

200 CAPITAL MANAGENMENT

bh.

Capital management

The Group™s objectives when managing its capital are to maintain a capital base that 1s structured 1o
exceed regulatory requirements and to best utilize capital allocations,

The Group’s capital structure consists of membership shares (member shares, patronage shares,
investment shares) and undivided earnings.  There have been no changes in how the Credit Union
measures capital since the previous period.

Section 671y o the Financial Institutions Act of British Columbia ("The Act”) states that a eredit union
must at all times ensure that it has an adequate capital base in relation to the business carried on by it. in
accordance with the regulations. These regulations require that the Credit Union establish and maintain a
level of capital thar shall not be less than 8% of the risk weighted value of its assets. The Credit Union
establishes the risk weighted value of its assets in accordance with the Regulations which establishes the
applicable percentage for each class of assets. The Credit Union’s risk weighted value of its assets as at
December 31, 2016 was $121.411,912 (2015 - $92,448,374).

As at December 312016, the Credit Union exceeded the capital requirements of the Act with a caleulated
risk weighted asset ratio of 26.93%, (2015 - 13.62°). This significant change was due to a restructuring

ofits previously 100" owned subsidiaries, general insurance division.

Regulatory capital consists of the following:

20016 2015
Tier | capital
Membership shares b +431.813 b 48174106
Retained carnings 26,301,533 15,968,719
Contributed surplus 1,398,495 1,687,501
Deterred ncome tax credit 120.257 112,106
32512118 22585742
Tier I capital
Proportion of system retained carnings 2,566,236 2.248.304
Deductions from capital
Subsidiary and other equity investments (2,106,737) (12,370,030)
Other intangible assets (325.230) (347.023)
(2,431.967) (12,717,059}
$  32.046.387 b 12,116,987
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OPERATING SEGMENTS

Wealth

20106 Banking Insurance Management Total
Interest income $ 9870326 S = $ - b 9,870,326
Interest expense (3.2535,688) = - (3,255,688)
Fee and commission meome 853,185 4.318.760 131,218 5,303,163
Other meonme 6,717,137 5,901.354 - 12,618.491

14,184,960 10,220,114 131,218 24,536,292
Office (939.145) (166,189} (2,618) (1,127,952)
Other expenses (3.456,233) (767.240) (10,282) (4,233,755)
Salaries and employee benetits (4.901,049) (2,198, 873) (59,539) (7,159,461)
Income betore income taxes $ 4868533 S 7087812 § 58,779 12,015,124
Segmient assets S 362484343 S - 52,576 302.336.919
Segment labihities S 330,100,950 S - 44,108 330,145,058

Wealth

2015 Banking Insurance Management Total
Interest income $ 9081786 S . $ - $ 9,081,786
Interest expense {3.279.218) - - (3,.279,218)
I'ee and commiission income 895 288 5,499.036 = 6,394,324
Other mcone 1.176.623 168.027 - 1,344,650

7.874.479 5.667.063 - 13,541,542
Oflice (9835.615) (240.763) - (1,226,378)
Other expenses (2.769.761) (V36.974) - (3.706,735)
Salaries and emplovee benetits ~14.500.007) (2,920.834) - (7.420.841)
Income betore imcome taxes $ (380.,904) S 1,568.492 % - 1,187,588
Segment assels $ 306,121,483 S 16,937,570 - 323,039,053
Segment habilities $ 299317963 S 1,346,993 - 300,664,956




