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Independent Auditor’s Report
Opinion
We have audited the financial statements of Reddy Kilowatt Credit Union Limited (the “Credit Union”),
which comprise the statement of financial position as at December 31, 2018, and the statements of
comprehensive income and retained earnings and cash flows for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies (collectively referred to as
the “financial statements”).
In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Credit Union as at December 31, 2018, and its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards
(“IFRS”).
Basis for Opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards
(“Canadian GAAS”). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of
the Credit Union in accordance with the ethical requirements that are relevant to our audit of the
financial statements in Canada, and we have fulfilled our other ethical responsibilities in accordance
with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.
Emphasis of Matter – Restated Comparative Information
We draw attention to Note 2 to the financial statements, which explains that certain comparative
information presented for December 31, 2017 has been restated due to the adoption of IFRS 9,
Financial Instruments. Our opinion is not modified in respect to this matter.
Other Matter
As part of our audit of the financial statements for the year ended December 31, 2018, we audited the
adjustments in Note 2 that were applied to restate certain comparative information presented for the
year ended December 31, 2017 related to the adoption of IFRS 9.
Responsibilities of Management and Those Charged with Governance for the Financial
Statements
Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.
In preparing the financial statements, management is responsible for assessing the Credit Union’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Credit
Union or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Credit Union’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with Canadian GAAS will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these financial statements.
As part of an audit in accordance with Canadian GAAS, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:


Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.



Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Credit Union’s internal control.



Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.



Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Credit Union’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the financial statements
or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the
audit evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Credit Union to cease to continue as a going concern.



Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

Chartered Professional Accountants
March 4, 2019

Reddy Kilowatt Credit Union Limited
Statement of comprehensive income and retained earnings
year ended December 31, 2018
(CDN dollars)
2018
$

Financial revenue
Members' loans and mortgages (Note 4)
Investment income

2017
$
(Restated - Note
2)

3,475,900
133,583
3,609,483

3,204,217
130,025
3,334,242

Cost of funds
Interest on members' deposits (Note 5)
Net financial margin

1,630,641
1,978,842

1,554,064
1,780,178

Other income
Commissions
Other
Financial margin and other income

574,710
373,358
2,926,910

470,333
419,348
2,669,859

Operating expenses
General business (Note 12)
Personnel
Members' security
Total operating expenses

1,071,412
922,138
457,713
2,451,263

1,006,880
889,176
1,064,791
2,960,847

Earnings (loss) before income taxes
Income taxes - current (Note 14)
Income taxes - deferred (Note 14)
Net comprehensive income (loss) for the year
Retained earnings, beginning of year
Dividends and patronage rebates (Note 11)
Retained earnings, end of year

475,647
13,433
69,545
392,669
2,501,566
235,000
2,659,235

(290,988)
334
(291,322)
2,842,888
50,000
2,501,566
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Reddy Kilowatt Credit Union Limited
Statement of financial position
as at December 31, 2018
(CDN dollars)
2018
$

Assets
Cash and cash equivalents (Note 6)
Investments (Note 7)
Loans and mortgages receivable (Notes 8 and 9)
Property, plant and equipment (Note 10)
Other assets

Liabilities
Accounts payable and accrued liabilities
Income taxes payable
Deferred tax liability
Dividends and patronage refunds payable (Note 11)
Members’ deposits (Note 11)

Members' equity
Retained earnings

2017
$
(Restated - Note
2)

1,368,455
5,810,646
67,589,029
5,087,758
216,781
80,072,669

1,554,084
5,496,872
62,380,108
5,220,829
178,758
74,830,651

170,569
13,433
69,545
235,000
76,924,887
77,413,434

143,925
334
50,000
72,134,826
72,329,085

2,659,235
80,072,669

2,501,566
74,830,651

Approved on behalf of the Board:

______________________________ Director

______________________________ Director
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Reddy Kilowatt Credit Union Limited
Statement of cash flows
year ended December 31, 2018
(CDN dollars)
2018
$

Operating activities
Net comprehensive income (loss)
Adjustments for:
Provision for impaired loans and mortgages (Note 9)
Financial revenue
Cost of funds - interest on members' deposits (Note 5)
Depreciation (Note 10)
Income taxes - current (Note 14)
Income taxes - deferred (Note 14)

Changes in operating assets/liabilities:
Change in loans and mortgages receivable
Change in members' deposits
Change in other operating assets
Change in other operating liabilities
Cash used in operating activities
before interest and taxes
Interest received
Interest paid
Income taxes paid

Investing activities
Increase in investments
Purchase of property, plant and equipment (Note 10)

Financing activities
Proceeds from issuance of membership share capital (Note 11)
Dividends and patronage refunds paid

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

392,669

2017
$
(Restated Note 2)
(291,322)

222,798
(3,609,483)
1,630,641
140,749
13,433
69,545
(1,139,648)

844,707
(3,334,242)
1,554,064
141,931
334
(1,084,528)

(5,434,111)
4,541,470
(38,023)
211,644

(4,439,504)
4,130,825
(49,990)
(80,278)

(1,858,668)

(1,523,475)

3,611,434
(1,629,386)
(334)
123,046

3,281,486
(1,546,879)
(2,580)
208,552

(313,333)
(7,678)
(321,011)

(249,110)
(3,400)
(252,510)

62,336
(50,000)
12,336

88,024
(125,000)
(36,976)

(185,629)
1,554,084
1,368,455

(80,934)
1,635,018
1,554,084
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

1.

Reporting entity
Reddy Kilowatt Credit Union Limited (the “Credit Union”) is incorporated under the Credit Union Act of
Newfoundland and Labrador (the “Act”). The Credit Union has 2,431 members and provides financial
services to residents of the Province. The registered office of the Credit Union is at 885 Topsail Road,
Mount Pearl, Newfoundland and Labrador.

2.

Basis of preparation
Statement of compliance
These financial statements are general purpose financial statements which have been prepared in
accordance with International Financial Reporting Standards (“IFRS”). The financial statements for the
year ended December 31, 2018 were authorized for issue by the Board of Directors on March 4, 2019.
Basis of preparation
These financial statements are presented in Canadian dollars which is the Credit Union’s functional
currency. They are prepared on the historical cost basis, except for financial instruments at fair value
through profit or loss (FVTPL) and fair value through other comprehensive income (FVTOCI), which are
stated at their fair values.
Use of significant accounting judgments, estimates and assumptions
The preparation of these financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of policies and reported amounts of
assets and liabilities, and disclosures of contingent assets and contingent liabilities at the date of these
financial statements, and the reported amounts of revenues and expenses during the year. The
estimates and associated assumptions are based on historical experience and various other factors that
are believed to be reasonable under the circumstances, the results of which form the basis of making
the judgments about carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ materially from estimates made in these financial statements.
The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that
period or in the period of the revision and future periods if the revision affects both current and future
periods.
Judgments made by management in the application of IFRS have a significant effect on these financial
statements. Areas involving a higher degree of judgment or complexity, or areas where assumptions are
significant to the Credit Union’s financial statements are as follows:
a)

Fair value of financial instruments
Where the fair values of financial assets and financial liabilities recorded on the Statement of
Financial Position cannot be derived from observable markets, they are determined using a variety
of valuation techniques that include the use of mathematical models. The inputs to these models
are derived from observable market data where possible, but where observable market data is not
available, judgment is required to establish fair values. The judgments include considerations of
liquidity and model inputs such as volatility for longer dated derivatives, discount rates and
prepayment rates. The valuation of financial instruments is described in more detail in Note 16.

b)

Impairment losses on loans and advances under IFRS 9 – Financial Instruments (“IFRS 9”)
The measurement of impairment losses on loans to members is an area that requires the use of
complex models and significant assumptions about future economic conditions and credit
behaviour. Please see the impairment of financial assets section of Note 3 for further detail on
these. A number of significant judgments are also required in applying the account requirements for
measuring the expected credit loss (“ECL”), such as:
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

2.

Basis of preparation (continued)
Use of significant accounting judgments, estimates and assumptions (continued)
b)

Impairment losses on loans and advances under IFRS 9 – Financial Instruments (“IFRS 9”)
(continued)


Determining criteria for significant increase of credit risk: IFRS 9 does not define what
constitutes a significant increase in credit risk. In assessing whether the credit risk of an asset
has significantly increased the Credit Union takes into account qualitative and quantitative
reasonable and supportable information.



Choosing appropriate models and assumptions: The Credit Union uses various models and
assumptions in estimating ECL. Judgment is applied in identifying the most appropriate model
for each type of asset, as well as for determining the assumptions used in these models,
including assumptions that relate to key drivers of credit risk.



When measuring ECL the Credit Union uses reasonable and supportable forward looking
information, which is based on assumptions for the future movement of different economic
drivers.



Probability of default (“PD”): PD constitutes a key input in measuring ECL. PD is an estimate of
the likelihood of default over a given time horizon, the calculation of which includes historical
data, and assumptions/expectations of future conditions.



Loss Given Default (“LGD”): LGD is an estimate of the loss arising on default. It is based on the
difference between the contractual cash flows due and those that the lender would expect to
receive, taking into account cash flows from collateral and integral credit enhancements.

The impairment loss on loans to members is disclosed in more detail in Note 8 and Note 9.
c)

Economic lives of property, plant and equipment
Management determines the estimated useful lives of its property, plant and equipment based
on historical experience of the actual lives of property, plant and equipment of similar nature
and functions, and reviews these estimates at the end of each reporting period.

d)

Provisions
The amount recognized as provisions and accrued liabilities is the best estimate of the
consideration required to settle the related liability, taking into account the risks and
uncertainties surrounding the obligation.
Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including reasonable expectations of future events. Management believes the
estimates used in preparing these financial statements are reasonable. Actual results in the
future may differ materially from those reported.

New standards implemented
a)

Financial instruments
In July 2014, the IASB issued IFRS 9 – Financial Instruments (“IFRS 9”), which brings together the
classification and measurement, impairment and hedge accounting phases of the IASB’s project to
replace IAS 39 – Financial Instruments: Recognition and Measurement (“IAS 39”).
Classification and measurement – Financial assets are classified by reference to the business
model within which they are held and their contractual cash flow characteristics. Financial liabilities
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

2.

Basis of preparation (continued)
New standards implemented (continued)
a)

Financial instruments (continued)
are classified in a similar manner to under IAS 39 except that for financial liabilities measured at
fair value, fair value changes due to changes in the Credit Union’s credit risk are presented in
other comprehensive income (loss) instead of profit or loss unless this would create an accounting
mismatch.
Impairment – The measurement of impairment of financial assets is based on an expected credit
loss model. It is no longer necessary for a triggering event to have occurred before credit losses
are recognized.
The Credit Union has adopted IFRS 9 with a date of transition of January 1, 2018, which resulted
in changes in the Credit Union’s accounting policies for recognition, classification and
measurement of financial assets and liabilities and impairment of financial assets, and an
adjustment to the amount previously recognized in the financial statements for the allowance for
expected credit losses on loans to members.
The Credit Union has applied the requirements of IFRS 9 to instruments that have not been
derecognized as at January 1, 2018 and has not applied the requirements to instruments that
have already been derecognized as at January 1, 2018. Comparative amounts in relation to
instruments that have not been derecognized as at January 1, 2018 have been restated where
appropriate.
Set out below are disclosures relating to the impact of the adoption of IFRS 9 on the Credit Union.
Further details on the specific IFRS 9 accounting policies applied are described in more detail in
Note 3.

(i) Classification and measurement of financial instruments
The measurement and classification categories of financial assets in accordance IFRS 9 at
January 1, 2018 are compared as follows:
Financial instrument
Cash and cash equivalents
Investments:
Equity investments
Liquidity reserve deposits
Loans and mortgages
Other assets:
Accounts receivable
Accounts payable and accrued
liabilities
Members’ deposits
Other liabilities

Category under IAS 39
Loans and receivables

Category under IFRS 9
Amortized cost

Available-for-sale
Loans and receivables
Loans and receivables

FVTPL
Amortized cost
Amortized cost

Loans and receivables

Amortized cost

Other liabilities
Other liabilities
Other liabilities

Amortized cost
Amortized cost
Amortized cost
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

2.

Basis of preparation (continued)
New standards implemented (continued)
a)

Financial instruments (continued)

The above financial assets have been reclassified to new categories under IFRS 9, as their previous
categories under IAS 39 were ‘retired’, with no changes to their measurement basis:
(i)

Those previously classified as loans and receivables (amortized cost) are now classified and
measured at amortized cost; and

(ii) Those previously classified as available-for-sale are now classified and measured at amortized cost
There were no changes to the classification and measurement of financial liabilities, as the financial
liabilities which were classified as other liabilities (amortized cost) remain as other financial liabilities
(amortized cost).
(ii) Reconciliation of statement of financial position balances from IAS 39 to IFRS 9
The Credit Union performed an analysis of its business models for managing financial assets and their
cash flow characteristics. Refer to Note 3 for more detailed information regarding the new classification
requirements of IFRS 9.
The following table reconciles the carrying amounts of financial assets from their previous measurement
category under IAS 39 to their new measurement category upon transition to IFRS 9 on January 1, 2018:

Cost
Cash and cash equivalents
Investments
Mandatory liquidity reserve deposits
Loans and mortgages receivable
Accounts receivable

IAS 39 carrying amount Reclassifications Remeasurements IFRS 9 carrying amount
December 31, 2017
January 1, 2018
$
$
$
$
Loans and receivables
Amortized cost
(amortized cost)
1,554,084
1,554,084

(a)

4,147,847
62,769,671
190,268
68,661,870

-

(389,563)
(389,563)

Available-for-sale
(cost)
Investments
Atlantic Central shares
Concentra shares
Other investments

Total financial assets measured
at amortized cost and fair value

4,147,847
62,380,108
190,268
68,272,307
Fair value through profit
or loss

761,320
500,000
83,420
1,344,740

-

70,006,610

-

-

(389,563)

761,320
500,000
83,420
1,344,740

69,617,047

(a) Remeasurement of the allowance for expected credit losses on loans to members (Note 9).

The total remeasurement loss of $389,563 was recognized in opening retained earnings at January 1,
2018.
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

2.

Basis of preparation (continued)
New standards implemented (continued)
b)

Revenue from contracts with customers
In May 2014, the IASB issued IFRS 15 – Revenue from Contracts with Customers (“IFRS 15”),
which replaces IAS 11 – Construction Contracts, IAS 18 – Revenue and IFRIC 13 – Customer
Loyalty Programmes, as well as various other interpretations regarding revenue. IFRS 15 outlines a
single comprehensive model for entities to use in accounting for revenue arising from contracts with
customers, except for contracts that are within the scope of the standards on leases, insurance
contracts and financial instruments. IFRS 15 also contains enhanced disclosure requirements.
It is applied retrospectively for annual periods beginning on or after January 1, 2018. The
implementation of the IFRS 15 standard did not impact the Credit Union.
IFRS 15 covers only revenue arising from contracts with customers. Under IFRS 15, a customer of
the Credit Union is a party that has contracted with the Credit Union to obtain goods or services that
are an output of the Credit Union’s ordinary activities in exchange for consideration. Unlike the scope
of IAS 18, the recognition and measurement of interest income and dividend income from debt and
equity investments are no longer within the scope of IFRS 15. Instead, they are within the scope of
IFRS 9.

New standards and interpretations not yet adopted
Certain new standards, interpretations, amendments and improvements to the existing standards have
been issued by the IASB, but are not yet effective for the year ended December 31, 2018, and have not
been applied in preparing these financial statements:
a)

Leases
In January 2016, the IASB issued IFRS 16, Leases (“IFRS 16”), which replaces IAS 17, Leases
(“IAS 17”) and related interpretations. This new standard includes a comprehensive model for the
identification and treatment of lease arrangements in the financial statements of both the lessee and
lessor. From a lessee perspective, this new Standard eliminates the classification of leases as
operating or finance leases, and instead requires the recognition of all leases on the statement of
financial position, subject to limited exceptions. From an income statement perspective, depreciation
and interest expense will be recorded for leases in a manner similar to that for current finance
leases. IFRS 16 will be applied retrospectively for annual periods beginning on or after January 1,
2019. The Credit Union is assessing the potential impact of this standard.

3.

Significant accounting policies
Financial instruments
Financial assets and financial liabilities are recognized when the Credit Union becomes a party to the
contractual provisions of the instrument.
Recognized financial assets and financial liabilities are initially measured at fair value. Transaction costs
that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other
than financial assets and financial liabilities at FVTPL) are added to or deducted from the fair value of
the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial liabilities at FVTPL are recognized
immediately in profit or loss.
a)

Financial assets

All financial assets are recognized and derecognized on a trade date where the purchase or sale of a
financial asset is under a contract whose terms require delivery of the financial asset within the
timeframe established by the market concerned.
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

3.

Significant accounting policies (continued)
Financial instruments (continued)
a)

Financial assets (continued)

All recognized financial assets that are within the scope of IFRS 9 are required to be subsequently
measured at amortized cost or fair value on the basis of the entity’s business model for managing the
financial assets and the contractual cash flow characteristics of the financial assets.
Specifically:


debt instruments that are held within a business model whose objective is to collect the contractual
cash flows, and that have contractual cash flows that are solely payments of principal and interest
(“SPPI”) on the principal amount outstanding, are subsequently measured at amortized cost;

The measurement and classification categories of financial assets in accordance with IFRS 9 are
outlined in Note 2 under New standards implemented, Financial instruments. The Credit Union has no
debt instruments that a subsequently measured at FVTOCI.
For the purpose of the SPPI test, principal is the fair value of the financial asset at initial recognition. That
principal amount may change over the life of the financial asset (e.g. if there are repayments of
principal). Interest consists of consideration for the time value of money, for the credit risk associated
with the principal amount outstanding during a particular period of time and for other basic lending risks
and costs, as well as a profit margin. The SPPI assessment is made in the currency in which the financial
asset is denominated.
Contractual cash flows that are SPPI are consistent with a basic lending arrangement.
Contractual terms that introduce exposure to risks or volatility in the contractual cash flows that are
unrelated to a basic lending arrangement, such as exposure to changes in equity prices or commodity
prices, do not give rise to contractual cash flows that are SPPI. An originated or an acquired financial
asset can be a basic lending arrangement irrespective of whether it is a loan in its legal form.
An assessment of business models for managing financial assets is fundamental to the classification of a
financial asset. The Credit Union determines the business models at a level that reflects how groups of
financial assets are managed together to achieve a particular business objective. The Credit Union’s
business model does not depend on management’s intentions for an individual instrument, therefore the
business model assessment is performed at a higher level of aggregation rather than on an instrumentby-instrument basis.
The Credit Union has business models for managing its financial instruments which reflect how the
Credit Union manages its financial assets in order to generate cash flows. The Credit Union’s business
models determine whether cash flows will result from collecting contractual cash flows, selling financial
assets or both.
The Credit Union considers all relevant information available when making the business model
assessment. However this assessment is not performed on the basis of scenarios that the Credit Union
does not reasonably expect to occur, such as so-called ‘worst case’ or stress case’ scenarios.
b)

Debt instruments at amortized cost

The Credit Union assesses the classification and measurement of a financial asset based on the
contractual cash flow characteristics of the asset and the Credit Union’s business model for managing
the asset.
For an asset to be classified and measured at amortized cost, its contractual terms should give rise to
cash flows that are solely payments of principal and interest on the principal outstanding.
At initial recognition of a financial asset, the Credit Union determines whether newly recognized financial
assets are part of an existing business model or whether they reflect the commencement of a new
business model. The Credit Union reassesses its business models each reporting period to determine
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

3.

Significant accounting policies (continued)
Financial instruments (continued)
b)

Debt instruments at amortized cost (continued)

whether the business models have changed since the preceding period. For the current and prior
reporting period the Credit Union has not identified a change in its business models.
Debt instruments are measured at amortized cost using the effective interest method, and are subject to
impairment. See the Impairment section below. Interest income on debt instruments at amortized cost is
recognized in interest on loans to members and investment income on the statement of profit and other
comprehensive income.
The effective interest method is a method of calculating the amortized cost of a financial asset or liability,
and of allocating interest income or expense over the relevant period. The EIR is the rate that exactly
discounts estimated future cash payments through the expected life of the financial asset or liability, or,
where appropriate, a shorter period, to the net carrying amount on initial recognition.
c)

Financial assets at FVTPL
Financial assets at FVTPL are:




assets with contractual cash flows that are not SPPI; or/and
assets that are held in a business model other than held to collect contractual cash flows or held
to collect and sell; or
assets designated at FVTPL using the fair value option.

These assets are measured at fair value, with any gains/losses arising on remeasurement
recognized in profit or loss. Fair value is determined in the manner described in Note 16.
d)

Impairment
The Credit Union assesses loss allowances for expected credit losses (“ECLs”) on its financial
instruments that are not measured at FVTPL. Loss allowances are recognized on loans to
members (Note 9).
No impairment loss is recognized on equity investments.
ECLs are required to be measured through a loss allowance at an amount equal to:



12-month ECL, i.e. lifetime ECLs that result from those default events on the financial
instrument that are possible within 12 months after the reporting date, (referred to as Stage 1);
or
full lifetime ECL, i.e. lifetime ECLs that result from all possible default events over the life of
the financial instrument, (referred to as Stage 2 and Stage 3).

A loss allowance for full lifetime ECL is required for a financial instrument if the credit risk on that
financial instrument has increased significantly since initial recognition. For all other financial
instruments, ECLs are measured at an amount equal to the 12-month ECL. More details on the
determination of a significant increase in credit risk are provided below.
ECLs are an estimate of the present value of credit losses. These are measured as the present
value of the difference between the cash flows due to the Credit Union under the contract and the
cash flows that the Credit Union expects to receive, discounted at the asset’s effective interest rate
(EIR).
The Credit Union measures ECL on an individual basis. The measurement of the loss allowance is
based on the present value of the asset’s expected cash flows using the asset’s original EIR,
regardless of whether it is measured on an individual basis or a collective basis.
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Reddy Kilowatt Credit Union Limited
Notes to the financial statements
December 31, 2018
(CDN dollars)

3.

Significant accounting policies (continued)
Financial instruments (continued)
d)

Impairment (continued)
i. Credit-impaired financial assets
A financial asset is ‘credit-impaired’ when one or more events that have a detrimental impact on
the estimated future cash flows of the financial asset have occurred. Credit-impaired financial
assets are referred to as Stage 3 assets. Evidence of credit-impairment includes observable data
about the following events:



significant financial difficulty of the borrower or issuer;
a breach of contract such as a default or past due event;

It may not be possible to identify a single discrete event. Instead, the combined effect of several
events may have caused financial assets to become credit-impaired. The Credit Union assesses
whether debt instruments that are financial assets measured at amortized cost are credit-impaired
at each reporting date.
ii. Definition of default
Critical to the determination of ECL is the definition of default. The definition of default is used in
measuring the amount of ECL and in the determination of whether the loss allowance is based on
12-month or lifetime ECL, as default is a component of the probability of default (PD) which affects
both the measurement of ECLs and the identification of a significant increase in credit risk (see
below).
The Credit Union considers the following as constituting an event of default:



the borrower is past due more than 90 days on the credit obligation to the Credit Union; or
the credit union considers the borrower to be unlikely to pay the loan to the credit union in full,
without recourse by the credit union to actions such as realizing security

The definition of default is appropriately tailored to reflect different characteristics of different types
of assets.
When assessing if the borrower is unlikely to pay its credit obligation, the Credit Union takes into
account both qualitative and quantitative indicators. The information assessed depends on the
type of the asset, for example in commercial lending a qualitative indicator used is the breach of
covenants, which is not relevant for retail lending. Quantitative indicators, such as overdue status
are key inputs in this analysis.
iii. Significant increase in credit risk
The Credit Union monitors all financial assets that are subject to the impairment requirements to
assess whether there has been a significant increase in credit risk since initial recognition. If there
has been a significant increase in credit risk, the Credit Union will measure the loss allowance
based on lifetime rather than 12-month ECL. The Credit Union’s accounting policy is not to use the
practical expedient that financial assets with ‘low’ credit risk at the reporting date are deemed not
to have had a significant increase in credit risk. As a result the Credit Union monitors all financial
assets that are subject to impairment for significant increase in credit risk.
In assessing whether the credit risk on a financial instrument has increased significantly since
initial recognition, the Credit Union compares the risk of a default occurring on the financial
instrument at the reporting date based on the remaining maturity of the instrument with the risk of
a default occurring that was anticipated for the remaining maturity at the date when the financial
instrument was first recognized. In making this assessment, the Credit Union considers both
quantitative and
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3.

Significant accounting policies (continued)
Financial instruments (continued)
iii.

Significant increase in credit risk (continued)
qualitative information that is reasonable and supportable, including historical experience and
forward-looking information that is available without undue cost or effort.
The Credit Union allocates its loans to members to a relevant internal credit risk grade depending
on their credit quality. The quantitative information is a primary indicator of significant increase in
credit risk and is based on the change in lifetime PD by comparing:




the remaining lifetime PD at the reporting date; with
the remaining lifetime PD that was estimated based on facts and circumstances at the time
of initial recognition.
The PDs used are forward looking and the Credit Union uses the same methodologies and data
used to measure the loss allowance for ECL.
The qualitative factors that indicate significant increase in credit risk are reflected in PD models on
a timely basis. For corporate lending there is particular focus on assets that are included on a
‘watch list’, given an exposure is on a watch list once there is a concern that the creditworthiness
of the specific counterparty has deteriorated. For retail lending the Credit Union considers events
such as bankruptcy and consumer proposals.
Given that a significant increase in credit risk since initial recognition is a relative measure, a given
change, in absolute terms, in the PD will be more significant for a financial instrument with a lower
initial PD than compared to a financial instrument with a higher PD.
As a back-stop when an asset becomes 30 days past due, the Credit Union considers that a
significant increase in credit risk has occurred and the asset is in stage 2 of the impairment model,
i.e. the loss allowance is measured as the lifetime ECL, unless the Credit Union has reasonable
and supportable information that demonstrates otherwise.
More information about significant increase in credit risk is provided in Note 17.
iv. Measurement of ECL
The key inputs used for measuring ECL are:
 probability of default (“PD”);
 loss given default (“LGD”); and
 exposure at default (“EAD”).
These figures are generally derived from internally developed statisticsl models and other
historical data and they are adjusted to reflect forward-looking information, where applicable.
PD is an estimate of the likelihood of default over a given time horizon. It is estimated as at a
point in time. The calculation is largely based on historical default rates by category of loan
product and credit rating. PDs are estimated considering the contractual maturities of
exposures. The estimation is based on current conditions, adjusted where applicable to take into
account estimates of future conditions that will impact PD.
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3.

Significant accounting policies (continued)
Financial instruments (continued)
d)

Impairment (continued)
iv.

Measurement of ECL (continued)
LGD is an estimate of the loss arising on default. It is based on the difference between the
contractual cash flows due and those that the lender would expect to receive, taking into
account cash flows from any collateral. The LGD models for secured assets consider forecasts
of future collateral valuation taking into account cost of realization of collateral. LGD models for
unsecured assets consider time of recovery and recovery rates. The calculation is on a
discounted cash flow basis, where the cash flows are discounted by the original EIR of the loan.
EAD is an estimate of the exposure at a future default date, taking into account expected
changes in the exposure after the reporting date, including repayments of principal and interest,
and expected drawdowns on committed facilities. The Credit Union’s modelling approach for
EAD reflects expected changes in the balance outstanding over the lifetime of the loan exposure
that are permitted by the current contractual terms, such as amortization profiles, early
repayment or overpayment, and changes in utilization of undrawn commitments. The Credit
Union uses EAD models that reflect the characteristics of the portfolios.
The Credit Union measures ECL considering the risk of default over the maximum contractual
period over which the entity is exposed to credit risk and not a longer period, even if contract
extension or renewal is common business practice. However, for financial instruments such as
revolving credit facilities that include both a loan and an undrawn commitment component, the
Credit Union’s contractual ability to demand repayment and cancel the undrawn commitment
does not limit the Credit Union’s exposure to credit losses to the contractual notice period. For
such financial instruments the Credit Union measures ECL over the period that it is exposed to
credit risk and ECL would not be mitigated by credit risk management actions, even if that
period extends beyond the maximum contractual period. These financial instruments do not
have a fixed term or repayment structure and have a short contractual cancellation period.

v.

Write-offs
Loans are written off when the Credit Union has no reasonable expectations of recovering the
financial asset. This is the case when the Credit Union determines that the borrower does not
have assets or sources of income that could generate sufficient cash flows to repay the amounts
subject to the write-off. A write-off constitutes a derecognition event. The Credit Union may
apply enforcement activities to financial assets written off. Recoveries resulting from the Credit
Union’s enforcement activities will result in impairment gains.

vi.

Presentation of allowance for ECL in the statement of financial position
Loss allowances for ECL are presented in the statement of financial position as follows:



for financial assets measured at amortized cost: as a deduction from the gross carrying
amount of the assets;
where a financial instrument includes both a drawn and an undrawn component, such as a
line of credit, and the Credit Union cannot identify the ECL on the loan commitment
component separately from those on the drawn component: the Credit Union presents a
combined loss allowance for both components. The combined amount is presented as a
deduction from the gross carrying amount of the drawn component. Any excess of the loss
allowance over the gross amount of the drawn component is presented as a provision.
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3.

Significant accounting policies (continued)
Financial instruments (continued)
e)

Modification and derecognition of financial assets
A modification of a financial asset occurs when the contractual terms governing the cash flows of a
financial asset are renegotiated or otherwise modified between initial recognition and maturity of the
financial asset. A modification affects the amount and/or timing of the contractual cash flows either
immediately or at a future date.
When a financial asset is modified, the Credit Union assesses whether this modification results in
derecognition. In accordance with the Credit Union’s policy a modification results in derecognition
when it gives rise to substantially different terms.
When the contractual terms of a financial asset are modified and the modification does not result in
derecognition, the Credit Union determines if the financial asset’s credit risk has increased
significantly since initial recognition by comparing:


the remaining lifetime PD estimated based on data at initial recognition and the original
contractual terms; with



the remaining lifetime PD at the reporting date based on the modified terms.

The Credit Union derecognizes a financial asset only when the contractual rights to the asset’s cash
flows expire, or when the financial asset and substantially all the risks and rewards of ownership of
the asset are transferred to another entity. If the Credit Union neither transfers nor retains
substantially all the risks and rewards of ownership and continues to control the transferred asset,
the Credit Union recognizes its retained interest in the asset and an associated liability for amounts
it may have to pay. If the Credit Union retains substantially all the risks and rewards of ownership of
a transferred financial asset, the Credit Union continues to recognize the financial asset and also
recognizes a collateralized borrowing for the proceeds received.
On derecognition of a financial asset measured at amortized cost other than in its entirety (e.g.
when the Credit Union retains an option to repurchase part of a transferred asset), the Credit Union
allocates the previous carrying amount of the financial asset between the part it continues to
recognize under continuing involvement, and the part it no longer recognizes on the basis of the
relative fair values of those parts on the date of the transfer. The difference between the carrying
amount allocated to the part that is no longer recognized and the sum of the consideration received
for the part no longer recognized is recognized in income.
f)

Financial liabilities
The Credit Union is required to classify all financial liabilities as either financial liabilities ‘at FVTPL’
or ‘other financial liabilities’. All of the Credit Union’s financial liabilities are classified as other
financial liabilities.

g)

Other financial liabilities
Other financial liabilities, including deposits from members, are initially measured at fair value, net of
transaction costs. Other financial liabilities are subsequently measured at amortized cost using the
effective interest method.

h)

Derecognition of financial liabilities
The Credit Union derecognizes financial liabilities when, and only when, the Credit Union’s
obligations are discharged, cancelled or have expired. The difference between the carrying amount
of the financial liability derecognised and the consideration paid and payable is recognised in profit
or loss.
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3.

Significant accounting policies (continued)
Cash and cash equivalents
Cash and cash equivalents include cash on hand, deposits with banks and Atlantic Central and other
highly liquid investments with original maturities of three months or less. Cash and cash equivalents are
classified as loans and receivables and are carried at amortized cost, which is considered equivalent to
fair value due to the short-term nature of these assets.
Loans to members
Loans to members include personal loans, lines of credit, mortgages and commercial loans, and are
recognized when the cash is advanced to the borrower. All loans to members are non-derivative financial
assets with fixed or determinable payments that are not quoted in an active market and have been
classified as loans and receivables, which are subsequently measured at amortized cost using the
effective interest method.
Property, plant and equipment
Property, plant and equipment is measured at cost less accumulated depreciation and any accumulated
impairment losses. When components of property, plant and equipment have different useful lives, they
are accounted for as separate assets. Assets under construction are not amortized until they are
available for use.
Depreciation is recognized in profit or loss on a straight-line basis over the respective assets’ estimated
useful lives.
Depreciation methods, useful lives and residual values are reassessed at the end of each reporting
period.
Leases
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating.
Operating lease payments are recognized as an expense on a straight-line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which economic
benefits from the leased asset are consumed. Contingent rentals arising under operating leases are
recognized as an expense in the period in which they are incurred.
Deposits from members
Deposits from members are disclosed in Note 11 and represent the Credit Union’s main source of
funding. They are initially measured at fair value, net of transaction costs, and are subsequently
measured at amortized cost using the effective interest method.
Provisions
Provisions are recognized when the Credit Union has a present obligation (legal or constructive), as a
result of a past event, it is probable that the Credit Union will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation.
The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertainties
surrounding the obligation. When some or all of the economic benefits required to settle a provision are
expected to be recovered from a third party, a receivable is recognized as an asset if it is virtually certain
that reimbursement will be received and the amount of the receivable can be measured reliably.
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3.

Significant accounting policies (continued)
Short-term employee benefits
Short-term employee benefits include salaries and wages, employee benefits, allowances, bonuses and
burdens. Short-term employee benefits are expensed as the related service is provided.
Membership shares
The Credit Union’s membership shares are presented in the Statement of Financial Position as financial
liabilities in accordance with the substance of the contractual terms of the instruments. These shares
qualify as capital for regulatory purposes. All membership shares of the Credit Union are classified as
liabilities. Payments of dividends and patronage rebates on membership shares presented as a financial
liability are recognized as a distribution of profit or loss. Dividends and patronage rebates are recorded
when declared by the Board of Directors.
Revenue recognition
Interest income is accrued monthly by reference to the principal outstanding at the effective interest rate
applicable, which is the rate that exactly discounts estimated future cash receipts through the expected
life of the financial asset to that asset’s net carrying amount on initial recognition.
Dividend income is recognized when the right to receive payment is established. Dividends are included in
investment income in the Statement of Comprehensive Income and Retained Earnings.
Other investment income and commission income include account service fees, investment management
fee, and insurance fees which are recognized over the period the services are performed.
Income taxes
Income tax expense comprises current and deferred tax.
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous
years.
Deferred income tax assets and liabilities are recognized in respect of temporary differences between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. The amount
of deferred tax provided is based on the expected manner of realization or settlement of the carrying
amount of assets and liabilities, using tax rates enacted or substantively enacted at the reporting date.
Current tax and deferred tax relating to items recognized directly in equity are also recognized in equity
and not in the Statement of Comprehensive Income.
Foreign currency translation
The financial statements are presented in Canadian dollars ($).
Transactions in foreign currencies are initially translated into Canadian dollars at the rate of exchange in
effect at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at
the rate of exchange at the Statement of Financial Position date.
Translation gains and losses are recognized immediately in profit or loss and are included in the “other
income” line item in the Statement of Comprehensive Income.
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4.

Financial revenue – members’ loans and mortgages

Personal loans
Residential mortgages

5.

2017
$

2,076,736
1,399,164
3,475,900

1,902,886
1,301,331
3,204,217

Interest on members’ deposits

Term deposits
Registered retirement savings plans
Tax free savings accounts
Registered retirement income funds
Savings accounts

6.

2018
$

2018
$

2017
$

674,216
529,038
189,661
159,993
77,733
1,630,641

672,052
534,475
160,038
144,136
43,363
1,554,064

2018
$

2017
$

362,995
1,005,460
1,368,455

231,296
1,322,788
1,554,084

Cash and cash equivalents

Cash on hand
Cash on deposit with Atlantic Central

As at December 31, 2018 the Credit Union has available lines of credit with Atlantic Central in the
amount of $1,875,000 (2017 - $1,775,000) at a rate of prime less 0.50% (2017 - prime less 0.50%) and
the balance drawn was $Nil (2017 - $Nil). This line of credit is secured by the general security
agreement held with Atlantic Central.
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7.

Investments
The following table provides information on the investments held by the Credit Union.

Mandatory liquidity reserve deposits
Equity investments
Atlantic Central shares
Concentra shares
Other investments
Accrued interest

2018
$

2017
$

4,411,280

4,147,847

811,220
500,000
83,420
5,805,920
4,726
5,810,646

761,320
500,000
83,420
5,492,587
4,285
5,496,872

Atlantic Central - liquidity reserve deposit
As a condition of maintaining membership in good standing with Atlantic Central, the Credit Union is
required to maintain on deposit with Atlantic Central an amount equal to 6% of the total liabilities as at
each month end. At maturity, these deposits are reinvested at market rates for various terms as
determined by management. The deposit can be withdrawn only if there is a sufficient reduction in the
Credit Union’s assets or upon withdrawal of membership from Atlantic Central. As at
December 31, 2018, the Credit Union held liquidity deposits of $5,035,498 (2017 – $4,861,349).
8.

Loans and mortgages receivable
Mortgages are repayable in monthly blended principal and interest instalments over a maximum term of
five years. Mortgages are secured by residential properties.
Personal loans are repayable to the Credit Union in monthly blended principal and interest instalments
over a period acceptable by Provincial law, except for line of credit loans, which are repayable on a
revolving credit basis and require minimum monthly payments. All loans, except for mortgage loans, are
open and, at the option of the borrower, may be repaid at any time without notice. Types of collateral
generally obtained by the Credit Union include, but are not limited to, the following: member’s personal
property such as vehicles; cash and marketable securities; mortgage charges; fixed, floating or specific
general security agreements; and personal guarantees.
Credit quality of loans
Security held on a portfolio basis is as follows:

Mortgages secured by property
Secured loans and lines of credit
Unsecured loans and lines of credit

2018
$

2017
$

36,636,199
14,452,933
16,499,897
67,589,029

33,298,023
13,667,249
15,414,836
62,380,108
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8.

Loans and mortgages receivable (continued)
Mortgages under administration
Mortgages under administration are not the property of the Credit Union and are not reflected in the
Statement of Financial Position. At December 31, 2018, the Credit Union had mortgages under
administration with League Savings and Mortgage Company of $25,888,797 (2017 - $25,101,366).

9.

Allowance for impaired loans
The activity in the allowance for impaired loans is summarized as follows:

Balance, beginning of the year
Adjustment upon application of
IFRS 9 (Note 2)
Restated balance,
beginning of year
Loans written-off as
uncollectible
Impairment losses reversed
Provision for impaired loans
Balance, end of year

Loans and
Lines of
Credit
$

Mortgages
$

Total
2018
$

Total
2017
$

716,306

11,230

727,536

108,543

716,306

11,230

727,536

389,563
498,106

(364,583)
1,669
210,059
563,451

12,738
23,968

(364,583)
1,669
222,797
587,419

(233,967)
8,253
455,144
727,536
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9.

Allowance for impaired loans (continued)
The tables below analyze the movement of the IFRS 9 loss allowance during the fiscal 2018 year:
Loss allowance
Personal

Stage 1
12-month
ECL
$

Stage 2
Lifetime
ECL
$

Stage 3
Lifetime
ECL
$

Total
$

359,341
18,991
337,973
716,305
Loss allowance as at January 1, 2018
9,328
(9,328)
Transfer to stage 1
Transfer to stage 2
7,068
(7,068)
Transfer to stage 3
(1)
34,865
156,231
191,096
New financial assets originated
(2)
(90,584)
(2,595) (271,404) (364,583)
Financial assets that have been derecognized
64,626
64,626
Changes in model inputs
Other (ie change in loan balance, change in credit
(43,994)
(10,697)
(33,297)
score that doesn’t affect staging)
267,388
34,865
261,198
563,451
Loss allowance as at December 31, 2018
The following changes in gross carrying amount are provided to help explain their significance to
the changes in the loss allowance:
(1)

The gross carrying amount of new personal loans to members originated during fiscal 2018
amounted to $289,646 as at December 31, 2018.
(2)
The gross carrying amount of personal loans to members derecognized during fiscal 2018
amounted to $565,369 as at December 31, 2018.

Loss allowance
Mortgage

Stage 1
12-month
ECL
$

Stage 2
Lifetime
ECL
$

Stage 3
Lifetime
ECL
$

Total
$

11,230
11,230
Loss allowance as at January 1, 2018
Transfer to stage 1
Transfer to stage 2
11,230
(11,230)
Transfer to stage 3
(3)
11,295
11,295
New financial assets originated
Financial assets that have been derecognized
Changes in model inputs
Other (ie change in loan balance, change in credit
1,443
1,443
score that doesn’t affect staging)
11,295
12,673
23,968
Loss allowance as at December 31, 2018
The following changes in gross carrying amount are provided to help explain their significance to
the changes in the loss allowance:
(3)

The gross carrying amount of new mortgage loans to members originated during fiscal 2018
amounted to $497,585 as at December 31, 2018.
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9.

Allowance for impaired loans (continued)
Credit quality of member loans is summarized in the below tables, under IFRS 9 for the years ended
December 31, 2018 and December 31, 2017. The gross carrying amount of financial assets below also
represents the Credit Union’s maximum exposure to credit risk on these assets.
Year ended 2018
Loans to members
Personal
Credit Grading
Standard monitoring
Under 30 days past due
Greater than 30 days past
due, but not in default
Increase in credit risk
Default
Total gross carrying amount
Loss allowance
Carrying amount

Stage 1
$
30,802,601
30,802,601
(267,388)
30,535,213

ECL Staging
Stage 2
Stage 3
$
$
289,646
289,646
(34,866)
254,780

424,034
424,034
(261,197)
162,837

Total
$
30,802,601
289,646
424,034
31,516,281
(563,451)
30,952,830
Year ended 2018

Loans to members
Mortgages
Credit Grading
Standard monitoring
Under 30 days past due
Greater than 30 days past
due, but not in default
Increase in credit risk
Default
Total gross carrying amount
Loss allowance
Carrying amount

Stage 1
$
35,591,651
35,591,651
35,591,651

ECL Staging
Stage 2
Stage 3
$
$
597,585
597,585
(11,295)
586,290

470,931
470,931
(12,673)
458,258

Total
$
35,591,651
597,585
470,931
36,660,167
(23,968)
36,636,199
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9.

Allowance for impaired loans (continued)
Year ended 2017
Loans to members
Personal
Credit Grading
Standard monitoring
Under 30 days past due
Greater than 30 days past
due, but not in default
Increase in credit risk
Default
Total gross carrying amount
Loss allowance
Carrying amount

Stage 1
$
29,215,054
29,215,054
(230,159)
28,984,895

ECL Staging
Stage 2
Stage 3
$
$
91,216
91,216
(18,991)
72,225

492,121
492,121
(467,156)
24,965

Total
$
29,215,054
91,216
492,121
29,798,391
(716,306)
29,082,085
Year ended 2017

Loans to members
Mortgages
Credit Grading
Standard monitoring
Under 30 days past due
Greater than 30 days past
due, but not in default
Increase in credit risk
Default
Total gross carrying amount
Loss allowance
Carrying amount

Stage 1
$
32,720,298
32,720,298
32,720,298

ECL Staging
Stage 2
Stage 3
$
$
371,479
371,479
(11,230)
360,249

Total
$

-

32,720,298
-

217,476
217,476
217,476

371,479
217,476
33,309,253
(11,230)
33,298,023
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10.

Property, plant and equipment
2018

Land
$
Rate
Cost
Balance, beginning of year
Additions
Balance, end of year
Accumulated depreciation
Balance, beginning of year
Depreciation expense
Balance, end of year
Net book value

848,301
848,301

848,301

Furniture
and
computer
equipment
$

Automated
banking
machines
$

Buildings
$

Roof
$

Paved areas
and signage
$

50 Years

25 Years

15 Years

3-5 Years

10 Years

4,158,607
4,158,607

112,980
112,980

190,016
2,611
192,627

357,875
5,067
362,942

55,885
55,885

5,723,664
7,678
5,731,342

280,527
83,172
363,699

15,252
4,519
19,771

42,763

145,432

18,861

12,893

34,576

5,589

55,656

180,008

24,450

502,835
140,749
643,584

3,794,908

93,209

136,971

182,934

31,435

5,087,758

Total
$
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10.

Property, plant and equipment (continued)
2017

Rate
Cost
Balance, beginning of year
Additions
Balance, end of year
Accumulated depreciation
Balance, beginning of year
Depreciation expense
Balance, end of year
Net book value

Furniture
and
computer
equipment
$
3-5 Years

Automated
banking
machines
$
10 Years

Land
$

Buildings
$
50 Years

Roof
$
25 Years

Paved areas
and signage
$
15 Years

848,301
848,301

4,158,607
4,158,607

112,980
112,980

190,016
190,016

354,475
3,400
357,875

55,885
55,885

5,720,264
3,400
5,723,664

197,355
83,172
280,527

10,733
4,519
15,252

30,097
12,666
42,763

109,447
35,985
145,432

13,272
5,589
18,861

360,904
141,931
502,835

3,878,080

97,728

147,253

212,443

37,024

5,220,829

848,301

Total
$
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11.

Members’ deposits

Term deposits, including accrued interest
RRSPs, including accrued interest
Demand deposits
Tax free savings accounts, including accrued interest
RRIFs, including accrued interest
Chequing accounts
Membership shares

2018
$

2017
$

24,022,917
21,118,967
11,327,818
8,449,384
5,653,765
4,789,766
1,562,270
76,924,887

23,082,895
20,540,778
9,284,122
7,689,247
5,571,743
4,466,107
1,499,934
72,134,826

Term deposits
Term deposits for periods of one to five years generally may not be withdrawn prior to maturity.
Registered retirement plans
The Credit Union has engaged a third party to act as the trustee for the registered retirement plans
offered to members. Under an agreement with the third party, members’ contributions to these plans, as
well as income earned on them, are deposited in the Credit Union. On withdrawal, payment of the plan
proceeds less tax withheld is made to the members, or the parties designated by them, by the Credit
Union on behalf of the trustee.
Membership shares consist of 20 shares per adult member and 1 share per youth/student member at a
par value of five dollars ($5.00) per share. The holders of member equity shares have all of the rights
and privileges and are subject to the restrictions of a member as provided for in the Credit Union Act and
Regulations and in the By-laws of the Credit Union. Currently, there are 2,431 (2017 - 2,390) fully paid
equity share accounts with an aggregate dollar value of $238,270 (2017 - $234,934).
Incentive shares may be issued by the Credit Union to a maximum of 2% of assets as approved by the
Regulator in accordance with the Credit Union Act and Regulations and the By-laws of the Credit Union.
Currently there are 533 (2017 - 518) incentive shares outstanding with an aggregate dollar value of
$1,324,000 (2017 - $1,265,000).
Share accounts are not insured by the Credit Union Deposit Guarantee Corporation, however, they
qualify as capital for regulatory purposes, notwithstanding their financial statement classification as
liabilities.
Dividends and patronage rebates
Dividends and patronage refunds payable of $235,000 will be presented for ratification at the annual
general meeting of members to be held on March 26, 2018. Dividends and patronage refunds of
$50,000 applicable to 2017 were paid out to members in 2018. Any difference between the amount
approved and the amount ultimately paid is charged to earnings in the year of payment.
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12.

General business

Data processing
Depreciation
Business tax
Other
Marketing
Financial planning
Choice rewards
Bank charges
Professional fees
Stationery and office supplies
Snow clearing
Training and travel
Board remuneration
Telephone
Heat and light
Meetings
RRSP administration
Credit bureau fees

13.

2018
$

2017
$

265,076
140,749
138,066
102,953
57,867
55,593
53,337
45,767
39,376
32,025
29,796
24,814
23,800
22,306
21,555
6,352
6,290
5,690
1,071,412

245,765
141,931
138,066
102,072
44,477
49,854
39,397
42,905
41,384
32,093
29,786
15,715
23,300
18,433
20,530
9,030
6,200
5,942
1,006,880

Capital adequacy
The capital management policy is approved by the Board of Directors and outlines the Credit Union’s
overall objectives and guidelines to ensure that the Credit Union has the required quantity, quality and
appropriate composition of capital needed to address the inherent risks of the Credit Union and to
support the current and future operating plans.
The Act requires credit unions to maintain a minimum capital adequacy reserve (consists of share
capital and retained earnings) of 5% of the Credit Union’s total assets with a maximum of 2% in shares.
Alternatively, a risk weighted approach may be used. The Credit Union follows the percentage of total
assets method. The Credit Union is in compliance with its policies and those of the Act regarding
regulatory capital as at December 31, 2018 as outlined in the table below.

Retained earnings
Members' shares
Capital base
Capital adequacy
Actual
Regulatory requirement

2018
$

2017
$

2,659,235
1,562,270
4,221,505

2,501,566
1,499,934
4,001,500

5.27%
5.00%

5.84%
5.00%
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14.

Income taxes
The provision for income taxes reported for the year ended December 31 differs from the amount
computed by applying the Canadian statutory rate to income before income taxes for the following
reasons:
2018
$

2017
$
(as Restated Note 2)

Earnings (loss) before income taxes

475,677

(290,988)

Income tax expense based on statutory rate of 13.0%
(2017 - 13.5%)
Effect of permanent differences
Other
Total income tax expense

61,838
81
(48,486)
13,433

13,308
4,187
(17,161)
334

Temporary differences, which give rise to the deferred income tax liability, are as follows:
2018
$
Deferred income tax liabilities
Capital assets and other
Total deferred tax liability

15.

2017
$

(69,545)
(69,545)

-

Related party transactions
Transactions during the year between the Credit Union and key management personnel, directors,
officers, and their related parties are presented in the following table. Related parties of these individuals
are defined as close members of the family who may be expected to influence, or be influenced by, that
person in their dealings with the Credit Union and include spouses and dependent children.

2018
Maximum
Balance
$
Loans to members
Member deposits

1,901,610
1,901,610

Closing
Balance
$
1,507,099
632,171
2,139,270

2017
Maximum
Balance
$
1,870,870
1,870,870

Closing
Balance
$
1,399,792
627,435
2,027,227

There was no allowance for impaired loans required in respect of these loans as at December 31, 2018
and December 31, 2017.
Key management personnel received salaries and other short-term employee benefits during the year of
$327,537 (2017 - $323,418).
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15.

Related party transactions (continued)
Directors received the following amounts for serving the Credit Union:

Directors’ remuneration
Directors’ expenses

16.

2018
$

2017
$

23,300
11,754
35,054

23,300
10,721
34,021

Fair value of financial instruments
Fair value
The Credit Union’s financial instruments are calculated using the valuation methods and assumptions
described below. The fair values do not reflect the value of assets that are not considered financial
instruments, such as prepaids and property, plant and equipment.
The estimated fair value amounts are designed to approximate amounts at which instruments could be
exchanged in a current transaction between willing parties who are under no compulsion to act.
Fair values are based on estimates using present value and other valuation techniques, which are
significantly affected by the assumptions used concerning the amount and timing of estimated future
cash flows and discount rates, which reflect varying degrees of risk. Because of the estimation process
and the need to use judgment, the aggregate fair value amounts should not be interpreted as being
necessarily realizable in an immediate settlement of the instruments.
Fair value hierarchy
Financial instruments recorded at fair value on the Statement of Financial Position are classified using a
fair value hierarchy that reflects the significance of the inputs used in making the measurements.
The fair value hierarchy has the following levels:
Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or
liabilities.
Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).
Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable
market data (unobservable inputs).
The fair value hierarchy requires the use of observable market inputs whenever such inputs exist.
A financial instrument is classified to the lowest level of the hierarchy for which a significant input has
been considered in measuring fair value.
The fair values of cash and cash equivalents, certain other assets and certain other liabilities are
assumed to approximate their carrying values, due to their short-term nature.
The estimated fair value of fixed rate loans, fixed rate deposits and liabilities qualifying as regulatory
capital is determined by discounting the expected future cash flows of these loans, deposits and capital
accounts at current market rates for products with similar terms and credit risks.
The fair value of investments is based on quoted market values where available (see Note 3).
Shares in Atlantic Central, League Data, Concentra and League Savings and Mortgage are measured at
cost less any identified impairment losses at the end of each reporting period. These investments are
classified as Level 2 as they do not have a quoted price in an active market and their fair value cannot
be reliably measured.
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16.

Fair value of financial instruments (continued)
There has been no significant transfer of amounts between Level 1, Level 2 and Level 3 financial
instruments for the years ended December 31, 2018 and 2017.
Additionally, there are no financial instruments classified in Level 3.

17.

Nature and extent of risks arising from financial instruments
The Credit Union is exposed to the following risks as a result of holding financial instruments: credit risk,
liquidity risk and market risk. The following is a description of these risks and how the Credit Union
manages its exposure to these risks.
Credit risk
The business of the Credit Union necessitates the management of credit risk. Credit risk is the potential
for loss due to the failure of a borrower to meet its contractual obligations.
The Board of Directors of the Credit Union oversees the risk management process. Management
coordinates policy setting on risk management issues, assesses the risk exposure of the Credit Union
and reviews the effectiveness of internal control processes.
The Credit Union uses a disciplined lending approach with standard underwriting parameters for each
category of loans. These parameters are used to assist the Credit Union in implementing a prudent and
effective process to assess the borrower’s ability to repay.
The Credit Union mitigates credit risk by obtaining quality collateral. The Credit Union considers
collateral to be of good quality if it can determine the legal validity and market value on an on-going
basis. The Credit Union’s internal policy provides additional information regarding the appropriate
collateral based on the category of loan. Types of collateral generally obtained by the Credit Union
include, but are not limited to, the following: member’s personal property such as vehicles; cash and
marketable securities; mortgage charges; fixed, floating or specific general security agreements; and
personal guarantees.
In addition, the Credit Union monitors its loan concentration to ensure that it is in compliance with its
policies.
Significant increase in credit risk
As explained in Note 3 the Credit Union monitors all financial assets that are subject to impairment
requirements to assess whether there has been a significant increase in credit risk since initial
recognition. If there has been a significant increase in credit risk the Credit Union will measure the loss
allowance based on lifetime rather than 12-month ECL.
Internal credit risk ratings
The Credit Union develops and maintains the Credit Union’s credit risk grading to categorize exposures
according to their degree of risk of default. The Credit Union’s credit risk grading framework comprises
four categories, depending on the type of loan product. The credit rating information is based on a range
of data that is determined to be predictive of the risk of default and applying experienced credit
judgment. The nature of the exposure and type of borrower are taken into account in the analysis. Credit
risk grades are defined using qualitative and quantitative factors that are indicative of risk of default.
The credit risk grades are designed and calibrated to reflect the risk of default as credit risk deteriorates.
As the credit risk increases the difference in risk of default between grades changes. Each exposure is
allocated to a credit risk grade at initial recognition, based on the available information about the
counterparty. All exposures are monitored and the credit risk grade is updated to reflect current
information. The monitoring procedures followed are both general and tailored to the type of exposure.
The following data are typically used to monitor the Credit Union’s exposures:
 Payment record, including aging analysis;
 Bankruptcies and consumer proposals.
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17.

Nature and extent of risks arising from financial instruments (continued)
Internal credit risk ratings (continued)
Incorporation of forward-looking information
The Credit Union uses forward-looking information such as unemployment rates, that is available without
undue cost or effort in its measurement of ECL. The Credit Union used employs experts who use
external and internal information to generate a ‘base case’ scenario of future forecast of relevant
economic variables along with a representative rage of other possible forecast scenarios. The external
information used includes economic data and forecasts published by governmental bodies and monetary
authorities.
The Credit Union has identified and documented key drivers of credit risk and credit loss for each
portfolio of financial instruments and , using statistical analysis of historical data, has estimate
relationships between macro-economic variables and credit risk and credit losses. The Credit Union has
not made changes in the estimate techniques or significant assumption made during the reporting
period.
Liquidity risk
The business of the Credit Union necessitates the management of liquidity risk. Liquidity risk is the risk of
being unable to meet financial commitments, under all circumstances, without having to raise funds at
unreasonable prices or sell assets on a forced basis.
The Credit Union’s objective is to implement a policy that addresses limits on the sources, quality and
amount of the assets to meet normal operational and regulatory requirements, and provide contingency
funding for significant deposit withdrawals.
The Board is ultimately responsible for the liquidity risk management policy. Management reports
monthly, to the Board, the Credit Union’s compliance with the policy and regulatory requirements;
concentration of large deposits of single/connected depositors as a percentage of total deposits; and
reports borrowings for liquidity purposes, the level of borrowings and the liquidity less borrowings in
relation to the statutory minimum.
The Act requires credit unions to maintain investments equal to a minimum of 6% of liabilities for
adequate liquidity. Assets held by the Credit Union for such purposes are investments and demand
deposits held with Atlantic Central in the amount of $5,035,498 as at December 31, 2018
(2017 - $4,861,349).
Contractual maturities of financial liabilities are shown under interest rate risk.
Market risk
Market risk is the risk of loss that may arise from change in market factors such as interest rates and
foreign exchange rates. The Credit Union is exposed to this market risk in its investing and asset/liability
management activities.
Management is responsible for managing market risk in accordance with the Credit Union’s Asset and
Liability Management and Investment Policy set by the Board. Management reports quarterly to the
Board its compliance with the policy and regulatory requirements; dollar volume and yields of all
investments by investment category; and the particulars of all investment transactions entered into by the
Credit Union. All exceptions noted are reported to the Board.
The Board is responsible for monitoring significant variances and ensuring that corrective measures are
implemented.
Interest rate risk
Interest rate risk refers to the potential impact of changes in interest rates on the Credit Union’s earnings
when maturities of its financial liabilities are not matched with the maturities of its financial assets or are
priced on a different basis. It is the policy of the Credit Union to keep exposure to interest rate
fluctuations within limits set by the Board and regulations.
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17.

Nature and extent of risks arising from financial instruments (continued)
The table below summarizes the carrying amounts of financial instruments exposed to interest rate risk
by maturity dates. The balances disclosed in the table exclude accrued interest.
2018 ($000's)

Investments

3 months

One

On

Less than

to one

to five

Non-rate

Effective

Demand

3 months

year

years

sensitive

Total

rate

$

$

$

$

$

$

%

4,411

-

-

1,359

36

5,806

30,761

1,391

3,009

32,868

-

68,029

5.49%

14,697

7,837

11,757

35,696

4,790

74,777

2.35%

Loans and advances
to members
Deposits from members

interest

2.32%

-

At December 31, 2018, if interest rates at that date had been 100 (2017 - 100) basis points lower with all
other variables held constant, after-tax net income for the year would have been approximately
$132,000 (2017 - $146,000) lower, arising mainly as a result of lower interest revenue on variable loans
and mortgages and lower interest revenue on liquidity investments. If interest rates had been 100
(2017 - 100) basis points higher, with all other variables held constant, after-tax net income would have
been approximately $193,000 (2017 - $225,000) higher, arising mainly as a result of higher interest
revenue on variable loans and mortgages and higher interest on liquidity investments.
Foreign currency exchange risk
Foreign currency exchange risk refers to the potential impact of changes in foreign exchange rates on
the Credit Union’s earnings when balances or currencies of its foreign currency liabilities are not
matched with the balances of its foreign currency assets. It is the policy of the Credit Union to mitigate
exposure to foreign exchange rate fluctuations by matching its foreign currency liabilities to its foreign
currency assets. The Credit Union does not hold foreign investments beyond cash required to meet daily
operational requirements.
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