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Q Grant Thornton

Independent Auditor’s Report

200-1633 Ellis Street
Kelowna, BC
V1Y 2A8
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To the members of Creston & District Credit Union

Opinion

We have audited the consolidated financial statements of Creston & District Credit Union (“the Credit
Union”), which comprise the consolidated statement of financial position as at December 31, 2019,
and the consolidated statement of earnings and comprehensive income, consolidated statement of
changes in members’ equity and consolidated statement of cash flows for the year then ended, and
notes to the consolidated financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of Creston & District Credit Union as at December 31,
2019, and its consolidated financial performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Consolidated Financial Statements section of our report. We are independent of the
Company in accordance with the ethical requirements that are relevant to our audit of the
consolidated financial statements in Canada, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter — Restated Comparative Information

We draw attention to Note 25 to the consolidated financial statements, which explains that certain
comparative information presented for the year ended December 31, 2018 has been restated. The
consolidated financial statements for the year ended December 31, 2018 (prior to the adjustments
that were applied to restate certain comparative information explained in Note 25) were audited by
another auditor who expressed an unmodified opinion on those consolidated financial statements on
March 28, 2019. Our opinion is not modified in respect of this matter.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards (IFRSs), 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.

In preparing the consolidated financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Audit | Tax | Advisory
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Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor's report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with Canadian generally
accepted auditing standards will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of these consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

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

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

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

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

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

o Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

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

g‘w’/zo:z:—: LLP

Kelowna, Canada
March 24, 2020 Chartered Professional Accountants
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Creston & District Credit Union
Consolidated Statement of Financial Position

December 31 2019 2018 January 1, 2018
(as restated (as restated
— Note 25) - Note 25)
Assets
Cash and cash equivalents (Note 6) $ 924,915 $ 5,053,810 $ 6,932,910
Investments (Note 7) 49,692,748 55,174,498 47,755,933
Income taxes recoverable 44,513 - -
Receivables and prepaid expenses 84,910 48,572 41,904
Loans (Note 8) 81,490,972 75,006,282 70,686,950
Property, plant and equipment (Note 10) 1,053,860 1,091,832 1,139,098
Investment property (Note 11) 376,569 387,368 348,126
Investment in and advances to associates (Note 12) 10,598,777 10,762,700 10,340,723
Total assets $ 144,267,264 $ 147,525,062 $ 137,245,644
Liabilities
Deposits (Note 13) $ 121,464,585 $ 125,715,943 $ 116,260,383
Payables and other liabilities (Note 14) 878,080 977,970 1,134,272
Income taxes payable - 72,179 130,562
Deferred income tax (Note 15) 31,000 60,904 56,651
Total liabilities 122,373,665 126,826,996 117,581,868
Members’ equity
Retained earnings 17,658,758 16,436,048 15,541 477
Members' shares (Note 16) 4,234,841 4,262,018 4,122,299
Total members’ equity 21,893,599 20,698,066 19,663,776
$ 144,267,264 $ 147,525,062 $ 137,245644
Commitments (Note 23)
Post-reporting date events (Note 24)
Correction of prior period error (Note 25)
On behalf of the Board
"\ . P17 LA / AN
V'C/(/ C& JL&L{ . Director AAISNA }'Z\a/&" Director
A / /
L/ _

¥

See accompanying notes to the consolidated financial statements



Creston & District Credit Union
Consolidated Statement of Earnings and Comprehensive

Income
Year ended December 31 2019 2018
(as restated
— Note 25)
Financial income
Loans $ 2,739,042 $ 2,473,657
Cash and cash equivalents and investments 1,370,855 1,479,012
4,109,897 3,952,669
Financial expense
Deposits 764,189 657,861
Provision for credit losses (Note 9) 37,959 36,714
802,148 694,575
Financial margin 3,307,749 3,258,094
Equity in income of subsidiaries 586,068 495,166
Other income (Note 17) 903,770 557,437
Operating Income 4,797,587 4,310,697
Operating expenses (Note 18) 2,982,807 2,745,217
Distribution to members 455,910 438,212
3,438,717 3,183,429
Earnings before income taxes 1,358,870 1,127,268
Income taxes (Note 15) 136,160 232,697
Net earnings, being comprehensive income $ 1,222,710 $ 894,571

See accompanying notes to the consolidated financial statements 4



Creston & District Credit Union
Consolidated Statement of Changes in Members’ Equity

Year ended December 31, 2019

Total
Members’ Retained members’
shares earnings equity

Balance on December 31, 2017, as
previously stated 4,258,639 $ 16,117,402 $ 20,376,041
Correction of prior period error (Note 25) (136,340) (575,925) (712,265)
Balance on December 31, 2017, as restated 4,122,299 15,541,477 19,663,776
Net earnings (Note 25) - 894,571 894,571
Issue of members’ shares, net 139,719 - 139,719
Balance on December 31, 2018, as restated 4,262,018 16,436,048 20,698,066
Net earnings - 1,222,710 1,222,710
Redemption of members’ shares, net (27,177) - (27,177)
Balance on December 31, 2019 4,234,841 $ 17,658,758 $ 21,893,599
See accompanying notes to the consolidated financial statements 5



Creston & District Credit Union
Consolidated Statement of Cash Flows

Year ended December 31 2019 2018
(as restated
— Note 25)
Increase (decrease) in cash and cash equivalents
Operating activities
Earnings before income taxes $ 1,358,870 $ 1,127,268
Adjustments for non-cash items
Depreciation 89,812 91,986
Equity income of subsidiaries (586,068) (495,166)
Provision for credit losses 37,959 36,714
Changes in non-cash operating working capital
Income taxes recovered (paid), net (218,943) (300,939)
Receivables and prepaid expenses (36,338) (6,668)
Loans, net of repayments (6,522,649) (4,356,046)
Deposits, net of withdrawals (4,251,358) 9,455,560
Payables and other liabilities (99,898) (156,293)
(10,228,613) 5,396,416
Financing activities
Redemption of equity shares, net (27,177) 139,719
(27,177) 139,719
Investing activities
Purchase of investments, net 6,167,937 (7,381,765)
Purchase of property, equipment and intangible asset (41,042) (33,470)
6,126,895 (7,415,235)
Net decrease in cash and cash equivalents (4,128,895) (1,879,100)
Cash and cash equivalents, beginning of year 5,053,810 6,932,910
Cash and cash equivalents, end of year $ 924,915 $ 5,053,810
See accompanying notes to the consolidated financial statements 6



Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

1. Governing legislation and nature of operations

Creston & District Credit Union (‘the Credit Union”) is incorporated under the Credit Union Incorporation Act
of British Columbia and its operations are subject to the Financial Institutions Act of British Columbia. The
Credit Union serves members principally in the Creston Valley area of British Columbia. The products and
services offered to its members include mortgages, personal, commercial and other, chequing and savings
accounts, term, demand and other deposits. The Credit Union’s head office is located at 140 11" Avenue
North, Creston, British Columbia.

These consolidated financial statements have been approved and authorized for issue by the Board of
Directors on March 24, 2020.

2. Summary of presentation and statement of compliance

Basis of presentation

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”).

The Credit Union and its subsidiaries functional and presentation currency is the Canadian dollar.

The preparation of financial statements in compliance with IFRS requires management to make certain critical
accounting estimates. It also requires management to exercise judgment in applying the Credit Union’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where
assumptions and estimates are significant to the consolidated financial statements are disclosed in Note 5.

3. Changes to accounting policy
Leases

IFRS 16 replaces IAS 17 ‘Leases’. The most significant impact under IFRS 16 is to lessees as they have the
requirement to recognize a right-of-use asset and a lease liability for their operating leases. Lessors continue
to classify leases as either operating or finance leases and as a result, there is limited impact to the lessors
under IFRS 16.

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to
ownership of the underlying asset, and classified as an operating lease if it does not.

As the Credit Union only acts as a lessor and not as a lessee, there is no impact on adoption of IFRS 16.




Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4. Summary of significant accounting policies
Basis of consolidation

The Credit Union’s financial statements consolidate those of the parent organization and its subsidiaries up to
December 31, 2019. The parent controls a subsidiary if it is exposed, or has the rights, to variable returns from
its involvement with the subsidiary and has the ability to affect those returns through tis power over the
subsidiary. Subsidiaries controlled through 100% ownership include B4D Investments Ltd. which has a
reporting date of December 31, 2019.

All transactions and balances between the Credit Union and its subsidiary are eliminated on consolidation.
Where unrealized losses on intra-group asset sales are reversed on consolidation, the underlying asset is
also tested for impairment from a group perspective. Amounts reported in the financial statements of the
subsidiary have been adjusted where necessary to ensure consistency with the accounting policies adopted
by the Credit Union.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits with banks, other short-term highly liquid
investments with original maturities of three months or less, and for the purpose of the statement of cash flows,
bank overdrafts that are repayable on demand.

Financial instruments
Recognition and derecognition
Financial assets and financial liabilities are recognized when the Credit Union becomes a party to the

contractual provisions of the financial instrument.

Financial assets are derecognized when the contractual rights to the cash flows from the financial asset expire,
or when the financial asset and substantially all the risks and rewards are transferred. A financial liability is
derecognized when it is extinguished, discharged, cancelled or expires.

Classification and initial measurement of financial assets

All financial assets are initially measured at fair value. Financial assets, other than those designated and
effective as hedging instruments, are classified into the following categories:

e amortized cost;

o fair value through other comprehensive income (“FVOCI”); or

o fair value through profit or loss (“FVTPL”).

In the periods presented, the Credit Union does not have any financial assets categorized as FVOCI.

The classification is determined by both:
o the entity’s business model for managing the financial asset; and

e the contractual cash flow characteristics of the financial asset.

(continued)



Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4. Summary of significant accounting policies (continued)
Financial instruments (continued)
Subsequent measurement of financial assets

Financial assets at amortized cost

A financial asset is measured at amortized cost if it meets both of the following conditions and is not designated
as at FVTPL:

¢ itis held within a business model whose objective is to hold assets to collect contractual cash flows; and

e its contractual terms give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

After initial recognition, these are measured at amortized cost using the effective interest method. The Credit
Union’s cash and cash equivalents, term deposits and accrued interest, loans and receivables and other
assets, fall into this category of financial instruments.

Financial assets at fair value through profit or loss (FVTPL)

Financial assets that are held within a different business model other than ‘hold to collect’ or ‘hold to collect
and sell’ are categorized at fair value through profit and loss. Further, irrespective of business model financial
assets whose contractual cash flows are not solely payments of principal and interest are accounted for at
FVTPL. All derivative financial instruments fall into this category, except for those designated and effective as
hedging instruments, for which the hedge accounting requirements apply, as disclosed below.

The category also contains equity investments. The Credit Union accounts for its investments in in Central 1
Shares, Stabilization Central Credit Union shares, and CUPP Services Ltd. at FVTPL and did not make the
irrevocable election to account for these investments at fair value through other comprehensive income
(FVOCI).

Assets in this category are measured at fair value with gains or losses recognized in profit or loss. The fair
values of financial assets in this category are determined by reference to active market transactions or using
a valuation technique where no active market exists.

Impairment of financial assets

IFRS 9’s impairment requirements the use of more forward-looking information to recognize expected credit
losses — the ‘expected credit loss (ECL) model’. This replaces IAS 39’s ‘incurred loss model'. Instruments
within the scope of the new requirements include all financial assets measured at amortized cost except cash
and cash equivalents.

The Credit Union considers information when assessing credit risk and measuring expected credit losses,
including past events, current conditions, reasonable and supportable forecasts that affect the expected
collectability of the future cash flows of the instrument.

(continued)



Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4. Summary of significant accounting policies (continued)
Financial instruments (continued)
Impairment of financial assets (continued)

In applying this forward-looking approach, a distinction is made between:

¢ financial instruments that have not deteriorated significantly in credit quality since initial recognition or that
have low credit risk (‘Stage 1’); and

¢ financial instruments that have deteriorated significantly in credit quality since initial recognition and whose
credit risk is not low (‘Stage 2).

‘Stage 3’ would cover financial assets that have objective evidence of impairment at the reporting date.

‘12-month expected credit losses’ are recognized for the first category while ‘lifetime expected credit losses’
are recognized for the second and third categories.

Measurement of the expected credit losses is determined by a probability-weighted estimate of credit losses
over the expected life of the financial instrument.

Classification and measurement of financial liabilities

The Credit Union’s financial liabilities include payables, deposits and other liabilities, and members’ equity
shares.

Financial liabilities are initially measured at fair value, and, where applicable, adjusted for transaction costs
unless the Credit Union designated a financial liability at fair value through profit or loss.

Subsequently, financial liabilities are measured at amortized cost using the effective interest method except
for derivatives and financial liabilities designated at FVTPL, which are carried subsequently at fair value with
gains or losses recognized in profit or loss (other than derivative financial instruments that are designated and
effective as hedging instruments).

Investment in associates

The investment in associates are accounted for using the equity method.

The carrying amount of the investment in associates is increased or decreased to recognize the Credit Union’s
share of profit or loss and dividends, adjusted where necessary to ensure consistency with the accounting
policies of the Credit Union.

(continued)

10



Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4. Summary of significant accounting policies (continued)
Revenue recognition

Revenue arises mainly from interest earned on loans.
Rental income from operating leases is recognized on a straight-line basis over the term of the relevant lease.

The accounting treatment for loan fees varies depending on the transaction. Loan administration fees are
deferred and amortized over the term of the loans using the effective interest method. Significant fees that
would result in an adjustment to the overall loan yield are capitalized and amortized using the effective interest
method. Loan prepayment fees are recognized in other income when received, unless they relate to a minor
modification to the terms of the loan, in which case the fees are capitalized and amortized over the average
remaining term of the original loan.

Property, plant and equipment

Property, plant and equipment is initially recorded at cost and subsequently measured at cost less
accumulated depreciation and accumulated impairment losses, with the exception of land which is not
depreciated. Depreciation is recognized in net earnings and is provided on a straight-line basis over the
estimated useful life of the assets as follows:

Building 50 years
Computer equipment 2 years
Furniture and equipment 5,10 and 20 years
Paving 10 years

Depreciation methods, useful lives and residual values are reviewed annually and adjusted if necessary. Gains
or losses arising on the disposal of property, plant and equipment are determined as the difference between
the disposal proceeds and the carrying amount of the assets and are recognized in net earnings.

Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire and install
the specific software. Costs associated with maintaining computer software are expensed as incurred.

Investment properties

Investment properties are properties held to earn rentals and/or for capital appreciation and are accounted for
initially at cost and subsequently measured at cost less accumulated depreciation and any accumulated
impairment losses. Depreciation on buildings is recognized in net earnings and is provided on a straight-line
basis over the estimated useful life of 50 years. Land is not depreciated.

Rental income and operating expenses from investment property are reported within ‘other income’ and
‘operating expenses’ respectively.

The Credit Union’s accounting policy for rental income under IFRS 16 has not changed from the comparative
period.

(continued)
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Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4. Summary of significant accounting policies (continued)
Impairment of non-financial assets

Non-financial assets are subject to impairment tests whenever events or changes in circumstances indicate
that their carrying amount may not be recoverable. Where the carrying value of an asset exceeds its
recoverable amount, which is the higher of value in use and fair value less costs to sell, the asset is written
down accordingly.

Where it is not possible to estimate the recoverable amount of an individual asset, the impairment test is
carried out on the asset's cash-generating unit, which is the lowest group of assets in which the asset belongs
for which there are separately identifiable cash flows.

Impairment charges are included in net earnings, except to the extent they reverse gains previously
recognized in other comprehensive income.

Income taxes

Tax expense recognized in net earnings comprises the sum of deferred tax and current tax not recognized in
other comprehensive income or directly in equity.

Current income tax liabilities comprise those obligations to, or claims from, fiscal authorities relating to the
current or prior reporting periods, that are unpaid at the reporting date. Current tax is payable on taxable profit,
which differs from net earnings in the consolidated financial statements. Calculation of current tax is based on
tax rates and tax laws that have been enacted or substantively enacted by the end of the reporting period.

Deferred income taxes are calculated using the liability method on temporary differences between the carrying
amounts of assets and liabilities and their tax bases. However, deferred tax is not provided on the initial
recognition of an asset or liability unless it affects tax or accounting profit. Deferred tax on temporary
differences associated with investments in subsidiaries is not provided if reversal of these temporary
differences can be controlled by the Credit Union and it is probable that reversal will not occur in the
foreseeable future.

Deferred tax assets and liabilities are calculated, without discounting, at tax rates that are expected to apply
to their respective period of realisation, provided they are enacted or substantively enacted by the end of the
reporting period.

Deferred tax assets are recognised to the extent that it is probable that they will be able to be utilised against
future taxable income, based on the Credit Union’s forecast of future operating results which is adjusted for
significant non-taxable income and expenses and specific limits to the use of any unused tax loss or credit.
Deferred tax liabilities are always provided for in full.

Deferred tax assets and liabilities are offset only when the Credit Union has a right and intention to set off
current tax assets and liabilities from the same taxation authority.

Changes in deferred tax assets or liabilities are recognised as a component of tax recoveries or expense in
net earnings, except where they relate to items that are recognised in other comprehensive income (such as
the revaluation of land) or directly in equity, in which case the related deferred tax is also recognised in other
comprehensive income or equity, respectively.

(continued)
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Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

4.  Summary of significant accounting policies (continued)
Provisions

Provisions are recognized when present obligations as a result of a past event will probably lead to an outflow
of economic resources from the Credit Union and amounts can be estimated reliably. Timing or amount of the
outflow may still be uncertain. A present obligation arises from the presence of a legal or constructive
commitment that has resulted from past events, for example, legal disputes or onerous contracts.
Restructuring provisions are recognized only if a detailed formal plan for the restructuring has been developed
and implemented, or management has at least announced the plan's main features to those affected by it.
Provisions are not recognized for future operating losses.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the
most reliable evidence available at the reporting date, including the risks and uncertainties associated with
the present obligation. Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole. Provisions are
discounted to their present values, where the time value of money is material.

Any reimbursement that the Credit Union can be virtually certain to collect from a third party with respect to
the obligation is recognized as a separate asset. However, this asset may not exceed the amount of the related
provision.

All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate.
Members’ shares

Membership shares are classified as liabilities or as members’ equity according to their terms. Where shares
are redeemable at the option of the member, either on demand or on withdrawal from membership, the shares
are classified as liabilities. Where shares are redeemable at the discretion of the Credit Union Board of
Directors, the shares are classified as equity.

Distributions to members

Patronage distributions and rebates are recognized in net earnings when declared and approved by the Board
of Directors.

Foreign currency translation

Foreign currency transactions are translated into the functional currency of the Credit Union using the
exchange rates prevailing at the dates of the transactions (spot exchange rate). Foreign exchange gains and
losses resulting from the settlement of such transactions and from re-measurement of monetary items at year-
end exchange rates are recognized in net earnings.

Standards and interpretations not yet effective

At the date of authorization of these financial statements, several new, but not yet effective Standards and
amendments to existing Standards and Interpretations have been published by the IASB. None of these
Standards or amendments to existing Standards have been early adopted by the Credit Union.

Management anticipates that all relevant pronouncements will be adopted for the first period beginning on or
after the effective date of the pronouncement. New Standards, amendments and Interpretations not adopted
in the current year have not been disclosed as they are not expected to have a material impact on the Credit
Union’s financial statements.

13



Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

5. Judgments and estimates

When preparing the consolidated financial statements, management undertakes a number of judgments,
estimates and assumptions about the recognition and measurement of assets, liabilities, income and
expenses. Judgments, estimates and assumptions are continually evaluated based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the
circumstances. In the future, actual experience may differ from these judgments, estimates and assumptions.

Judgments

During the current year, management was not required to make judgments about the recognition and
measurement of assets, liabilities, income and expenses.

Estimates

The effect of a change in an accounting estimate is recognized prospectively by including it in earnings in the
period of the change, if the change affects that period only; or in the period of the change and future periods,
if the change affects both.

1) Allowance for impaired loans

The expected credit loss model requires the recognition of credit losses based on up to 12 months of
expected losses for performing loans and the recognition of lifetime losses on performing loans that have
experienced a significant increase in credit risk since origination. The determination of a significant
increase in credit risk takes into account many different factors and varies by loan type and risk segment.
The main factors considered in making this determination are relative changes in probability of default
since origination, and certain other criteria, such as 30-day past due and delinquency status. The
assessment of a significant increase in credit risk requires experienced credit judgment.

In determining whether there has been a significant increase in credit risk and in calculating the amount
of expected credit losses, the Credit Union must rely on estimates and exercise judgment regarding
matters for which the ultimate outcome is unknown. These judgments include changes in circumstances
that may cause future assessments of credit risk to be materially different from current assessments,
which could require an increase or decrease in the allowance for credit losses.

2) Useful lives of depreciable assets

Management reviews the useful lives of depreciable assets at each reporting date. At December 31, 2019,
management assesses that the useful lives represent the expected utility of the assets to the Credit Union.
The carrying amounts are analyzed in Note 10. Actual results, however, may vary due to technical
obsolescence, particularly for computer equipment and system software.

(continued)
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Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

5.

Judgments and estimates (continued)

Estimates (continued)

3)

4)

Fair value of financial instruments

Management uses valuation techniques in measuring the fair value of financial instruments, where active
market quotes are not available. Details of the assumptions used are given in the notes regarding financial
assets and liabilities.

In applying the valuation techniques management makes maximum use of market inputs, and uses
estimates and assumptions that are, as far as possible, consistent with observable data that market
participants would use in pricing the instrument. Where applicable data is not observable, management
uses its best estimate about the assumptions that market participants would make. These estimates may
vary from the actual prices that would be achieved in an arm's length transaction at the reporting date.

Income taxes

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

6.

Cash and cash equivalents

The Credit Union’s cash and cash equivalents are held with Central 1. The average yield on the cash resources
at December 31, 2019 is 1.7% (2018 — 1.7%).

2019 2018
Cash and current accounts $ 924,915 $ 5,053,810
7. Investments
2019 2018
Term deposits and accrued interest $ 14,323,316 $ 13,522,534
GICs, bonds and accrued interest 34,769,748 41,039,153
Shares
Central 1 Credit Union Class A shares 53,592 53,914
Central 1 Credit Union Class E shares 31 31
Central 1 Credit Union Class F shares 500,825 513,630
CUPP Services Ltd. 45,132 45,132
Stabilization Central Credit Union 104 104
$ 49,692,748 $ 55,174,498
(continued)
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Creston & District Credit Union

Notes to the Consolidated Financial Statements
December 31, 2019

7. Investments (continued)

Term deposits can be withdrawn only if there is a sufficient reduction in the Credit Union’s total assets or upon
withdrawal of membership from Central 1. The liquidity reserves are due within one year. At maturity, these
deposits are reinvested at market rates for various terms.

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

Certain Central 1 shares are subject to an annual rebalancing mechanism and are issued and redeemable at
par value. There is no separately quoted market value for these shares however, fair value is determined to
be equivalent to the par value due to the fact transactions occur at par value on a regular and recurring basis.

The Credit Union is not intending to dispose of any Central 1 shares as the services supplied by Central 1 are
relevant to the day-to-day activities of the Credit Union.

Dividends on these shares are at the discretion of the Board of Directors of Central 1.

8. Loans
2019 2018
Personal loans
Residential mortgages $ 55,835,463 $ 53,230,480
Other 4,390,289 4,046,344
Commercial loans
Mortgages 14,063,418 11,463,179
Other 7,201,908 6,251,911
81,491,078 74,991,914
Accrued interest 103,832 87,041
81,594,910 75,078,955
Allowance for impaired loans (Note 9) (103,938) (72,673)

$ 81,490,972 $ 75,006,282

Terms and conditions

Member loans can have either a variable or fixed rate of interest with a maturity date of up to 5 years.

Variable rate loans are based on a "prime rate" formula, ranging from prime minus 0.8% to prime plus 5.0%.
The Credit Union's prime rate at December 31, 2019 was 3.95% (2018 — 3.95%).

The interest rates offered on fixed rate loans advanced at December 31, 2019 range from 2.45% to 6.00%.

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

Other personal loans consist of term loans and lines of credit that are non-real estate secured and have various
repayment terms. Some of these loans are secured by wage assignments and personal property or
investments, and others are secured by wage assignments only.

(continued)
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8. Loans (continued)
Terms and conditions (continued)

Commercial mortgages are loans and lines of credit secured by commercial property and are generally
repayable monthly with either blended payments of principal and interest or interest only.

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

Average yields to maturity

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

2019 2018
Principal  Yield Principal  Yield
Variable rate $ 8,127,584 5.67% $ 3,837,991 1.79%
Fixed rate due less than one year 15,221,927  3.45% 2,807,939  3.05%
Fixed rate due between one and
seven years 58,141,567 3.61% 68,433,025 3.31%
$ 81,491,078 $ 75,078,955

Credit quality of loans

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

2019 2018
Unsecured loans $ 627,405 $ 81,904
Loans secured by cash, member deposits 279,574 420,061
Loans secured by other property 68,364,542 61,508,496
Residential mortgages insured by government 6,075,144 7,049,648
Other 6,144,413 6,018,846

$ 81,491,078 $ 75,078,955

Fair value

The fair value of member loans at December 31, 2019 was $84,302,768 (2018 - $75,538,587).

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

The Credit Union classifies a loan as impaired when one or more loss events have occurred, such as
bankruptcy, default or delinquency. Generally, personal loans are classified as impaired when payment is
contractually 30 days past due.

Commercial loans are classified as impaired when the Credit Union determines there is no longer reasonable
assurance that principal or interest will be collected in their entirety on a timely basis. Generally, the Credit
Union considers commercial loans to be impaired when payments are 45 days past due. Commercial loans
are written off following a review on an individual loan basis that confirms all recovery attempts have been
exhausted.

A loan will be reclassified to performing status when the Credit Union determines that there is reasonable
assurance of full and timely repayment of interest and principal in accordance with the terms and conditions
of the loan, and that none of the criteria for classification of the loan as impaired continue to apply.

Loans are in default when the borrower is unlikely to pay its credit obligations in full without recourse, such as
realizing security, or when the borrower’s payments are past due more than 45 days.

Once a loan is identified as impaired, the Credit Union continues to recognize interest income based on the
original effective interest rate on the loan amount net of its related allowance. In the periods following the
recognition of impairment, adjustments to the allowance for these loans reflecting the time value of money are
recognized and presented as interest income.

Total allowance for impaired loans as at December 31, 2019 under IFRS 9:

2019

Stage 1 Stage 2 Stage 3 Total
Residential mortgages
Allowance for credit losses $ 40,109 $ 5,815 $ - $ 45,924
Carrying amount 55,243,226 592,237 - 55,835,463
Commercial loans
Allowance for credit losses 29,000 - - 29,000
Carrying amount 21,265,326 - - 21,265,326
Personal loans and lines of credit
Allowance for credit losses 27,657 1,357 - 29,014
Carrying amount 4,372,386 17,903 - 4,390,289
Total allowance for credit losses $ 96,766 $ 7,172 $ - $ 103,938
Total carrying amount $ 80,880,938 $ 610,140 $ - $ 81,491,078
(continued)
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9. Allowance for impaired loans (continued)

Change in allowance for impaired loans due to:

Residential mortgages
Stage 1
Stage 2
Stage 3

Commercial loans
Stage 1
Stage 2
Stage 3

Personal loans and lines of credit
Stage 1
Stage 2
Stage 3

Total provision

Percentage of total loans,

accrued interest and deferred loan fees

Key inputs and assumptions

January 1, December 31,
2019 Provisions 2019
Beginning (Recoveries) Ending
balance Write-offs Net of transfers balance
43,604 - $ (3,495) $ 40,109
- - 5,815 5,815
43,604 - 2,320 45,924
- - 29,000 29,000
- 29,000 29,000
29,069 (28,702) 27,290 27,657
- - 1,357 1,357
29,069 (28,702) 28,647 29,014
72,673 (28,702) $ 59,967 $ 103,938
0.10% 0.13%

The measurement of expected credit losses is a complex calculation that involves a large number of
interrelated inputs and assumptions. The key drivers of changes in the expected credit losses include the

following:

Probability of default (“PD”)

Probability of default is a forward-looking estimate of the realized default rate over either a 12-month or lifetime
time horizon. It determines the probability a financial asset will default over the period considered.

e The PD of the portfolio is based on the Credit Union’s historical default data.

(continued)
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9. Allowance for impaired loans (continued)

Key inputs and assumptions (continued)

Exposure of default ("EAD”)

EAD is a forward-looking estimate of the realized EAD. It determines the proportion of a loan that will be in
default if the account defaults over its expected remaining lifetime. These inputs include:

e The current outstanding balance of the loan at the reporting date;

e The payment amounts, assumed to be constant; and

e The interest rate paid per payment period.

The EAD for an amortizing loan decreases as payments are received. For loans that are only required to pay
principal and interest by the end of the project, the EAD is assumed to be the outstanding balance at the
reporting date.

Loss given default (LGD”)

LGD is the proportion of the defaulted balance that is considered an accounting loss following a recovery
period. The recovery period used in the model is 24 months. Accounts that are not in default as at an
observation point, but subsequently default within a given time horizon, are used to develop LGD estimates
for non-defaulted exposures.

12-month LGD only considers losses related to default events that occur in the 12-month time horizon following
the observation date. For lifetime, LGD is estimated over the subsequent 12-month time horizons.

Estimating the LGD requires:
¢ Estimating the exposure at default, which is done as noted above; and
e Estimating the proceeds from the liquidation of the property.

For residential mortgages and real estate secured lines of credit, estimating the proceeds from the liquidation
of the property considers the following:

e The value of the property at its last valuation date;

e The type of property — single family, multi-family or condo; and

e The average regional property value.

For commercial loans, estimating the proceeds from the liquidation of the collateral considers the following:
e The potential that there may be more than one type of collateral; and

¢ Collateral might be shared among many different loans.

(continued)
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9. Allowance for impaired loans (continued)
Key inputs and assumptions (continued)
Staging

Changes in staging occur when the following events take place:

e The internal risk rating for loans will be derived from the days the loan is delinquent at a fixed point in time.

Risk Rating Description
1 — Remote/Low Risk 0-30 days delinquent — this is considered to be “current”
2 — Moderate Risk 31 - 90 days delinquent
3 — Higher Risk >90 days delinquent

¢ In addition, the portfolio is assessed to determine if there are further concerns about specific loans which
are currently not delinquent but are deemed impaired due to individual circumstances with the borrower or
underlying security.

e The model takes into account the probability of default and assumed loss given default on consumer,
residential and commercial loans based on the historical portfolio to determine the present value of
12 month expected credit loss.

Lifetime

The lifetime of a product is based on the following data:
e Term and non-retail revolving — Contractual term of the product.

¢ Retail revolving — Based on Credit Union data provided by Equifax.
Key inputs and assumptions (continued)
Forward-looking information

The model takes into consideration forward-looking information as follows:

¢ Residential mortgage and real estate secured lines of credit LGD — Collateral value adjustments based
on local and regional economic factors.

¢ Retail and non-retail PD — Relationships with macro drivers derived from bank industry data series and
Statistics Canada information.
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10. Property, plant and equipment

Cost

Balance at December 31, 2018 $ 119,652
Additions -
Disposals -

Balance on December 31, 2019 119,652

Accumulated depreciation
Balance at December 31, 2018
Depreciation
Disposals

Balance on December 31, 2019

Net book value December 31, 2019 $ 119,652

December 31, 2018 $ 119,652

Furniture, fixtures

Buildings and Improvements Paving

$ 1,705,776 $ 1,306,424 $ 38,688
- 41,042 -

1,705,776 1,347,466 38,688
805,405 1,242,474 30,829

34,630 41,698 2,686

840,035 1,284,172 33,515

$ 865,741 $ 63,294 $ 5,173
$ 900,371 $ 63,950 $ 7,859

Total

$ 3,170,540
41,042

3,211,582

2,078,708
79,014

2,157,722

$ 1,053,860

$ 1,091,832
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11. Investment properties

Land Building Total
Cost
Balance at December 31, 2018 $ 66,892 $ 634,168 701,060
Additions - - -
Disposals - - -
Balance at December 31, 2019 66,892 634,168 701,060
Accumulated depreciation
Balance at December 31, 2018 - 313,692 313,692
Depreciation - 10,799 10,799
Disposals - - -
Balance at December 31, 2019 - 324,491 324,491
Net book value
December 31, 2019 $ 66,892 $ 309,677 376,569
December 31, 2018 $ 66,892 $ 320,476 387,368

12. Investments in and advances to associates

The Credit Union holds 50.0% (2018 — 50.0%) of the equity shares of Growth Financial Corporation (“Growth”).
The financial year end date of Growth is December 31, 2019. For the purposes of applying the equity method
of accounting, the financial statements of Growth for the year ended December 31, 2019 have been used.

The investment does not have a separately quoted market value.

Summarized financial information for this significantly influenced investment for the year ended December 31,

2019 is as indicated in the following table:

2019 2018
Current assets $ 4,127,924 4,248,749
Property and equipment 1,299,138 189,720
Long-term investments 19,330 19,330
Intangible assets and goodwill 14,210,001 14,224,982
Total assets 19,656,393 18,682,781
Current liabilities 588,542 462,726
Deferred income taxes 294,300 256,344
Shareholder loan 2,265,972 2,265,972
Other long-term liabilities 1,086,354 -
Total liabilities 4,235,168 2,985,042
Net assets $ 15,421,225 15,697,739

(continued)
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12. Investments in and advances to associates (continued)

Total net income attributable to majority
shareholders for the year $ 1,229,787 $ 1,047,877

Credit Union’s share of income for the year $ 614,894 $ 523,939

Investment in Growth Financial Corporation

Cost of shares $ 5,217,281 $ 5,217,281
Equity 2,490,005 2,625,111
Shareholder loan 1,198,840 1,198,840

$ 8,906,126 $ 9,041,232

The Credit Union controls B4D Investments Ltd. and owns 100% of the equity shares. B4D owns 75.5% of
the equity shares of Creston Place Holdings.

B4D advances to Creston Place Holdings $ 2,748,331 $ 2,748,331
B4D shares in Creston Place Holdings 8 8
B4D investment in Creston Place Holdings (1,055,688) (1,026,871)
1,692,651 1,721,468
Total $ 10,598,777 $ 10,762,700
13. Deposits
2019 2018
Term $ 22,443,628 $ 22,052,726
Demand 76,782,090 83,243,105
Registered savings plans 10,550,624 10,236,614
Tax free savings accounts 11,296,612 9,875,665
Accrued interest 257,396 171,494
Class A member shares (Note 16) 134,235 136,339

$ 121,464,585 $ 125,715,943

Terms and conditions

Term deposits bear fixed rates of interest for terms of up to five years. Interest can be paid annually, semi-
annually, monthly or upon maturity. The historical interest rates offered on term deposits issued at
December 31, 2019 range from 0% to 2.192%.

Demand deposits are due on demand. Interest, where applicable, is calculated daily and paid on the account
monthly.

The registered retirement savings plans (“RRSP”) accounts can be fixed or variable rate. The fixed rate RRSPs
have terms and rates similar to the term deposit accounts described above. The variable rate RRSPs have
terms and rates similar to demand deposits.

(continued)
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13. Deposits (continued)
Terms and conditions (continued)

Registered retirement income funds (“RRIFs”) consist of both fixed and variable rate products with terms and
conditions similar to those of the RRSPs described above. Members may make withdrawals from a RRIF
account on a monthly, semi-annual, or annual basis. The regular withdrawal amounts vary according to
individual needs and statutory requirements.

Registered education savings plans (“RESP”) consist of both fixed and variable rate products with terms and
conditions similar to those of the RRSPs described above. Members may make withdrawals from a RESP
account in accordance with government regulations.

The tax-free savings accounts can be fixed or variable rate with terms and conditions similar to those of the
RRSPs described above.

Included in demand deposits is an amount of $1,949,305 (2018 - $2,456,570) denominated in United States
dollars which has been translated into Canadian dollars as per policy at December 31.

Average yields to maturity

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

2019 2018
Principal Yield Principal  Yield
Non-interest sensitive $ 76,867,848 0.00% $ 83,181,205 0.00%
Variable rate 12,538,227  0.25% 14,385,878  0.27%
Fixed rate due less than one year 27,538,565  1.58% 20,426,937 1.48%
Fixed rate due between one and five years 4,262,550 1.74% 7,550,429 1.74%
$121,207,190 $125,544,449

Fair value

The fair value of member deposits at December 31, 2019 was $121,198,846 (2018 - $125,419,421).

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

14. Payables and other liabilities

Payables and other liabilities recognized in the consolidated statement of financial position can be analyzed
as follows:

2019 2018
Trade payables $ 228,489 $ 380,534
Accrued payroll liabilities 195,090 159,224
Patronage and dividends 454,501 438,212
Total payables and other liabilities $ 878,080 $ 977,970
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15. Income taxes

The significant components of tax expense included in net earnings are composed of:

Current tax expense

Based on current year taxable income

Deferred tax expense (recovery)

Origination and reversal of temporary differences

Income taxes

2019 2018
$ 166,064  $ 228,444

(29,904) 4,253
$ 136,160  $ 232,697

The significant components of the tax effect of the amounts recognized in other comprehensive income are

composed of:

Current tax

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

statutory tax rate of 27% (2018 — 27%) are as follows:

2019 2018
Earnings before income taxes $ 1,358,870 $ 1,127,268
Expected taxes based on the statutory rate $ 366,895 $ 304,362
Equity in earnings of subsidiaries (188,143) (133,694)
Rate differentials (71,400) (201,315)
Other 28,808 259,091
Income taxes $ 136,160 $ 228,444

The movement in 2019 deferred tax liabilities and assets are:
Opening Closing
Balance at Recognized in Balance
January 1, comprehensive December 31,
2019 income 2019

Deferred tax liabilities

Allowance for loan losses $ - $ (18,203) $ (18,203)
Property, equipment and intangible asset 60,904 (11,701) 49,203
Net deferred tax liability $ 60,904 $ (29,904) % 31,000
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16. Members’ shares

Membership equity shares

The Credit Union may issue two classes of shares designated as membership equity of $1 par value.

e Class A Membership equity shares are a requirement for membership in the Credit Union and are
redeemable on withdrawal from membership. Membership shares are non-transferable, voting and have a

par value of $1.

e Class C Voluntary equity shares pay dividends in the form of additional shares of the same class.

Membership shares issued and outstanding are included in deposit balances.

Equity shares are not guaranteed by the Credit Union Deposit Insurance Corporation of British Columbia

During the year, the Credit Union declared distributions to members of $455,910 (2018 - $438,212).

17. Other income

2019 2018
Account service fees 524,510 $ 496,924
Foreign exchange 298,139 (51,278)
Insurance commissions 36,609 17,618
(Loss) on disposal of investment (62,849) (15,162)
Other and miscellaneous 23,791 27,262
Rental Income 83,570 82,073
903,770 $ 557,437

18. Operating expenses
2019 2018
Advertising and member relations 28,691 $ 27,579
Community involvement 24,663 22,609
Courier Service 5,043 5,174
Data processing 236,392 276,064
Depreciation 41,696 43,419
Directors and committees 82,379 90,454
Dues and assessments 127,361 152,238
Human resource development 14,261 16,689
Insurance 572 15,295
Occupancy 180,495 165,286
Office and telephone 68,434 72,719
Other 162,441 177,858
Professional fees 90,902 46,233
Rental equipment and maintenance 75,507 14,435
Salaries and benefits 1,691,974 1,523,648
Service charges 151,996 95,517
2,982,807 $ 2,745,217
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19. Related party transactions

The Credit Union’s related parties include key management, as those persons having authority and
responsibility for planning, directing and controlling the activities of the Credit Union, including directors and
management and others as described below. Unless otherwise stated, none of the transactions incorporate
special terms and conditions and no guarantees were given or received. Outstanding balances are usually
settled in cash.

The Credit Union entered into the following transactions with joint ventures and key management personnel,
which are defined by IAS 24 Related Party Disclosures.

2019 2018
Key Management
Compensation to key management personnel
Salaries and other short-term employee benefits $ 456,735 $ 555,380
Total pension and other post-employment benefits 44,083 48,041
$ 500,818 $ 603,421
2019 2018
Loans and lines of credit to key management personnel
Aggregate value of loans and lines of
credit advanced $ 1,496,811 $ 242,582
Aggregate value of un-advanced loans
and lines of credit $ 250,499 $ 303,303

The Credit Union’s policy for lending to key management personnel is that all such loans and leases were
granted in accordance with normal lending terms.
2019 2018

Deposits from key management personnel
Aggregate value of term and savings deposits $ 811,762 $ 818,325

The Credit Union’s policy for receiving deposits from key management personnel is that all transactions are
approved and deposits accepted in accordance with the same conditions which apply to members for each
type of deposit.

20. Financial instrument classification and fair values

This hierarchy groups financial assets and liabilities into three levels based on the significance of inputs used
in measuring the fair value of the financial assets and liabilities. The fair value hierarchy has the following
levels:

e Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;

e Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices); and

o Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

(continued)
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20. Financial instrument classification and fair value (continued)

The level within which the financial asset or liability is classified, is determined based on the lowest level of
significant input to the fair value measurement. Financial assets and financial liabilities are classified in their
entirety into only one of three levels.

The only financial instruments carried at fair value for the year ended December 31, 2019 were the investment
shares in Level 2.

There were no transfers between Levels 1 and 2 for the years ended December 31, 2019 and 2018.

21. Financial instrument risk management
General objectives, policies, and processes

The Board of Directors has overall responsibility for the determination of the Credit Union's risk management
objectives and policies and, whilst retaining ultimate responsibility for them, it has delegated the authority for
designing and operating processes that ensure effective implementation of the objectives and policies to the
Credit Union's finance function. The Board of Directors receives monthly reports from the Credit Union's CEO
through which it reviews the effectiveness of the processes put in place and the appropriateness of the
objectives and policies it sets.

Credit risk

Credit risk is the risk of loss resulting from the failure of a borrower or counter party to honour its financial or
contractual obligation to the Credit Union. Credit risk primarily arises from loans receivable. Management and
the Board of Directors reviews and updates the credit risk policy annually. The maximum exposure of the
Credit Union to credit risk before taking into account any collateral held is the carrying amount of the loans as
disclosed on the consolidated statement of financial position.

Concentration of credit risk exists if a number of borrowers are engaged in similar economic activities or are
located in the same geographic region, and indicate the relative sensitivity of the Credit Union’s performance
to developments affecting a particular segment of borrowers or geographic region. Geographic risk exists for
the Credit Union due to its primary service area being the Boundary Area of British Columbia.

Credit risk rating systems are designed to assess and quantify the risk inherent in credit activities in an
accurate and consistent manner. To assess credit risk, the Credit Union takes into consideration the member's
character, ability to pay, and value of collateral available to secure the loan.

The Credit Union's credit risk management principles are guided by its overall risk management principles.
The Board of Directors ensures that management has a framework, and policies, processes and procedures
in place to manage credit risks and that the overall credit risk policies are complied with at the business and
transaction level.

(continued)
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21. Financial instrument risk management (continued)
Credit risk (continued)
The Credit Union’s credit risk policies set out the minimum requirements for management of credit risk in a

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

e General loan policy statements including approval of lending policies, eligibility for loans, exceptions to
policy, policy violations, liquidity, and loan administration;

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

e Loan collateral security classifications which set loan classifications, advance ratios and amortization
periods;

e Procedures outlining loan overdrafts, release or substitution of collateral, temporary suspension of
payments and loan renegotiations;

¢ Loan delinquency controls regarding procedures followed for loans in arrears; and
¢ Audit procedures and processes are in existence for the Credit Union’s lending activities.

With respect to credit risk, the Board of Directors receives monthly reports summarizing new loans in total (by
category), delinquent loans and overdraft utilization. The Board of Directors also receives an analysis of bad
debts and provision for credit losses quarterly.

For 2019 and 2018, there have been no financial assets that would otherwise be past due or impaired whose
terms have been renegotiated.

Liquidity risk

Liquidity risk is the risk that the Credit Union cannot meet a demand for cash or fund its obligations as they
come due. The Credit Union’s management oversees the Credit Union’s liquidity risk to ensure the Credit
Union has access to enough readily available funds to cover its financial obligations as they come due. The
Credit Union’s business requires such liquidity for operating and regulatory purposes.

The assessment of the Credit Union's liquidity position reflects management's estimates, assumptions and
judgments pertaining to current and prospective firm specific and market conditions and the related behaviour
of its members and counterparties.

The Credit Union manages liquidity risk by:

e Continuously monitoring actual daily cash flows and longer term forecasted cash flows;

e Maintaining adequate reserves, liquidity support facilities and reserve borrowing facilities;
¢ Monitoring the maturity profiles of financial assets and liabilities; and

e Monitoring the liquidity ratios monthly.

The Board of Directors receives monthly liquidity reports as well as information regarding cash balances in
order for it to monitor the Credit Union's liquidity framework. The Credit Union was in compliance with the
liquidity requirements at year end.

(continued)
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21. Financial instrument risk management (continued)
Liquidity risk (continued)

As at December 31 the position of the Credit Union is as follows:

2019 2018

Maximum Maximum

exposure exposure

Quialifying liquid assets on hand $ 50,017,979 $ 59,615,497
Total liquidity requirement at 8% (9,706,428) (10,046,368)
Excess liquidity requirement $ 40,311,551 $ 49,569,129

Provincial legislation requires the Credit Union to maintain a prudent amount of liquid assets in order to meet
member withdrawals. The Financial Institutions Act specifies that a minimum liquidity ratio of 8% must be
maintained.

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

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

Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of
changes in market prices. For purposes of this disclosure, the Credit Union segregates market risk into two
categories: fair value risk and interest rate risk. The Credit Union is not significantly exposed to currency risk
or other price risk.

Interest rate risk

Interest rate risk relates to the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Credit Union incurs interest rate risk on its loans and other
interest bearing financial instruments. The Credit Union's goal is to manage the interest rate risk of the
statement of financial position to a target level. The Credit Union continually monitors the effectiveness of its
interest rate mitigation activities.

The Credit Union's position is measured monthly. Measurement of risk is based on rates charged to clients as
well as funds transfer pricing rates.

The table below does not incorporate management’s expectation of future events where re-pricing or maturity
dates of certain loans and deposits differ significantly from the contractual date.

(continued)
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21. Financial instrument risk management (continued)
Interest rate risk (continued)

The Credit Union is exposed to interest rate risk as a consequence of the mismatch, or gap between the
assets, liabilities and off balance sheet instruments scheduled to re-price on particular dates. The following
table details the Credit Union’s exposure to interest rate risk.

Maturity dates substantially coincide with interest adjustment dates. Amounts that are not interest sensitive
are grouped together, regardless of maturity.

Interest sensitive balances in $000’s

Not
Average Within 3 4 months Beyond interest
Rates months to 1 year 1 year sensitive Total
Assets
Cash resources 1.7% $ 2979 $ 12902 $ 33,907 $ 829 $ 50,617
Loans 3.79% 8,243 15,106 58,142 - 81,491
Other 0% - - - 12,159 12,159
11,222 28,008 92,049 12,988 144,267
Liabilities
Deposits 1.22% 6,849 20,717 4,263 89,636 121,465
Other 0% - - - 945 945
6,849 20,717 4,263 90,581 122,410
Interest sensitivity position 2019 $ 4373 % 7291 $ 87,786 $ (77,593) $ 21,857
Interest sensitivity position 2018 $ 7,897 $ 1377 $ 86,186 $ (73,747) $ 21,713

Interest sensitive assets and liabilities cannot normally be perfectly matched by amount and term to maturity.
The credit union utilizes interest rate swaps to assist in managing this rate gap. One of the roles of a credit
union is to intermediate between the expectations of borrowers and depositors.

An analysis of the Credit Union's risk due to changes in interest rates determined that an increase in interest
rates of 1% could result in an increase to net earnings of $63,209 while a decrease in interest rates of 1%
could result in a decrease to net earnings of $95,302.

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

Currency risk

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

The Credit Union’s foreign exchange risk is related to United States dollar deposits denominated in United
States dollars. Foreign currency changes are continually monitored by the Audit Committee for effectiveness
of its foreign exchange mitigation activities and holdings are adjusted when offside of the investment policy.

(continued)
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21. Financial instrument risk management (continued)
Currency risk (continued)
The Credit Union's position is measured monthly. Measurement of risk is based on rates charged to clients as

well as currency purchase costs.

For the year-ended December 31, 2019, the Credit Union's exposure to foreign exchange risk is not within
policy.

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

22. Capital requirements and management

The Credit Union requires capital to fund existing and future operations and to meet regulatory capital
requirements.

In the management of capital, the Credit Union includes retained earnings, accumulated other comprehensive
income, and equity shares totalling $21.8 million (2018 - $20.6 million).

The Credit Union is required under provincial legislation to maintain a minimum capital base equal to 8% of
the total risk-weighted value of assets, each asset being assigned a risk factor based on the probability that a
loss may be incurred on ultimate realization of that asset.

The Credit Union’s current capital base is equal to 24.75% (2018 — 26.44%) of the total value of risk-weighted
assets.

Management and the Board of Directors ensure the Credit Union's Investment and Lending Policy and credit
risk profile reflect loan portfolio composition and levels of risk that are consistent with the Credit Union's Capital
Management Plan objectives. There has been no change in the overall capital requirements strategy
employed during the year ended December 31, 2019.

Management will continue to develop business plans targeting a capital adequacy ratio which exceeds the
minimum ratio established by legislation or regulations. Capital adequacy ratio is driven by the risk weighting
of the Credit Union's assets. Accordingly, capital adequacy objectives must take into account factors such as
loan mix, investment quality and the level of fixed assets.

Decisions relating to strategic objectives that impact the risk weighting of the Credit Union's assets are
analyzed by management to determine their effect on the Credit Union’s capital adequacy ratio.
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23. Commitments
Member loans
The Credit Union has the following commitments to its members at the year-end date on unused lines of credit
and letters of credit:
Unused lines of credit $ 9,678,657
Letters of credit $ 10,000

Contractual obligations

The Credit Union is committed to acquiring online data processing services until December 31, 2025 at an
approximate cost of $150,000 per year. Data processing charges are based on the level of equipment and
services utilized and on the number of Credit Union members.

Off balance sheet
Funds under administration

Off balance sheet funds under administration by the Credit Union are comprised of a loan that has been
syndicated and administered in its capacity as an agent. Off balance sheet funds are not included in the
consolidated statement of financial position and have a value at year end as follows:

2019 2018
Syndicated loans $ 736,745 $ 741,768

Letters of credit

In the normal course of business, the Credit Union enters into various off-balance sheet commitments such
as letters of credit. Letters of credit are not reflected on the balance sheet.

Short-term Borrowings
The Credit Union has available to it, through Central 1 Credit Union, a clearing facility of $5,000,000

($CDN 3,000,000 and $USD 2,000,000). At year-end, the balance outstanding on the demand facility was
$173,818 (2018 - $0).
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24. Post-reporting date events
Overall risk to operations

Since December 31, 2019, the spread of COVID-19 has severely impacted many local economies around the
globe. In many countries, including Canada, businesses are being forced to cease or limit operations for long
or indefinite periods of time. Measures taken to contain the spread of the virus, including travel bans,
guarantines, social distancing, and closures of non-essential services have triggered significant disruptions to
businesses worldwide, resulting in an economic slowdown. Global stock markets have also experienced great
volatility and a significant weakening. Governments and central banks have responded with monetary and
fiscal interventions to stabilize economic conditions. It is unknown to what extent these factors will impact the
Credit Union, however they could play a significant factor on the members in their ability to pay and service
their loans, as well as the utilization of member deposit accounts held by the Credit Union.

The Credit Union has determined that these events are non-adjusting subsequent events. Accordingly, the
financial position and results of operations as of and for the year ended December 31, 2019 have not been
adjusted to reflect their impact. The duration and impact of the COVID-19 pandemic, as well as the
effectiveness of government and central bank responses, remains unclear at this time. It is not possible to
reliably estimate the duration and severity of these consequences, as well as their impact on the financial
position and results of the Credit Union for future periods.
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25. Correction of prior period error
In prior years, Creston Place Holdings was incorrectly consolidated into the Credit Union financial statements. The Credit Union was required to reverse this
consolidation and record the investment using the equity method.

In prior years, bond funds and term deposits were incorrectly recorded as cash and cash equivalents, based on the nature of these investments and their maturity
dates these items are required to be disclosed as investments in the statement of financial position.

In the prior year, all members’ shares were classified as equity, however, shares that are redeemable at the option of the members should be classified as liabilities.

During the year it was determined that the accumulated amortization on the building in Creston Place Holdings had been understated. Additionally, a valuation was
performed on the property of Creston Place Holdings and it was determined that the property had been impaired dating back to 2017.

The impact of the above noted adjustments is reflected in the tables below.

Statement of Financial Position

December 31, 2018, December 31, 2018, January 1, 2018, January 1, 2018,
As previously reported Adjustments Restated  As previously reported Adjustments Restated
Assets
Cash and cash equivalents $ 59,892,490 $(54,838,680) $ 5,053,810 $ 54,408,646 $(47,475,736) $ 6,932,910
Investments 612,811 54,561,687 55,174,498 552,449 47,203,484 47,755,933
Receivables and prepaid expenses 65,654 (17,082) 48,572 84,014 (42,110) 41,904
Investment Property 2,967,566 (2,580,198) 387,368 3,031,089 (2,682,963) 348,126
Investment in Associates 9,041,232 1,721,468 10,762,700 8,517,110 1,823,613 10,340,723
Liabilities & Equity
Accounts Payable 1,281,421 (303,451) 977,970 1,536,945 (402,673) 1,134,272
Deposits 125,547,790 168,153 125,715,943 115,991,083 269,300 116,260,383
Equity Shares 4,398,358 (136,310) 4,262,048 4,258,639 (136,340) 4,122,299
Closing Retained Earnings 17,001,786 (565,738) 16,436,048 16,117,402 (575,925) 15,541,477
Non-controlling Interest 315,428 (315,428) - 328,072 (328,072) -
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25. Correction of prior period error

(continued)
Statement of Earnings and Comprehensive Income

December 31, 2018,

December 31, 2018,

As previously reported Adjustments restated

Financial income $ 3,885,409 $ 67,260 $ 3,952,669
Financial expense 694,183 392 694,575
Income from equity investments 523,939 (28,773) 495,166
Other Income 648,163 (90,726) 557,437
Operating Expenses 2,820,678 (75,461) 2,745,217
Comprehensive income attributable to Creston & District Credit Union 884,383 10,188 894,571
Comprehensive income attributable to non-controlling interests (12,642) 12,642 -

Statement of changes in Members’ Equity

Members' shares Retained earnings Total

December 31, 2017, as previously stated $ 4,258,639 $ 16,117,402 $ 20,376,041
Prior period adjustment (136,340) (575,925) (712,265)
Balance on December 31, 2017, as restated 4,122,299 15,541,477 19,663,776
Net income as restated - 894,571 894,571
Issue of members' shares, net 139,719 - 139,719
Balance on December 31, 2018, as restated $ 4,262,018 $ 16,436,048 $ 20,698,066
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25. Correction of prior period error

(continued)
Statement of Cash Flows

December 31, 2018, December 31, 2018,

As previously reported Adjustments restated

Operating activities $ 200,764 $ 5,195,652 $ 5,396,416
Financing activities 9,696,425 (9,556,706) 139,719
Investing activities (4,413,345) (3,001,890) (7,415,235)
Net increase in cash and cash equivalents 5,483,844 (7,362,944) (1,879,100)
Cash and cash equivalents, beginning of year 54,408,646 (47,475,736) 6,932,910
Cash and cash equivalents, end of year $ 59,892,490 $  (54,838,680) $ 5,053,810

Adjustments that impact the January 1, 2018 Retained Earnings are as follows:

Understatement of accumulated depreciation $ 183,310
Impairment of building 392,615
Total $ 575,925
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