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Independent Auditor’s Report

To the Members
of Sunova Credit Union Limited

We have audited the accompanying consolidated financial statements of Sunova Credit Union Limited and
its subsidiaries, which comprise the consolidated statement of financial position as at December 31, 2013
and the consolidated statements of net income and comprehensive income, changes in members’ equity
and cash flows for the year then ended, and the related notes, which comprise a summary of significant
accounting policies and other explanatory information.

Management’s responsibility for the consolidated financial statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

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

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Sunova Credit Union Limited and its subsidiaries as at December 31, 2013 and their financial
performance and their cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Chartered Accountants



Sunova Credit Union Limited
Consolidated Statement of Financial Position

As at December 31, 2013

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

Approved by the Board of Directors

__________________________________ Director _________________________________ Director

2013
$

2012
$

Assets

Cash on hand 5,520,192 4,961,804
Investments and deposits (note 7) 96,297,192 76,021,048
Members’ loans - net of allowance for doubtful loans (note 8) 915,215,673 766,699,246
Other assets (note 12) 4,281,720 1,373,792
Investments in associates (note 21) 8,770,898 8,700,827
Investment property (note 11) 12,210,000 12,001,961
Property and equipment (note 9) 32,397,487 34,155,647
Intangible assets (note 10) 1,089,157 1,216,157
Goodwill 2,333,144 2,333,144

1,078,115,463 907,463,626

Liabilities

Members’ savings and deposits (note 13) 997,615,411 822,439,136
Accounts payable and accrued liabilities (note 15) 3,499,885 3,657,486
Income taxes payable (note 18) 543,468 150,969
Loans payable (note 14) 5,000,425 18,001,519
Deferred income tax liabilities (note 18) 2,204,094 1,623,150

1,008,863,283 845,872,260

Members’ Equity (note 16)

Members’ shares (note 17) 26,499,961 23,698,294
Retained surplus 42,752,219 37,893,072

69,252,180 61,591,366

1,078,115,463 907,463,626



Sunova Credit Union Limited
Consolidated Statement of Net Income and Comprehensive Income

For the year ended December 31, 2013

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

2013
$

2012
$

Income
Interest from members’ loans 35,636,701 31,649,833
Investment income 1,821,139 2,006,169

37,457,840 33,656,002

Cost of funds
Interest paid to members 17,241,573 16,245,430
Interest on loans payable 182,476 5,447

17,424,049 16,250,877

Financial margin 20,033,791 17,405,125

Provision for doubtful loans (note 8) (550,800) (1,289,040)

Other income 7,219,333 6,491,103

Net gains on fair value adjustments of investment property
(note 11) 83,351 43,871

Net interest and other income after provision for
doubtful loans 26,785,675 22,651,059

Operating expenses
Personnel 11,425,463 10,997,122
Administration 3,197,724 2,978,445
Occupancy 3,510,903 3,459,831
Organizational 421,073 374,983
Member security 943,143 802,615

19,498,306 18,612,996

Income before income taxes 7,287,369 4,038,063

Provision for income taxes (note 18) 1,354,113 434,950

Net income and comprehensive income for the year 5,933,256 3,603,113



Sunova Credit Union Limited
Consolidated Statement of Changes in Members’ Equity
For the year ended December 31, 2013

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

Members’
shares

(Note 17)
$

Retained
surplus

$

Total
members’

equity
$

Balance at January 1, 2013 23,698,294 37,893,072 61,591,366
Net income and comprehensive income for the year - 5,933,256 5,933,256
Share dividend on common shares (note 17) 843,994 (843,994) -
Share dividend on surplus shares (note 17) 230,115 (230,115) -
Common shares issued - net of redemptions 1,896,160 - 1,896,160
Surplus shares redemptions (168,602) - (168,602)

Balance at December 31, 2013 26,499,961 42,752,219 69,252,180

Balance at January 1, 2012 18,004,819 35,269,430 53,274,249

Net income and comprehensive income for the year - 3,603,113 3,603,113
Share dividend on common shares (note 17) 773,875 (773,875) -
Share dividend on surplus shares (note 17) 205,596 (205,596) -
Common shares issued - net of redemptions 4,946,310 - 4,946,310
Surplus shares redemptions (232,306) - (232,306)

Balance at December 31, 2012 23,698,294 37,893,072 61,591,366



Sunova Credit Union Limited
Consolidated Statement of Cash Flows

For the year ended December 31, 2013

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

2013
$

2012
$

Cash provided by (used in)
Operating activities
Net income and comprehensive income for the year 5,933,256 3,603,113
Items not affecting cash

Depreciation and amortization expense
Property and equipment 2,064,418 2,161,709
Intangible assets 174,460 173,669

Investment property valuation adjustment (note 11) (83,351) (43,871)
Deferred income taxes 580,944 (97,350)
Loss (gain) on sale of property and equipment 30,328 (30,328)
Provision for (recovery of) doubtful loans 550,800 1,289,040
Equity loss (earnings) from associates (note 21) (70,071) 108

9,180,784 7,056,090
Net change in non-cash working capital items (note 22) 3,159,874 (27,328,086)

12,340,658 (20,271,996)

Investing activities
Property and equipment, intangible assets and investment property

additions (508,734) (772,680)
Proceeds from property and equipment disposals - 87,350
Investment in associates (note 21) - (1,644,887)

(508,734) (2,330,217)

Financing activities
Issuance of members’ shares - net of redemptions 1,896,160 4,946,310
Redemption of surplus shares (168,602) (232,306)
Change in loans payable (13,001,094) 18,001,519

(11,273,536) 22,715,523

Increase in cash on hand 558,388 113,310

Cash on hand - Beginning of year 4,961,804 4,848,494

Cash on hand - End of year 5,520,192 4,961,804

Supplemental information
Interest received 37,260,003 33,419,890
Interest paid 17,679,640 16,718,130
Income taxes paid 380,670 514,396



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(1)

1 General information

Sunova Credit Union Limited (the “Credit Union”) is incorporated under the Credit Union Incorporation Act of

Manitoba and its operations are subject to the Credit Unions and Caisses Populaires Act (Manitoba) (the “Act”).

The Credit Union serves members in Manitoba and provides retail, commercial and investment banking

services. The Credit Union has two wholly-owned subsidiaries, Sunova Financial Services Inc., which holds

various investments in associates in insurance brokerages and agencies, and Sunova Property Holdings Ltd.

which holds real estate investment property. The Credit Union’s registered office is 233 Main Street, Selkirk,

Manitoba, Canada.

These consolidated financial statements have been approved for issue by the Board of Directors on March 27,

2014.

2 Basis of presentation

The Credit Union prepares its financial statements in accordance with Canadian generally accepted accounting

principles (“GAAP”) as defined in the Handbook of the Canadian Institute of Chartered Accountants - Part 1

(“CICA Handbook”).

The consolidated financial statements have been prepared under the historical cost convention except for

financial assets and financial liabilities at available-for-sale (“AFS”) or fair value through profit or loss

(“FVTPL”) and investment property which is carried at fair value.

The consolidated financial statement values are presented in Canadian dollars ($) unless otherwise indicated,

which is the functional and presentation currency of the Credit Union.

The Credit Union presents its consolidated statement of financial position on a non-classified basis in order of

liquidity, with a distinction based on expectations regarding recovery or settlement within twelve months after

the year end date (current) and more than twelve months after the year end date (non-current), presented in

the notes. The Credit Union classifies its expense by the nature of expenses method.

The following balances are generally classified as current: cash on hand, investments and deposits, members’

loans due within one year or on demand, income tax recoverable/payable, other assets, members’ savings and

deposits due on demand or within one year, accounts payable and accrued liabilities and loans payable.

The following balances are generally classified as non-current: long-term portion of members’ loans, property

and equipment, intangible assets, investment property, investments in associates, goodwill, non-current

members’ savings and deposits and deferred income tax liabilities.

Financial assets and financial liabilities are offset and the net amount reported in the consolidated statement of

financial position only when there is a legally enforceable right to offset the recognized amounts and there is an

intention to settle on a net basis, or to realize the assets and liabilities simultaneously. Income and expenses are

not offset in the consolidated statement of net income and comprehensive income unless required or permitted

by any accounting standard or interpretation, as specifically disclosed in the accounting policies of the Credit

Union.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(2)

The policies applied in these consolidated financial statements are based on IFRS effective March 27, 2014, the

date the Board of Directors (the “Board”) approved the consolidated financial statements.

The preparation of consolidated financial statements in conformity with IFRS requires the use of certain critical

accounting estimates. It also requires management to exercise its judgement in the process of applying the

Credit Union’s accounting policies. Changes in assumptions may have a significant impact on the consolidated

financial statements in the period the assumptions are changed. The areas involving a higher degree of

judgement or complexity, or areas where assumptions and estimates are significant to the consolidated

financial statements are the allowance for doubtful loans, the fair value of investment property, the

measurement of income taxes, the valuation of goodwill and the fair value of financial instruments, and are

disclosed in note 4.

3 Significant accounting policies

Consolidation

The consolidated financial statements include the accounts of the Credit Union, its wholly-owned subsidiaries,

Sunova Property Holdings Ltd. and Sunova Financial Services Inc., including Sunova Financial Services Inc.’s

investments in associates, which are accounted for under the equity method. The financial statements of the

subsidiaries are prepared for the same reporting year as the Credit Union, using consistent accounting policies.

The financial statements of the equity accounted investments have an accounting year end of October 31 and

use different accounting policies. The Credit Union has recorded adjustments to take into consideration any

changes subsequent to the equity accounted investments year end to December 31 and to convert the

accounting policies that would materially affect the results to IFRS. The equity method investments are

recorded at cost and are increased for the proportionate share of post-acquisition earnings and decreased by

post-acquisition losses and dividends.

All inter-company balances, transactions and profits and losses are eliminated.

Financial instruments

Financial assets

The Credit Union designates financial assets as follows: loans and receivables (“L&R”), held-to-maturity

(“HTM”) investments, FVTPL and AFS financial assets. Management determines the classification of its

financial instruments at initial recognition. The Credit Union uses trade date accounting when recording

financial asset transactions.

Loans and receivables

Members’ loans, term and contract deposits with Credit Union Central of Manitoba (“Central”), current

accounts and accounts receivable are designated as L&R. Loans and receivables are non-derivative financial

assets with fixed or determinable payments that are not quoted in an active market.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(3)

Loans and receivables are initially recognized at fair value, which is the cash consideration to originate or

purchase the loan net of any transaction costs, and measured subsequently at amortized cost using the effective

interest rate method.

Members’ loans

Loans are stated net of an allowance for doubtful loans established to recognize estimated probable losses. In

the case of impairment, the impairment loss is reported as a deduction from the carrying value of the loan and

recognized in the consolidated statement of net income and comprehensive income as a provision for doubtful

loans. Collateral property and property held for resale is valued at the lower of cost and estimated net realizable

value. Loans are written off when there is no realistic prospect of recovering the loan in full. Recoveries on loans

previously written off are taken into income.

Allowance for doubtful loans

The Credit Union maintains allowances for doubtful loans that reduce the carrying value of loans identified as

impaired to their present value of expected cash flows discounted at the loan’s original effective interest rate.

Short-term balances are not discounted. A loan is considered impaired if it is more than 90 days past due and

the Credit Union no longer has reasonable assurance that the full amount of the principal and interest will be

collected in accordance with the terms of the loan agreement.

For the purposes of a collective evaluation of impairment, loans are grouped on the basis of similar credit risk

characteristics (on the basis of the Credit Union’s grading process that considers characteristics of each loan

portfolio, industry, past-due status, historical write-off experience and other relevant factors). These

characteristics are relevant to the estimation of future cash flows for groups of such loans by being indicative of

the member’s ability to pay all amounts due according to the contractual terms of the loans being evaluated.

Future cash flows in a group of loans that are collectively evaluated for impairment are estimated on the basis of

the contractual cash flows of the loans in the Credit Union and historical loss experience for loans with credit

risk characteristics similar to those in the Credit Union. Historical loss experience is adjusted on the basis of

current observable data to reflect the effects of current conditions that did not affect the period on which the

historical loss experience is based and to remove the effects of conditions in the historical period that do not

currently exist.

The methodology and assumptions used for estimating future cash flows are reviewed regularly by the Credit

Union to reduce any differences between loss estimates and actual loss experience.

When a loan is uncollectible, it is written off against the related allowance for doubtful loans. Such loans are

written off after all the necessary procedures have been completed and the amount of the loss has been

determined.

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

objectively to an event occurring after the impairment was recognized, the previously recognized impairment

loss is reversed by adjusting the allowance account. The amount of the reversal is recognized in the consolidated

statement of net income and comprehensive income in the provision for doubtful loans as a recovery.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(4)

Available for sale financial assets

AFS investments are financial assets that are intended to be held for an indefinite period of time and are not

classified as loans and receivables, HTM or financial assets at FVTPL and include shares in Central and the

investment in an insurance agency where the Credit Union does not have significant influence.

AFS financial assets are initially recognized at fair value, which is the cash consideration including any

transaction costs and measured subsequently at fair value with gains and losses being recognized in the

consolidated statement of net income and comprehensive income.

Objective evidence of impairment exists if there has been a significant or prolonged decline in the fair value of

the investment below its cost or if there is a significant adverse change in the market, economic or legal

investment in which the issuer operates. If an AFS financial asset is determined to be impaired, the cumulative

gain or loss previously recognized in the consolidated other comprehensive income is recognized in

consolidated net income. However, interest is calculated using the effective interest method and dividends on

AFS equity instruments are recognized in the consolidated statement of net income and comprehensive income

in investment income when the right to receive payment is established.

Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments and

fixed maturities that the Credit Union’s management has the positive intention and ability to hold to maturity

and include bonds and debentures. Certain other investments have been classified as held-to-maturity.

These are initially recognized at fair value including direct and incremental transaction costs and measured

subsequently at amortized cost, using the effective interest rate method. In the case of impairment, the

impairment loss is reported as a deduction from the carrying value of the investment and recognized as

impairment loss.

Financial liabilities

The Credit Union designates members’ savings and deposits, loans payable and accounts payable and accrued

liabilities as other financial liabilities. Other financial liabilities are initially recognized at fair value and

subsequently measured at amortized cost using the effective interest rate method.

Derivative financial instruments

Derivative financial instruments, including embedded derivatives which are required to be accounted for

separately, are recorded on the consolidated statement of financial position at fair value. Changes in the value of

the derivative instruments are recognized directly in the consolidated statement of net income and

comprehensive income for the year. The Credit Union has no material derivative financial instruments.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(5)

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of financial

position where the Credit Union currently has a legally enforceable right to offset the recognized amounts and

there is an intention to settle on a net basis or realize the asset and settle the liability simultaneously. In the

normal course of business, the Credit Union may enter into various master netting agreements or other similar

agreements that do not meet the criteria for offsetting in the statement of financial position but still allow for

the related amounts to be offset in certain circumstances, such as bankruptcy or the termination of the

contracts.

Investment in associates

Associates are entities over which the Credit Union has significant influence, but not control. The Credit Union

accounts for its investments in associates using the equity method. The Credit Union’s share of profits or losses

of associates is recognized in the consolidated statement of net income and comprehensive income.

Unrealized gains on transactions between the Credit Union and an associate are eliminated to the extent of the

Credit Union’s interest in the associate. Unrealized losses are also eliminated unless the transaction provides

evidence of an impairment of the asset transferred. Dilution gains and losses arising from changes in interests

in investments in associates are recognized in the consolidated statement of net income and comprehensive

income.

Investment property

Properties that are held for long-term rental yields, capital appreciation or both, and that are not occupied by

the Credit Union, are classified as investment property. Investment properties comprise office buildings and

retail space leased out under operating lease agreements.

Some properties may be partially occupied by the Credit Union, with the remainder being held for rental

income or capital appreciation. If that part of the property occupied by the Credit Union can be sold separately,

the Credit Union accounts for the portions separately. The portion that is owner-occupied is accounted for

under IAS 16: Property, Plant and Equipment, and the portion that is held for rental income or capital

appreciation or both is treated as investment property under IAS 40: Investment Property. When the portions

cannot be sold separately, the whole property is treated as investment property only if an insignificant portion

is owner-occupied. The Credit Union considers the owner-occupied portion as insignificant when the property

is more than 80% held to earn rental income or capital appreciation. In order to determine the percentage of

the portions, the Credit Union uses the size of the property measured in square metres.

Recognition of investment properties takes place only when it is probable that the future economic benefits that

are associated with the investment property will flow to the entity and the cost can be measured reliably. This is

usually the day when all risks are transferred.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(6)

Investment properties are measured initially at cost, including transaction costs. The carrying amount includes

the cost of replacing parts of an existing investment property at the time the cost has been incurred if the

recognition criteria are met; and excludes the costs of day-to-day servicing of an investment property.

Subsequent to initial recognition, investment properties are stated at fair value, which reflects market

conditions at the date of the consolidated statement of financial position. Gains or losses arising from changes

in the fair value of investment properties are included in the consolidated statement of net income and

comprehensive income in the year in which they arise. Subsequent expenditure is included in the asset’s

carrying amount only when it is probable that future economic benefits associated with the item will flow to the

Credit Union and the cost of the item can be measured reliably. All other repairs and maintenance costs are

charged to the consolidated statement of net income and comprehensive income during the financial period in

which they are incurred.

The fair value of investment property is based on the nature, location and condition of the specific asset. The

fair value is calculated by determining three different estimates of value for each property. The three estimates

are the cost approach (replacement value), income approach (estimated rental value) and the direct comparison

approach (comparable property value). The three estimates of value are then rendered into one final estimate of

value through a reconciliation process where each estimate of value is considered in light of the accuracy,

importance, and relevancy of the data on which it is based. The resulting valuation is the final estimate of value.

The fair value of investment property does not reflect future capital expenditures that will improve or enhance

the property and does not reflect the related future benefits from this expenditure. These valuations are

performed annually by an external appraiser.

The Credit Union only enters as lessor into lease agreements that are classified as operating leases. A lease is

classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to

ownership. The properties leased out under operating leases are included in investment property. Lease

incentives are recognized as a reduction of rental income on a straight-line basis over the lease term.

Property and equipment

Property and equipment are recorded at acquisition cost. The cost of land and buildings at January 1, 2010, the

Credit Union’s date of transition to IFRS, was determined by reference to its fair value at that date.

Depreciation is provided over the estimated useful life of the assets as follows:

Buildings 2% - 5% straight-line
Furniture and equipment 20% declining balance
Computer equipment 20% straight-line
Security equipment 5% straight-line
PC software 50% straight-line
Automobiles 30% straight-line

Land is not subject to depreciation. Assets within construction in progress (“CIP”) are not depreciated until

being ready for use and at which time become subject to depreciation. Residual values, method of depreciation

and useful lives of the assets are reviewed annually and adjusted if appropriate.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(7)

Intangible assets

Intangible assets consist of certain acquired and internally developed banking software. Intangible assets are

carried at cost, less accumulated amortization and accumulated impairment losses, if any. Input costs directly

attributable to the development or implementation of the asset are capitalized if it is probable that future

economic benefits associated with the expenditure will flow to the Credit Union and the cost can be measured

reliably. Finite life intangible assets are tested for impairment when events or circumstances indicate that the

carrying value may not be recoverable. When the recoverable amount is less than the net carrying value an

impairment loss is recognized.

Intangible assets available for use are amortized on a straight-line basis over their useful lives (which has been

estimated to be ten years). Method of amortization and useful lives of the assets are reviewed annually and

adjusted if appropriate.

Research costs are recognized as an expense in the period incurred.

There are no indefinite life intangible assets.

Goodwill

Goodwill represents the excess of purchase price over fair value of the net identifiable assets acquired at the

date of acquisition. Goodwill is not amortized but is evaluated for impairment annually or more frequently

when an event or circumstance occurs that indicates that goodwill might be impaired. Testing for impairment is

accomplished by determining if the carrying value of the goodwill exceeds its recoverable amount at the

assessment date. The recoverable amount is the higher of the goodwill’s fair value less costs to sell and value in

use. For the purposes of assessing impairment, goodwill is grouped at the lowest levels for which there are

separately identifiable cash inflows (cash-generating units). Should the carrying value exceed the recoverable

amount, an impairment loss is recognized in the consolidated statement of net income and comprehensive

income at that time. The estimate of the recoverable amount required for the impairment test is sensitive to the

cash flow projections and the assumptions used in the valuation model. Previously recorded impairment losses

for goodwill are not reversed in future periods.

Impairment of non-financial assets

Impairment reviews are performed when there are indicators that the net recoverable amount of an asset may

be less than the carrying value. The net recoverable amount is determined as the higher of an asset’s fair value

less cost to sell and value in use. Impairment is recognized in the consolidated statement of net income and

comprehensive income, when there is an indication that an asset may be impaired. In the event that the value of

previously impaired assets recovers, the previously recognized impairment loss is recovered in the consolidated

statement of net income and comprehensive income at that time.

An item of property and equipment is derecognized upon disposal or when no further economic benefits are

expected from its use. Any gain or loss arising on de-recognition of the asset (calculated as the difference

between the net disposal proceeds and the carrying amount of the asset) is included in the consolidated

statement of net income and comprehensive income in the period the asset is derecognized.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(8)

Provisions and contingent liabilities

Provisions are recognized when the Credit Union has a present legal or constructive obligation as a result of a

past event, it is probable that an outflow of resources embodying economic benefits will be required to settle the

obligation and a reliable estimate can be made of the amount of the obligation. When the Credit Union expects

some or all of the provision to be reimbursed, the reimbursement is recognized as a separate asset but only

when the reimbursement is virtually certain. The expense of any provision is recognized in the consolidated

statement of net income and comprehensive income net of any reimbursement. If the effect of the time value of

money is material, provisions are discounted using a current pre-tax rate that reflects, where appropriate, the

risks specific to the liability. Where discounting is used, the increase in the provision due to the passage of time

is recognized as a borrowing cost.

Contingent liabilities are disclosed if there is a possible future obligation as a result of a past event, or if there is

a present obligation as a result of a past event but either a payment is not probable or the amount cannot be

reasonably estimated.

Members’ shares

Common and surplus share redemptions are made at the sole discretion of the Board. Members’ shares issued

by the Credit Union are classified as equity only to the extent that they do not meet the definition of a financial

liability.

Common and surplus shares are accounted for in accordance with IFRIC 2 Members’ Shares in Co-operative

Entities and Similar Instruments (“IFRIC 2”). In accordance with IFRIC 2, dividends to holders of equity

instruments are recognized directly in equity. The income tax recoveries on dividends will be presented in the

consolidated statement of net income and comprehensive income.

Share dividends

Share dividends are recognized in the consolidated statement of changes in members’ equity in the period in

which they are approved by the Board.

Interest income and expense

Interest income and expense for all interest-bearing financial instruments is recognized using the effective

interest rate method. Once a financial asset or a group of similar financial assets have been written down as a

result of an impairment loss, interest income is recognized using the rate of interest used to discount the future

cash flows for the purposes of measuring the impairment loss.

Other income

Fees and commissions are recognized when earned, specifically when amounts are fixed or can be determined

and the ability to collect is reasonably assured. Performance-linked fees or fee components are recognized when

the performance criteria are fulfilled.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013
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Income taxes

Tax expense for the period comprises current and deferred income tax.

Current income tax expense is calculated on the basis of the Canadian tax laws enacted or substantially enacted

at the statement of financial position date.

Deferred income taxes are provided for using the liability method. Under this method, temporary differences

are recorded using tax rates that have been enacted or substantially enacted by the statement of financial

position date and are expected to apply when the corresponding taxes will be paid or refunded. Temporary

differences are comprised primarily of differences between the financial reporting and the income tax bases of

the Credit Union’s members’ loans, property and equipment, investment property, intangible assets and

goodwill. Deferred income tax assets are recognized to the extent that it is probable that future taxable profit

will be available against which the temporary differences can be utilized.

Translation of foreign currencies

Cash on hand, investments and deposits and members’ savings and deposits denominated in foreign currencies

are translated into Canadian dollars at the rates prevailing on the statement of financial position date. Foreign

exchange gains and losses are recorded in other income at the rates prevailing at the time of the transaction.

4 Critical accounting estimates and judgements

The preparation of consolidated financial statements in accordance with IFRS requires management to make

judgments, estimates and assumptions that affect reported amounts of assets and liabilities as at the date of the

consolidated financial statements and the reported amounts of revenue and expenses during the periods

covered by the consolidated financial statements.

Estimates and judgments are continually evaluated and based on historical experience and other factors,

including expectations of future events that are believed to be reasonable under the circumstances. Actual

results could differ from those estimates.

Significant accounting judgements, estimates and assumptions

In the process of applying the Credit Union’s accounting policies, management has made the following

judgments, estimations and assumptions, which have the most significant effect on the amounts recognized in

the consolidated financial statements.
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Allowance for doubtful loans

The estimate of the allowance for doubtful loans is the most critical accounting estimate to the Credit Union.

The Credit Union reviews its loan portfolios to assess the allowance for doubtful loans at least on a quarterly

basis. In determining whether an allowance for doubtful loans should be recorded in the consolidated

statement of net income and comprehensive income, the Credit Union makes judgements as to whether there is

any observable data indicating an impairment trigger followed by measurable decrease in the estimated future

cash flows from a portfolio of loans before the decrease can be identified with that portfolio. This evidence may

include observable data indicating that there has been an adverse change in the payment status of borrowers in

the group, or national or local economic conditions that correlate with defaults on assets in the Credit Union.

Management uses estimates based on historical loss experience for assets with credit risk characteristics and

objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The

methodology and assumptions used for estimating both the amount and timing of future cash flows are

reviewed regularly to reduce any differences between loss estimates and actual loss experience.

Fair value of investment property

An external appraiser estimates the fair value of investment properties annually. The fair value of investment

property is based on the nature, location and condition of the specific asset. The fair value is calculated by

determining three different estimates of value for each property. The three estimates are the cost approach

(replacement value), income approach (estimated rental value) and the direct comparison approach

(comparable property value). The three estimates of value are then rendered into one final estimate of value

through a reconciliation process where each estimate of value is considered in light of the accuracy, importance,

and relevancy of the data on which it is based. The resulting valuation is the final estimate of value. The fair

value of investment property does not reflect future capital expenditures that will improve or enhance the

property and does not reflect the related future benefits from this expenditure. Changes in assumptions about

these factors could affect the carrying value of investment property.

Fair value of financial instruments

The fair value of financial instruments where no active market exists or where quoted prices are not otherwise

available are determined using valuation techniques. In these cases, the fair values are estimated from

observable data in respect of similar financial instruments or using models. Where market observable inputs

are not available, they are estimated based on appropriate assumptions. Changes in assumptions about these

factors could affect the disclosed fair value of financial instruments. The fair value of financial instruments is

disclosed in note 19.

Valuation of goodwill

The estimate of the recoverable amount required for the impairment test is based upon a discounted cash flow

analysis. Determining the recoverability of goodwill requires an estimation of recoverable amount of the asset

or cash-generating-unit. Key assumptions and sources of uncertainty include the determination of future cash

flows expected to arise from the asset or cash-generating-unit and a suitable discount rate in order to calculate

present value.
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Measurement of income taxes

Management exercises judgement in estimating the provision for income taxes. The Credit Union is subject to

income tax laws in the federal and provincial jurisdictions where it operates. Various tax laws are potentially

subject to different interpretations by the Credit Union and the relevant tax authority. To the extent that the

Credit Union’s interpretations differ from those of tax authorities or the timing of realization is not as expected,

the provision for income taxes may increase or decrease in future periods to reflect actual experience.

Significant management judgment is also required to determine the deferred tax balances. Management is

required to determine the amount of deferred tax assets and liabilities that can be recognized, based on their

best estimate of the likely timing that the temporary difference will be realized, and of the likelihood that

taxable profits will exist in the future.

Accounting standards and amendments adopted

The Credit Union has adopted the following new and revised standards, along with any consequential

amendments, on January 1, 2013 unless otherwise noted. The changes were made in accordance with the

applicable transition provisions.

i) IFRS 10, Consolidated Financial Statements, requires an entity to consolidate an investee when it has

power over the investee, is exposed, or has rights, to variable returns from its involvement with the

investee and has the ability to affect those returns through its power over the investee. Under existing

IFRS, consolidation is required when an entity has the power to govern the financial and operating

policies of an entity so as to obtain benefits from its activities. IFRS 10 replaces SIC-12, Consolidation

- Special Purpose Entities and parts of IAS 27, Consolidation and Separate Financial Statements.

The Credit Union adopted IFRS 10 and reassessed its consolidation conclusions and determined that

the adoption of IFRS 10 did not result in any changes in the consolidation status of any of its

subsidiaries and investees and accordingly had no impact on the Credit Union’s statement of financial

position or statement of net income and comprehensive income.

ii) IFRS 12, Disclosure of Interests in Other Entities, establishes disclosure requirements for interests in

other entities, such as subsidiaries, joint arrangements, associates, and unconsolidated structured

entities. The standard carries forward existing disclosures and also introduces significant additional

disclosure that address the nature of, and risks associated with, an entity’s interests in other entities.

The standards were adopted by the Credit Union and the related disclosure amendments were

included in the consolidated financial statements.
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iii) IFRS 13, Fair Value Measurement, is a comprehensive standard for fair value measurement and

disclosure for use across all IFRS standards. The new standard clarifies that fair value is the price that

would be received to sell an asset, or paid to transfer a liability in an orderly transaction between

market participants, at the measurement date. Under existing IFRS, guidance on measuring and

disclosing fair value is dispersed among the specific standards requiring fair value measurements and

does not always reflect a clear measurement basis or consistent disclosures. The adoption of IFRS 13

did not require any adjustments to the valuation techniques used by the Credit Union to measure

fair value and did not result in any measurement adjustments as at January 1, 2014.

iv) There have been amendments to existing standards, including IAS 27, Separate Financial Statements

(IAS 27), and IAS 28, Investments in Associates and Joint Ventures (IAS 28). IAS 27 addresses

accounting for subsidiaries, jointly controlled entities and associates in non-consolidated financial

statements. IAS 28 has been amended to include joint ventures in its scope and to address the

changes in IFRS 10 - 13. The amendments did not result in any adjustments to the consolidated

financial statements.

v) Amendments to IAS 1, Financial Statement Presentation, require entities to separate items

presented in other comprehensive income (“OCI”) into two groups, based on whether or not they

may be recycled to profit or loss in the future. Entities that choose to present OCI items before

tax will be required to show the amount of tax related to the two groups separately. The standard

did not result in any adjustments to other comprehensive income or comprehensive income

vi) Amendments to IFRS 7, Financial Instruments: Disclosures, improve the disclosure

requirements with respect to offsetting of financial assets and liabilities. The objective of these

amendments is to help users of financial statements better evaluate the impact of netting

agreements on the financial position of an entity and understand how an entity manages the

credit risk associated with such agreements. The adoption of the IFRS 7 amendments did not

impact the Credit Union’s financial instrument disclosures.

vii) Annual improvements project resulted in several amendments to standards which were minor and

did not have an effect on the Credit Union’s results and financial position, with the exception of an

amendment to IAS 32, Financial Instruments: Presentation. The amendment to IAS 32 specifies that

the income tax consequences of dividends should be recognized in accordance with IAS 12, Income

Taxes. Therefore, when certain conditions are met, the income tax consequences of dividends will

have to be presented in the statement of net income and comprehensive income rather than in

members’ equity. Accordingly, there is no impact on the Credit Union’s statement of financial

position as at January 1, 2012 and December 31, 2012. However, certain comparative figures are

reclassified from the consolidated statement of members’ equity to the consolidated statement of net

income and comprehensive income for the year ended December 31, 2012. The income tax recoveries

on the distribution to members of $117,527 recognized in the consolidated statements of equity has

been reclassified to reduce income tax expense in the consolidated statements of net income and

comprehensive income by the same amount.
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5 Standards and interpretations issued but not yet effective

Future accounting changes

The following revised standards and amendments may be applicable to the Credit Union:

i) IFRS 9, Financial Instruments, was issued in November 2009 and addresses classification and

measurement of financial assets. It replaces the multiple category and measurement models in IAS 39

for debt instruments with a new mixed measurement model having only two categories: amortized

cost and FVTPL. IFRS 9 also replaces the models for measuring equity instruments. Such instruments

are either recognized at FVTPL or at fair value through other comprehensive income, dividends are

recognized in net income to the extent that they do not clearly represent a return of investment;

however, other gains and losses associated with such instruments remain in accumulated

comprehensive income indefinitely.

Requirements for financial liabilities were added to IFRS 9 in October 2010 and they largely carried

forward existing requirements in IAS 39, Financial Instruments - Recognition and Measurement,

except that fair value changes due to credit risk for liabilities designated at FVTPL are generally

recorded in other comprehensive income.

This standard is required to be applied for annual periods beginning on or after January 1, 2015, with

earlier adoption permitted.

ii) IAS 36, Impairment of Assets, was amended to limit the requirement to disclose the recoverable

amount to non-financial assets for which an impairment loss has been recognized or reversed during

the year. The amendments also enhance and clarify the disclosures required when the recoverable

amount is determined based on the fair value less costs of disposal. The amendment is effective for

annual periods beginning on or after January 1, 2014 with early application permitted.

iii) IAS 39, Financial Instruments: Recognition and Measurement, was amended to clarify that hedge

accounting should be continued when a derivative financial instrument designated as a hedging

instrument is replaced from one counterparty to a central counterparty or an entity acting in that

capacity and certain conditions are met. The amendment is effective for annual periods beginning on

or after January 1, 2014 with early application permitted.

The Credit Union has not yet assessed the impact of this standard or determined whether it will early

adopt it.
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6 Business acquisitions

Effective November 1, 2012, the Credit Union purchased a 49% ownership interest in common shares and

preferred shares of an insurance agency for cash consideration of $1,644,887. The Credit Union has determined

that it has significant influence over the investment acquired and uses the equity basis of accounting for this

investment.

7 Investments and deposits

The carrying value of the Credit Union’s investments by financial instrument categories are as follows:

2013

AFS
$

L&R
$

HTM
$

Total
$

Credit Union Central of
Manitoba

Shares 3,886,390 - - 3,886,390
Current account

Canadian - 31,497,164 - 31,497,164
U.S. - 11,419,636 - 11,419,636

Term and contract deposits - 35,000,000 - 35,000,000

3,886,390 77,916,800 - 81,803,190
Other investments
Concentra Financial Services

Association - debenture - - 1,000,000 1,000,000
Concentra Financial Services

Association - term
deposit - - 7,500,000 7,500,000

Municipal debentures
Town of Beausejour - - 1,766,206 1,766,206
Town of Stonewall - - 1,756,929 1,756,929
City of Selkirk - - 197,247 197,247
Town of Powerview - - 119,496 119,496
Municipality of Springfield - - 1,716,000 1,716,000

Investment in insurance
agency - common shares 194,034 - - 194,034

4,080,424 77,916,800 14,055,878 96,053,102
Accrued interest receivable - 69,415 174,675 244,090

4,080,424 77,986,215 14,230,553 96,297,192
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2012

AFS
$

L&R
$

HTM
$

Total
$

Credit Union Central of
Manitoba

Shares 5,541,510 - - 5,541,510
Current account

Canadian - 36,291,668 - 36,291,668
U.S. - 10,276,120 - 10,276,120

Term and contract deposits - 20,000,000 - 20,000,000

5,541,510 66,567,788 - 72,109,298
Other investments
Concentra Financial Services

Association - debenture - - 1,000,000 1,000,000
Municipal debentures

Town of Beausejour - - 1,140,634 1,140,634
Town of Stonewall - - 1,044,064 1,044,064
City of Selkirk - - 256,663 256,663
Town of Powerview - - 127,885 127,885

Investment in insurance
agency - common shares 194,034 - - 194,034

5,735,544 66,567,788 3,569,246 75,872,578
Accrued interest receivable - 66,251 82,219 148,470

5,735,544 66,634,039 3,651,465 76,021,048

2013 2012

Interest rates
ranging from

Maturity dates
ranging from

Interest rates
ranging from

Maturity
dates

ranging from

Term and contract deposits 1.10% - 2.72% 1 month to 3 years 2.54% - 2.72% 3 - 4 years

Municipal debentures 2.88% - 6% 1 - 19 years 2.88% - 9.63% 1 - 18 years

Concentra Financial Services

Association - debenture 5.82% 8 years 5.82% 9 years

Concentra Financial Services

Association - term

deposit 2.40% 2 months - -
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8 Members’ loans

At December 31, 2013, members’ loans are presented net of allowances for doubtful loans totalling $3,432,697

(2012 - $3,407,802), consisting of individually significant allowances of $2,453,292 (2012 - $2,483,979) for

loans considered impaired and $979,405 (2012 - $923,823) as collective allowances.

2013

Gross loan
balance

$
Allowances

$

Net loan
balance

$

Personal 708,086,684 (332,844) 707,753,840
Commercial 184,443,273 (2,070,448) 182,372,825
Agriculture 24,758,526 (50,000) 24,708,526

917,288,483 (2,453,292) 914,835,191
Accrued interest 1,359,887 - 1,359,887
Collective allowances - (979,405) (979,405)

918,648,370 (3,432,697) 915,215,673

Current 381,591,990
Non-current 533,623,683

915,215,673

2012

Gross loan
balance

$
Allowances

$

Net loan
balance

$

Personal 567,119,682 (445,314) 566,674,368
Commercial 175,841,601 (1,987,015) 173,854,586
Agriculture 25,888,095 (51,650) 25,836,445

768,849,378 (2,483,979) 766,365,399
Accrued interest 1,257,670 - 1,257,670
Collective allowances - (923,823) (923,823)

770,107,048 (3,407,802) 766,699,246

Current 363,483,871
Non-current 403,215,375

766,699,246
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Impaired loans

The following schedule provides the amount of impaired loans in each of the major loan categories together

with the specific loan allowances relating to these loans:

2013

Impaired
loan

balance
$

Specific
allowance

$

Net impaired
loan

balance
$

Personal 2,125,037 (332,844) 1,792,193

Commercial 2,549,343 (2,070,448) 478,895

Agricultural 293,157 (50,000) 243,157

4,967,537 (2,453,292) 2,514,245

Accrued interest 44,096 - 44,096

5,011,633 (2,453,292) 2,558,341

2012

Impaired
loan

balance
$

Specific
allowance

$

Net impaired
loan

balance
$

Personal 1,708,651 (445,314) 1,263,337

Commercial 4,156,665 (1,987,015) 2,169,650

Agricultural 285,244 (51,650) 233,594

6,150,560 (2,483,979) 3,666,581

Accrued interest 42,796 - 42,796

6,193,356 (2,483,979) 3,709,377
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The total allowance for doubtful loans consists of:

2013

Personal
$

Commercial
$

Agricultural
$

Total
$

Specific allowance 332,844 2,070,448 50,000 2,453,292
Collective allowance 757,864 195,232 26,309 979,405

1,090,708 2,265,680 76,309 3,432,697

2012

Personal
$

Commercial
$

Agricultural
$

Total
$

Specific allowance 445,314 1,987,015 51,650 2,483,979
Collective allowance 684,777 207,950 31,096 923,823

1,130,091 2,194,965 82,746 3,407,802

The change in the allowance for doubtful loans is as follows:

2013

Personal Commercial Agricultural Total

Specific

allowance

$

Collective

allowance

$

Specific

allowance

$

Collective

allowance

$

Specific

allowance

$

Collective

allowance

$ $

Balance - beginning

of year 445,314 684,777 1,987,015 207,950 51,650 31,096 3,407,802

Change in

impairment

provision 333,762 73,087 163,106 (12,718) (1,650) (4,787) 550,800

Loans written off in

the year (446,232) - (79,673) - - - (525,905)

332,844 757,864 2,070,448 195,232 50,000 26,309 3,432,697
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2012

Personal Commercial Agricultural Total

Specific

allowance

$

Collective

allowance

$

Specific

allowance

$

Collective

allowance

$

Specific

allowance

$

Collective

allowance

$ $

Balance - beginning

of year 674,706 411,171 662,736 198,613 451,759 23,791 2,422,776

Change in

impairment

provision 61,040 273,606 1,337,861 9,337 (400,109) 7,305 1,289,040

Loans written off in

the year (290,432) - (13,582) - - - (304,014)

445,314 684,777 1,987,015 207,950 51,650 31,096 3,407,802

Loans past due but not impaired

A loan is considered past due when the counterparty has not made a payment by the contractual due date. The

following table presents the carrying value of loans at December 31 that are past due but not classified as

impaired because they are either (i) less than 90 days past due, or (ii) fully-secured and collection efforts are

reasonably expected to result in repayment.

2013

1 - 30 days
$

31 - 60 days
$

61 days and
greater

$
Total

$

Personal 10,780,973 483,652 642,447 11,907,072
Commercial 3,397,692 82,345 - 3,480,037
Agricultural 84,703 - - 84,703

14,263,368 565,997 642,447 15,471,812

2012

1 - 30 days
$

31 - 60 days
$

61 days and
greater

$
Total

$

Personal 8,555,471 671,136 12,131 9,238,738
Commercial 3,238,610 - 41,217 3,279,827
Agricultural - - - -

11,794,081 671,136 53,348 12,518,565
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The principal collateral and other credit enhancements the Credit Union holds as security for loans include (i)

insurance and title over residential lots and properties, (ii) recourse to business assets such as real estate,

equipment, inventory and accounts receivable, (iii) recourse to the commercial real estate properties being

financed, and (iv) recourse to liquid assets, guarantees and securities. Upon initial recognition of loans to

members, the fair value of collateral is based on valuation techniques commonly used for the corresponding

assets. In subsequent periods, valuations of collateral are updated periodically depending on the nature of the

collateral. The Credit Union has policies in place to monitor the existence of undesirable concentration in the

collateral supporting its credit exposure.

9 Property and equipment

The movements in property and equipment were as follows:

Land
$

Buildings
$

Furniture
and

equipment
$

Computer
equipment

$

Security
equipment

$

PC
software

$
Automobiles

$
Total

$

At December 31, 2012
Opening cost 1,422,938 29,490,733 8,546,055 4,710,509 2,123,456 649,614 403,015 47,346,320
Additions - 160,930 227,612 113,450 11,358 30,530 155,120 699,000
Disposals/write-offs - (697,410) (1,027,119) (3,216,017) (82,836) (224,789) (54,783) (5,302,954)

Closing cost 1,422,938 28,954,253 7,746,548 1,607,942 2,051,978 455,355 503,352 42,742,366

At December 31, 2012
Opening accumulated

depreciation - (956,782) (4,487,827) (4,219,438) (496,943) (595,044) (217,498) (10,973,532)
Disposals/write-offs - - 1,027,119 3,213,778 82,836 224,789 - 4,548,522
Depreciation expense - (644,274) (1,007,745) (286,371) (99,940) (68,922) (54,457) (2,161,709)

Closing accumulated
depreciation - (1,601,056) (4,468,453) (1,292,031) (514,047) (439,177) (271,955) (8,586,719)

Net book value 1,422,938 27,353,197 3,278,095 315,911 1,537,931 16,178 231,397 34,155,647

At December 31, 2013
Opening cost 1,422,938 28,954,253 7,746,548 1,607,942 2,051,978 455,355 503,352 42,742,366
Additions - 171,278 31,252 76,456 - - 57,600 336,586
Disposals/write-offs - - - - - - (81,308) (81,308)

Closing cost 1,422,938 29,125,531 7,777,800 1,684,398 2,051,978 455,355 479,644 42,997,644

At December 31, 2013
Opening accumulated

depreciation - (1,601,056) (4,468,453) (1,292,031) (514,047) (439,177) (271,955) (8,586,719)
Disposals/write-offs - - - - - - 50,980 50,980
Depreciation expense - (605,615) (1,017,387) (215,449) (100,186) (16,178) (109,603) (2,064,418)

Closing accumulated
depreciation - (2,206,671) (5,485,840) (1,507,480) (614,233) (455,355) (330,578) (10,600,157)

Net book value 1,422,938 26,918,860 2,291,960 176,918 1,437,745 - 149,066 32,397,487

Amortization expense on property and equipment of $2,064,418 (2012 - $2,161,709) is included in occupancy

expense in the consolidated statement of income and comprehensive income.
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10 Intangible assets

2013
$

2012
$

Cost
At January 1 1,736,687 1,736,687
Additions 47,460 -

At December 31 1,784,147 1,736,687

Accumulated amortization
At January 1 520,530 346,861
Amortization 174,460 173,669

At December 31 694,990 520,530

Net book value at December 31 1,089,157 1,216,157

Amortization expense on intangible assets of $174,460 (2012 - $173,669) is included in occupancy expense in

the consolidated statement of net income and comprehensive income.

11 Investment property

The movements in investment property were as follows:

2013
$

2012
$

Balance - beginning of year 12,001,961 11,187,000
Acquisitions - 771,090
Capital expenditures 124,688 -
Unrealized fair value adjustment 83,351 43,871

Balance - end of year 12,210,000 12,001,961

Rental income from investment property 702,012 554,327
Direct operating costs of investment property 334,724 173,502

On November 1, 2012 the Credit Union purchased an investment property for cash proceeds of $771,090. The

property is leased out under an operating lease.

Investment properties with an aggregate fair value of $12,210,000 (2012 - $11,230,871) were valued by an

external independent valuation professional who is deemed to be a qualified appraiser who holds a recognized,

relevant, professional qualification and who has recent experience in the locations and categories of the

investment property valued. The carrying value of investment properties valued by the external appraiser at

December 31, 2013 agrees to the valuations reported by the external appraiser.
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Investment property held by the Credit Union is leased out under operating leases. The future minimum lease

payments under non-cancellable leases are as follows:

2013
$

2012
$

Less than 1 year 724,339 647,877
Between 1 and 5 years 2,269,514 2,746,165
More than 5 years 4,577,196 4,464,383

7,571,049 7,858,425

The Credit Union utilizes capitalization rates within the ranges provided by market experts. To the extent that

the externally provided capitalization rate ranges change from one reporting period to the next; or should

another rate within the provided ranges be considered by the Credit Union to be more appropriate than the rate

previously used, the fair value of the investment properties would increase or decrease accordingly.

The valuation of investment properties considers all of the information generated by the above noted methods

and assumptions.

As noted above, investment properties are valued using the capitalized net operating income method and the

discounted cash flow method. The valuation process would be classified as Level 3 of the fair value hierarchy.

The most significant inputs or variables to the valuation process, all of which are unobservable, are normalized

income and the capitalization rate. An increase in normalized income, or a decrease in the capitalization will

result in an increase in the estimated fair value of the investment property. The fair value estimate is sensitive

to each of the inputs; however, changes in the capitalization rate have the greatest impact on the fair value

estimate.

The key valuation assumptions for investment properties as at December 31, 2013 are as follows:

Maximum Minimum
Weighted

average

Capitalization rate 6.50% 8.25% 6.88%

Additional valuation assumptions include the rental revenue per square metre, grade quality of the property
and comparable market data.
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12 Other assets

2013
$

2012
$

Accounts receivable 211,755 120,991
Prepaid expenses and deposits 1,307,645 793,772
Property held for resale 2,762,320 459,029

4,281,720 1,373,792

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

Property held for resale is presented net of the allowance amounting to $424,877 (2012 - $404,877).

13 Members’ savings and deposits

2013
$

2012
$

Demand deposits 589,057,458 514,584,173
Term deposits 233,476,325 154,774,327
Registered savings plans 171,073,484 148,816,901

993,607,267 818,175,401
Accrued interest 4,008,144 4,263,735

997,615,411 822,439,136

Current 845,984,876 670,410,107
Non-current 151,630,535 152,029,029

997,615,411 822,439,136

Members’ savings and deposits amounting to $333,992,572 (2012 - $245,370,719) are at fixed interest rates and

all other members’ savings and deposits amounting to $659,614,695 (2012 - $572,804,682) are at variable

rates.
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14 Loans payable

The Credit Union has approved lines of credit equal to 10% of its members’ deposits with Central or

$99,761,541. The line of credit with Central is payable on demand with interest payable on a variable rate basis.

As collateral for the line of credit, the Credit Union has pledged an assignment of term and contract deposits. At

December 31, 2013, the line of credit was unutilized.

On December 31, the Credit Union entered into a demand loan payable with Central in the amount of

$5,000,000 (2012 - $18,000,000). The loan bears interest at 3.10% (2012 - 3.08%) and matured on

January 30, 2014 (2012 - January 30, 2013).

The amount of demand loan payable with Central at December 31, 2013 is $5,000,425 (2012 - $18,001,519).

The demand loans were repaid on maturity.

15 Accounts payable and accrued liabilities

2013
$

2012
$

The Deposit Guarantee Corporation of
Manitoba assessment 229,720 210,403

Accrued expenses and payables 3,270,165 3,447,083

3,499,885 3,657,486

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

accounts payable and accrued liabilities are current.
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16 Capital disclosures

Regulations to the Act establish the following requirements with respect to capital and liquidity reserves:

Capital requirements

The Credit Union shall maintain a level of capital, which is comprised of members’ equity that meets or exceeds

the following requirements:

a) its capital shall not be less than 5% of the book value of its assets;

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

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

Regulations.

The capital levels as at December 31 are as follows:

2013
%

2012
%

Total regulatory capital 5.58% 5.75%
Retained earnings 3.10% 3.10%
Risk weighted capital 11.62% 11.06%

In accordance with the Act and Deposit Guarantee Corporation of Manitoba (“Deposit Guarantee Corporation”)

regulations, unrealized gains on fair value adjustments of property and equipment at transition to IFRS and

unrealized gains on fair value adjustments of investment property are not included in the above capital

calculations.

The Credit Union is in compliance with the capital requirements at December 31, 2013 and 2012.

Liquidity reserve

The Credit Union shall maintain in cash on hand and investments in Central not less than 8% of its total

members’ deposits. As at December 31, 2013 the Credit Union had liquidity reserves equal to 8.38% of its total

savings and deposits (2012 - 8.70%).

The Credit Union is in compliance with the liquidity reserve requirements at December 31, 2013 and 2012.

Capital is managed in accordance with policies established by the Board. All of the elements of capital are

monitored throughout the year, and modifications of capital management strategies are made as appropriate.

The Credit Union makes periodic dividend payments on eligible shares, within the context of its overall capital

management plan.
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17 Members’ shares

Each member, of legal age, of the Credit Union has one vote, regardless of the number of shares that a member

holds.

Authorized shares

Common shares

Authorized common share capital consists of an unlimited number of common shares, with an issue price

per share to be not less than $5 and redeemable in the amount of consideration received for the share.

Under the terms of a share purchase program, members are required to purchase additional common

shares. A member ceases to participate in the program when they have a maximum of 200 common

shares. The total amount of common shares purchased or redeemed by the Credit Union shall not

reduce the Credit Union’s equity below 5% of assets.

Surplus shares

Authorized surplus share capital consists of an unlimited number of surplus shares, with an issue price of

$1 per share and redeemable at $1 per share.

Distribution to members and share dividends

During the year, pursuant to Board approval, the Credit Union declared:

a) 4.50% share dividend of $843,994 (2012 - 4.71% for $773,875) based on common shares held by the

membership.

b) 4.50% share dividend of $230,115 (2012 - 4.71% for $205,596) based on surplus shares held by the

membership.
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Issued shares

2013
$

2012
$

4,047,332 common shares (2012 - 3,668,100) 20,236,660 18,340,500
6,263,301 surplus shares (2012 - 5,357,794) 6,263,301 5,357,794

26,499,961 23,698,294

2013 2012

Common shares
Beginning of year 3,668,100 2,678,838
Issued during the year 850,079 1,788,607
Redeemed during the year (470,847) (799,345)

End of year 4,047,332 3,668,100

Surplus shares
Beginning of year 5,357,794 4,610,629
Issued during the year 1,074,109 979,471
Redeemed during the year (168,602) (232,306)

End of year 6,263,301 5,357,794

Total members’ shares 10,310,633 9,025,894
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18 Income taxes

The significant components of the provision for income taxes included in the consolidated statement of net

income and comprehensive income are composed of:

2013
$

2012
$

Current income taxes
Based on current year taxable income 995,455 433,121
Adjustment recognized for current tax of prior periods (222,286) 99,179

773,169 532,300

Deferred income taxes
Origination and reversal of temporary differences 115,409 (61,800)
Increase in future tax rates 456,785 -
Adjustment recognized for deferred taxes of prior periods 8,750 (35,550)

580,944 (97,350)

Total provision for income taxes 1,354,113 434,950

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

2013
%

2012
%

Federal base rate 38.00 38.00
Federal abatement (10.00) (10.00)
Additional deduction for credit unions (16.28) (17.00)

Net federal tax rate 11.72 11.00
Provincial tax rate 1.00 1.00

12.72 12.00
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Reasons for the difference between tax expense for the year and the expected income taxes based on the

statutory rate of 12.72% (2012 - 12%) are as follows:

2013
$

2012
$

Net income for the year 7,287,369 4,038,063

Expected provision for income taxes at statutory rates 926,953 484,568

Non-taxable items
Non-deductible portion of expenses/non-taxable income 15,910 7,009

Dividends deductible for tax (136,618) (117,527)
Impact of change in future tax rates 456,785 -
Higher tax rate applicable to subsidiaries 308,464 50,423
Adjustment recognized for tax of prior periods (213,536) 63,629
Other (3,845) (53,152)

Total provision for income taxes 1,354,113 434,950

Based on the Income Tax Act, Credit Unions are entitled to a deduction from taxable income related to

payments in respect of shares and therefore any dividends paid or payable by the Credit Union would result in

tax savings of 12.72% (2012 - 12%). As a result, dividends declared resulted in income tax savings of $136,618

(2012 - $117,527) in the statement of net income and comprehensive income.

Components of the deferred tax assets and liabilities are as follows:

2013
$

2012
$

Deferred tax assets
Members’ loans 166,564 140,670
Loss carry-forward of subsidiaries 79,035 56,190

245,599 196,860

Deferred tax liabilities
Property and equipment and investment properties (2,310,670) (1,703,400)
Goodwill and intangible assets (139,023) (116,610)

(2,449,693) (1,820,010)

Total deferred taxes (2,204,094) (1,623,150)

The Credit Union has no material unrecognized temporary differences related to its wholly-owned subsidiaries

or associates. One of the Credit Union’s subsidiaries has accumulated non-capital losses of approximately

$169,348 (2012 - $120,408) which can be used to offset future taxable income. The benefit of these losses has

been recorded as an asset.
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These losses expire as follows:

$

2030 18,293
2031 52,474
2033 98,581

169,348

Current income taxes payable as at December 31, 2013 are $543,468 (2012 - $150,969).

2013
$

2012
$

Deferred tax assets
Deferred tax assets to be recovered within

12 months 166,564 140,670
Deferred tax assets to be recovered after

more than 12 months 79,035 56,190

245,599 196,860

Deferred tax liabilities
Deferred tax liabilities to be recovered after

more than 12 months (2,449,693) (1,820,010)

(2,449,693) (1,820,010)

Net deferred tax liability (2,204,094) (1,623,150)

The movement in the deferred tax assets and liabilities is recognized in the statement of net income and

comprehensive income for the year.

During the year, the 2013 federal government budget substantively enacted on March 21, 2013 that the

additional deduction for credit unions would be phased out over the next 5 years. The deduction of 16.28%

received in the current year is expected to decrease to 12% by 2017. As a result of this reduction, the deferred

tax components that are expected to reverse in greater than twelve months from December 31, 2013 were

established using the rate expected to be enforce of 16%. As a result, the Credit Union recorded an deferred tax

expense in the current period of $456,785 related to this change.
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19 Risk management

The Credit Union’s risk management policies are designed to identify and analyse risks, to set appropriate risk

limits and controls, and to monitor the risks and adherence to limits by means of reliable and up-to-date

information systems. The Credit Union follows an enterprise risk management framework which involves

identifying particular events or circumstances relevant to its objectives, assessing them in terms of probability

and magnitude, determining a response strategy and monitoring progress. The Credit Union regularly reviews

its risk management policies and systems to take account of changes in markets and products.

Risk management is carried out by management who reports to the Board. The Board provides written

principles for risk tolerance and overall risk management. Management reports to the Board on the Credit

Union’s compliance with the risk management policies. In addition, the Credit Union maintains an Internal

Audit function which is responsible for independent review of risk management and the Credit Union’s control

environment.

Financial instruments comprise the majority of the Credit Union’s assets and liabilities. The Credit Union

accepts deposits from members at both fixed and floating rates for various periods. The Credit Union seeks to

earn an interest rate margin by investing these funds in high quality financial instruments - principally loans

and mortgages. The primary types of financial risk which arise from this activity are interest rate, credit,

liquidity, foreign exchange and price risk.

The following table describes the significant financial instrument activity undertaken by the Credit Union, the

risks associated with such activities and the types of methods used in managing those risks.

Activity Risks Method of managing risks

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

Monitoring of investment
restrictions and monitoring of
counterparty risk

Members’ loans Sensitivity to changes in interest
rates, liquidity and credit risk

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

Members’ savings and deposits Sensitivity to changes in interest
rates, liquidity and foreign
exchange rates

Asset-liability matching and
periodic use of derivatives
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Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of the Credit Union’s financial instruments will

fluctuate due to changes in market interest rates. Fair value interest rate risk is the risk that the value of a

financial instrument will fluctuate because of changes in prevailing market interest rates. Financial margin

reported in the consolidated statement of net income and comprehensive income may increase or decrease in

response to changes in market interest rates. Accordingly, the Credit Union sets limits on the level of mismatch

of interest rate re-pricing that may be undertaken, which is monitored by management and reported to the

Board.

In managing interest rate risk, the Credit Union relies primarily upon the use of asset-liability and interest rate

sensitivity models. Periodically, the Credit Union may enter into interest rate swaps to adjust the exposure to

interest rate risk by modifying the re-pricing of the Credit Union’s financial instruments. The Credit Union has

not entered into any interest rate swaps in the current year.

Sensitivity analysis is used to assess the change in value of the Credit Union’s financial instruments against a

range of incremental basis point changes in interest rates over a twelve month period. Interest rate shock

analysis is calculated in a similar manner to sensitivity analysis but involves a more significant change of 100

basis points or greater in interest rates. Sensitivity analysis and interest rate shock analysis are calculated on a

monthly basis and are reported to the Board. Based on current differences between financial assets and

financial liabilities as at December 31, 2013, the Credit Union estimates that an immediate and sustained 100

basis point increase in interest rates would decrease net interest income by $2,552,401 (2012 - $1,488,182) over

the next twelve months while an immediate and sustained 100 basis point decrease in interest rates would

increase net interest income by $2,552,401 (2012 - $1,488,182) over the next twelve months.

Other types of interest rate risk may involve basis risk, the risk of loss arising from changes in the relationship

of interest rates which have similar but not identical characteristics (for example the difference between prime

rates and the Canadian Deposit Offering Rate) and prepayment risk (the risk of loss of interest income arising

from the early repayment of fixed rate mortgages and loans). These risks are also monitored on a regular basis

and are reported to the Board.
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The following schedule shows the Credit Union’s sensitivity to interest rate changes as at December 31, 2013.

Amounts with floating rates or due or payable on demand are classified as maturing within less than one year,

regardless of maturity. Loans and deposits subject to fixed rates are based on contractual terms. Amounts that

are not interest sensitive have been grouped together.

Assets
$

Liabilities
and

members’
equity

$

Net asset/
liability gap

$

Expected repricing or maturity date
Less than one year 447,139,334 731,500,575 (284,361,241)

1 to 2 years 74,372,215 50,323,653 24,048,562

2 to 3 years 169,893,025 51,920,215 117,972,810

3 to 4 years 115,698,698 29,048,263 86,650,435

4 to 5 years 168,832,340 18,196,894 150,635,446

Over 5 years 31,319,500 2,141,510 29,177,990

Not interest sensitive 70,860,351 194,984,353 (124,124,002)

1,078,115,463 1,078,115,463 -

The average rate for interest bearing assets is 3.96% (2012 - 4.19%) and for interest bearing liabilities is 1.86%

(2012 - 2.03%).

Interest sensitive assets and liabilities cannot normally be perfectly matched by amount and term to maturity.

One of the roles of a credit union is to intermediate between the expectations of borrowers and depositors.

Credit risk

Credit risk is the risk that a Credit Union member or counterparty will be unable to pay amounts in full when

due. Impairment provisions are provided for losses that have been incurred at the statement of financial

position date. Significant changes in the economy of Manitoba or deterioration in lending sectors which

represent a concentration within the Credit Union’s loan portfolio may result in losses that are different from

those provided for at the date of the consolidated statement of financial position. Management of credit risk is

an integral part of the Credit Union’s activities. Management carefully monitors and manages the Credit

Union’s exposure to credit risk by a combination of methods. Credit risk arises principally from lending

activities that result in loans to members and investing activities that result in investments in cash resources.

There is also credit risk in unfunded loan commitments. The overall management of credit risk is reported to

the Board.



Sunova Credit Union Limited
Notes to Consolidated Financial Statements

December 31, 2013

(34)

Concentration of loans is managed by the implementation of sectoral and member specific limits as well as the

periodic use of syndications with other financial institutions to limit the potential exposure to any one member.

The Board is responsible for approving and monitoring the Credit Union’s tolerance for credit exposures which

it does through review and approval of the Credit Union’s lending policies and credit scoring system and

through setting limits on credit exposures to individual members and across sectors. The Credit Union

maintains levels of borrowing approval limits and prior to advancing funds to a member, an assessment of the

credit quality of the member is made. The Credit Union emphasises responsible lending in its relationships with

members and to establish that loans are within the member’s ability to repay, rather than relying exclusively on

collateral.

The estimation of credit exposure is complex and requires the use of models, as the value of a product varies

with changes in market variables, expected cash flows and the passage of time. The assessment of credit risk of

a portfolio of assets entails further estimations as to the likelihood of defaults occurring, of the associated loss

ratios and of default correlations between counterparties.

The Credit Union has developed models to support the quantification of the credit risk. These rating and

scoring models are in use for all key credit portfolios and form the basis for measuring default risks. In

measuring credit risk of loan and advances at a counterparty level, the Credit Union considers three

components: (i) the “probability of default” by the client or counterparty on its contractual obligations; (ii)

current exposures to the counterparty and its likely future development, from which the Credit Union derives

the “exposure at default”; and (iii) the likely recovery ratio on the defaulted obligations (the “loss given

default”). The models are reviewed regularly to monitor their robustness relative to actual performance and

amended as necessary to optimise their effectiveness.

The classes of financial instruments to which the Credit Union is most exposed are members’ loans and

investments and deposits.

2013

Credit risk exposure
Outstanding

$

Undrawn

commitments

$

Total exposure

$

Accounts receivable 211,755 - 211,755

Investments 96,297,192 - 96,297,192

Personal loans 708,086,684 51,808,485 759,895,169

Agricultural loans 24,758,526 7,445,956 32,204,482

Commercial loans 184,443,273 77,501,373 261,944,656
Accrued interest 1,359,887 - 1,359,887
Property held for sale 2,276,320 - 2,276,320

Total exposure 1,017,433,637 136,755,814 1,154,189,461
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2012

Credit risk exposure
Outstanding

$

Undrawn

commitments

$

Total exposure

$

Accounts receivable 120,991 - 120,991

Investments 76,021,048 - 76,021,048

Personal loans 567,119,682 47,745,145 614,864,827

Agricultural loans 25,888,095 8,832,161 34,720,256

Commercial loans 175,841,601 80,466,522 256,308,123
Accrued interest 1,257,670 - 1,257,670
Property held for sale 459,029 - 459,029

Total exposure 846,708,116 137,043,828 983,751,944

The above tables represent a worst case scenario of credit risk exposure to the Credit Union at December 31,

2013 and 2012, without taking into account any collateral held or other credit enhancements attached.

a) Investments and deposits

Credit risk arises from the investments and deposits in cash resources held by the Credit Union to meet

regulatory and internal liquidity requirements and for general business purposes. The managed assets

consist of cash resources held with Central. The majority of the Credit Union’s liquidity investments are

held with Central. Central invests on behalf of the Credit Union as per the investment policies approved by

the Investment Committee of the Board of Directors of Central. Central’s investment policy requires that

all investments are highly-rated (A or higher) and that all of the assets are readily convertible to cash.

b) Personal loans

Personal loans primarily consist of personal loans, and $602,680,535 (2012 - $466,493,508) of real estate

mortgages which are fully secured by residential property. The Credit Union’s policy is to not exceed a

loan-to-value ratio of 80%.
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c) Agricultural and commercial loans and lines of credit

The Credit Union often takes security as collateral in common with other lending institutions. The Credit

Union maintains guidelines on the acceptability of specific types of collateral. Collateral may include

mortgages over residential properties and charges over business assets such as premises, inventory and

accounts receivable. Where significant impairment indicators are identified, the Credit Union will take

additional measures to manage the risk of default, which may include seeking additional collateral.

The Credit Union manages credit concentration by establishing lending limits for each industry based on

risk ratings for the respective industries. As at December 31, 2013, the Credit Union has not exceeded its

lending limit for any industry type. The commercial lending by industry is as follows:

2013
%

2012
%

Agricultural 13.0 14.4
Construction 7.2 6.6
Retail 7.5 5.5
Hospitality 9.2 9.1
Industrial 5.8 5.9
Real estate rental 22.6 20.3
Public administration 12.9 13.8
Educational services 9.4 9.6
Other services 12.4 14.8

The credit quality of the loan portfolio for those loans which are neither past due or impaired can be

assessed by reference to the Deposit Guarantee Corporation’s risk rating model. The Credit Union assesses

the probability of a default using the risk rating tools below and taking into account statistical analysis as

well as the experience and judgement of the Credit department. Members’ loans are divided into eight

ratings and are regularly reviewed and updated as appropriate.

2013
%

2012
%

Rating 1 - Excellent risk 2.8 3.5
Rating 2 - Very good risk 15.5 18.6
Rating 3 - Good risk 39.3 36.7
Rating 4 - Acceptable risk 36.7 33.8
Rating 5 - Caution risk 5.5 7.1
Rating 6 - At risk 0.3 0.0
Rating 7 - Impaired with no loan loss allowance 0.0 0.1
Rating 8 - Impaired with loan loss allowance 0.1 0.2
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Liquidity risk

Liquidity risk is the risk that the Credit Union will encounter difficulty in raising funds to meet its obligations to

members and other liabilities. To mitigate this risk, the Credit Union is required to maintain, in the form of

cash and term deposits, a minimum liquidity at all times as described in note 16. The Credit Union’s own risk

management policies require it to maintain sufficient liquid resources to cover cash flow imbalances, to retain

member confidence in the Credit Union and to enable the Credit Union to meet all financial obligations. This is

achieved through maintaining a prudent level of liquid assets, through management control of the growth of the

loan portfolio, securitizations and asset-liability maturity management techniques. Management monitors

rolling forecasts of the Credit Union’s liquidity requirements on the basis of expected cash flows as part of its

liquidity management.

The following table summarizes the undiscounted cash flows of financial assets and liabilities by contractual or

expected maturity.

The remaining contractual maturity of recognized financial instruments is as follows:

Payable on a fixed date

Payable on

demand

$

Less than

1 year

$

1 to 2

years

$

2 to 5 years

$

Over 5

years

$

Total

$

Financial assets
Cash on hand 5,520,192 - - - - 5,520,192

Investments and
deposits 46,997,223 22,807,872 - 20,582,673 5,909,424 96,297,192

Members’ loans 302,074,431 79,517,559 74,372,215 433,841,391 25,410,077 915,215,673

Total financial assets 354,591,846 102,325,431 74,372,215 454,424,064 31,319,501 1,017,033,057

Financial liabilities
Members’ savings and

deposits 663,622,839 182,342,537 50,323,653 99,184,872 2,141,510 997,615,411

Loans payable - 5,000,425 - - - 5,000,425

Accounts payable and
accrued liabilities - 3,499,885 - - - 3,499,885

Total financial liabilities 663,622,839 190,842,847 50,323,653 99,184,872 2,141,510 1,006,115,721
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Foreign exchange risk

Foreign exchange risk is the risk that arises when future commercial transactions or recognized assets or

liabilities are denominated in a foreign currency. Foreign exchange risk is not considered significant at this time

as the Credit Union does not engage in any active trading of foreign currency positions or hold significant

foreign currency denominated financial instruments for an extended period.

Price risk

Price risk arises from changes in market risks, other than interest rate, credit, liquidity or foreign exchange risk,

causing fluctuations in the fair value or future cash flows of a financial instrument. Price risk is not considered

significant at this time.

20 Fair value of financial assets and liabilities

Differences between book value and fair value of investments and deposits, members’ loans, member savings

and deposits and other financial assets and liabilities are caused by differences between the interest rate

obtained at the time of the original investment, loan or deposit and the current rate for the same product.

Members’ loans and member savings and deposits that are priced with variable rates have a fair value equal to

book value, as they are priced at current interest rates.

While fair value amounts are designed to represent estimates of the amounts at which assets and liabilities

could be exchanged in a current transaction between arm’s length willing parties, the Credit Union normally

holds all of its fixed term investments, loans and deposits to their maturity date. Consequently, the fair values

presented are estimates derived by taking into account changes in the market interest rates and may not be

indicative of the net realizable value. Furthermore, as many of the Credit Union’s financial instruments lack an

available trading market, the fair value of members’ loans and member savings and deposits with fixed rates are

estimated using discounted cash flow models with discount rates based on current market interest rates for

similar types of instruments. The inputs to the valuation model for fixed rate loans include scheduled loan

amortization rates, estimated rates of repayment with the future cash flows discounted using current market

rates for equivalent groups of mortgages or loans. The future cash flows on fixed rate deposits and fixed rate

borrowings are discounted to their estimated present value using a discount rate based on current market rates

for equivalent groups of fixed rate deposits. Other inputs may include the addition of an interest rate spread to

incorporate an appropriate risk premium over Government of Canada rates. The significant assumptions

included in the determination of fair value include estimates of credit losses, estimates of interest rates and the

estimates of discount rates.

The most significant assumption relates to the discount rates utilized. It is estimated that a 10 basis point

change in the discount rate would change the fair value of loans to members and investments by approximately

$1,934,000 (2012 - $1,504,000), and the fair value of members’ deposits by approximately $403,000

(2012 - $389,000).
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The fair values disclosed exclude the values of assets and liabilities that are not considered financial

instruments such as land, buildings and equipment.

The carrying value of accounts receivable and accounts payable and accrued liabilities is deemed to equal their

fair value given the short-term nature of these balances.

Fair value of financial assets and liabilities

As at December 31, 2013:

AFS
$

Financial
assets/liabilities

at cost or
amortized cost

$

Estimated fair
value

$

Fair value

greater (less)
than book value

$

Financial assets

Cash on hand - 5,520,192 5,520,192 -

Investments and deposits 4,080,424 92,216,768 97,086,329 789,148

Members’ loans - 915,215,673 919,999,690 4,784,017

Total financial assets 4,080,424 1,012,952,633 1,022,606,211 5,573,165

Financial liabilities

Members’ savings and

deposits - 997,615,411 997,851,249 235,838

Total financial liabilities - 997,615,411 997,851,249 235,838

As at December 31, 2012:

AFS
$

Financial
assets/liabilities

at cost or

amortized cost
$

Estimated fair

value
$

Fair value
greater (less)

than book value
$

Financial assets

Cash on hand - 4,961,804 4,961,804 -

Investments and deposits 5,735,544 70,285,504 76,751,025 729,977

Members’ loans - 766,699,246 770,427,450 3,728,204

Total financial assets 5,735,544 841,946,554 852,140,279 4,458,181

Financial liabilities

Members’ savings and

deposits - 822,439,136 823,536,761 1,097,625

Total financial liabilities - 822,439,136 823,536,761 1,097,625
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Fair value hierarchy

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

classified in a hierarchy consisting of three levels for disclosure purposes; the three levels are based on the

priority of the inputs to the respective valuation technique. The fair value hierarchy gives the highest priority to

quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable

inputs (Level 3). An asset or liability’s classification within the fair value hierarchy is based on the lowest level

of significant input to its valuation. The input levels are defined as follows:

 Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities

There are no assets measured at fair value classified as level 1.

 Level 2: Quoted prices in markets that are not active or inputs that are observable either directly (i.e., as

prices) or indirectly (i.e., derived from prices)

Level 2 inputs include quoted prices for assets in markets that are considered less active. Assets measured

at fair value and classified as level 2 include cash on hand, AFS investments, member loans and members’

savings and deposits.

 Level 3: Unobservable inputs that are supported by little or no market activity and are significant to the

estimated fair value of the assets or liabilities

Level 3 assets and liabilities would include financial instruments whose values are determined using pricing

models, discounted cash flow methodologies, or similar techniques, as well as instruments for which the

determination of estimated fair value requires significant management judgment or estimation. There are

no assets measured at fair value classified as Level 3.

The Credit Union uses the following techniques to determine the fair value measurements categorized in

Level 2.

The fair value of derivatives financial assets and liabilities is determined using observable market inputs

including forward exchange and interest rates, as applicable, at the measurement date, with the resulting value

discounted back to present values.

The Credit Union did not have any instruments requiring recurring measurements that were categorized within

Level 3 of the fair value hierarchy.

The Credit Union’s policy is to recognize transfers into and transfers out of the fair value hierarchy levels as of

the date of the event or change in circumstances that caused the transfer. During the year ended December 31,

2013, the Credit Union had no transfers between fair value hierarchy levels.
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The following table summarizes the fair value measurements recognized in the statement of financial position

or disclosed in the Credit Union’s financial statements by class of asset or liability and categorized by level

accordingly to the significance of the inputs used in making the measurements.

2013

(in thousands of dollars)
Level 1

$
Level 2

$
Level 3

$
Total

$

Financial assets
Cash on hand and on deposit - 5,520,192 - 5,520,192
Investments - 96,297,192 - 96,297,192
Loans to members - 915,215,673 - 915,215,673

Total financial assets - 1,017,033,057 - 1,017,033,057

Financial liabilities
Members’ deposits - 997,615,411 - 997,615,411
Accounts payable - 3,499,885 - 3,499,885
Loans payable - 5,000,425 - 5,000,425

Total financial liabilities - 1,006,115,721 - 1,006,115,721

The Credit Union did not have any non-recurring measurements for the year ended December 31, 2013.

21 Investments in associates

2013
$

2012
$

At January 1 8,700,827 7,056,048
Acquisitions - 1,644,887
Equity earnings (loss) 70,071 (108)

At December 31 8,770,898 8,700,827

There were no published price quotations for any associates of the Credit Union. Furthermore, there are no

significant restrictions on the ability of associates to transfer funds to the Credit Union in the form of cash

dividends, or repayment of loans.

The Credit Union has received cash distributions of $417,223 relating to these investments which have been

recorded in other income in the consolidated statement of net income and comprehensive income.
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22 Net change in non-cash working capital items

2013
$

2012
$

Loans to members - net of repayments (149,067,227) (129,832,474)
Members’ savings and deposits - net of withdrawals 175,176,275 71,451,515
Net change in investments and deposits (20,276,144) 30,170,565
Net change in other assets (2,907,928) (200,198)
Net change in accounts payable and accrued liabilities (157,601) 1,044,425
Net change in income taxes 392,499 38,081

3,159,874 (27,328,086)

23 Transactions with the Deposit Guarantee Corporation of Manitoba, Credit Union
Central of Manitoba and related parties

The Deposit Guarantee Corporation of Manitoba

The Deposit Guarantee Corporation of Manitoba (“the Deposit Guarantee Corporation”) incorporated for the

purpose of protecting the members of credit unions/caisse from financial loss in respect of their deposits with

credit unions/caisse and to ensure credit unions/caisse operate under sound business practices. The Deposit

Guarantee Corporation guarantees all deposits of members of Manitoba credit unions/caisse. The Deposit

Guarantee Corporation provides a safeguard of all savings and deposits of members of Manitoba credit unions.

Transactions with the Deposit Guarantee Corporation included assessments of $933,028 (2012 - $742,346) and

are recorded as member security expense.

Amounts payable at year end were $229,720 (2012 - $210,403).

Central

The Credit Union is a member of Central which acts as a depository for surplus funds, and makes loans to,

credit unions. Central also provides other services for a fee to the Credit Union and acts in an advisory capacity.

Transactions with Central included income earned on investments referred to in note 7 in the amount of

$1,506,469 (2012 - $1,849,058), interest expense of $182,476 (2012 - $5,447) on loans payable referred to in

note 14 and fees assessed by Central which include annual affiliation dues in the amount of $258,308 (2012 -

$224,491) recorded as organizational expenses.
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Related party transactions

Compensation of key management personnel

Key management personnel of the Credit Union include all directors and senior management. The summary of

compensation for key management personnel is as follows:

2013
$

2012
$

Salaries and other short-term employee benefits 1,722,482 1,591,789
Post-employment benefits 27,262 26,698

1,749,744 1,618,487

As at December 31, 2013, outstanding loans to key management personnel totalled 0.54% (2012 - 0.55%), in

aggregate, of the loans to members of the Credit Union. No provisions have been recognized in respect of loans

issued to related parties in the current year. As at December 31, 2013, outstanding members’ deposits to key

management personnel totalled 0.77% (2012 - 0.69%), in aggregate, of the members’ deposits of the Credit

Union.

Transactions with directors, committee members, management and staff are at terms and conditions as set out

by the statutes, by-laws and policies of the Credit Union. Fees and expenses paid by the Credit Union on behalf

of the directors were $54,055 (2012 - $56,432).

Loans to directors, staff and equity investment

All loans, deposits and fees that were made to, received from, or charged to directors, officers or persons in
whom any of them has a material interest during the year conform to the Credit Union’s ordinary practices for
members who are not directors or officers.

As at December 31, 2013, outstanding loans to directors, management, staff and equity investments totalled

5.25% (2012 - 2.53%), in aggregate, of the assets of the Credit Union.

24 Director and officer indemnification

The Credit Union indemnifies its directors and officers against any and all claims or losses reasonably incurred

in the performance of their service to the Credit Union to the extent permitted by law.
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25 Contingencies

The Credit Union, in the course of its operations, is potentially subject to lawsuits. As a policy, the Credit Union

will accrue for losses in instances where it is probable that liabilities will be incurred and where such liabilities

can be reasonably estimated.

26 Savings plan

The Credit Union maintains a savings plan for most employees. For eligible employees, the Credit Union

contributes an amount between 5% and 10% of each participant’s regular earnings. The net contributions and

expense for the year were $390,122 (2012 - $338,661).




