VERMILION CREDIT UNION LIMITED
VERMILION, ALBERTA
FINANCIAL STATEMENTS

FOR THE YEAR ENDED OCTOBER 31, 2018




Vermilion g

CREDIT UNION

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING

These financial staiements were prepared by the management of Vermilion Credit Union Limited (the
"Credit Union") who are responsible for their accuracy, complefeness and integrity. They were developed
in accordance with the requirements of the Credif Union Act of Alberta and conform in all material

respects with International Financial Reporting Standards, :

Systems of internal control and reporiing procedures are designed to provide reasonable assurance that
the financial records are complete and accurate so as to safeguard the assets of the Credit Union. These
systems include establishment and communication of standards of business conduct throughout all levels
of the organization to provide assurance that all transactions are authorized and proper records are
maintained. Internal contral provides management with the ability fo assess the adequacy of these
controls. Further, they are reviewed by the Credit Union’s external auditors.

The Board of Directors has approved the financial statements. The Board, comprising nine directors who
are not officars or employees of the, Credit Union, has reviewed the statements with the external auditors,
in detail, and received regular reports on internal control findings. Metrix Group LLP are the external
auditors appointed by recommendation of the Audit and Finance Gommiitee to the Board of Directors.
The external auditors have examined the financial statements of the Credit Union in accordance with
Canadian auditing standards. They have had full and free access to the internal audit staff, other
management staff, and the Audit and Finance Commiltee of the Board. Their report appears herein.

Vermilion, Alberta
January 24, 2019 .
o \-‘S-__—-—\

David Eremk
Chief Executive Offic

Head Office Mannville Branch

5019 — 50 Avenue P.0. Box 600, 5023 — 50 strest
www.vermilionereditunion,com Vermilion, Alberta ToX 147 Mannville, Alberta ToB 2Wo

Phone; (780) 853-2822 Phone: (780) 763-6455

Fax: (780)853-4361 Fax:  (780)763-6451
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CHARTERED PROFESSIONAL
ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Members of Vermilion Credit Union Limited

We have audited the accompanying financial statements of Vermilion Credit Union Limited, which
comprise the statement of financial position as at October 31, 2018 and the statements of net income and
comprehensive income, changes in member equity, and cash flows for the year ended October 31, 2018,
and the related notes, which comprise a summary of significant accounting policies and other explanatory

information.
Management's Responsibility for the Financial Statements

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

Auditors' Responsibility

Our responsibility is to express an opinion on these 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 financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal controls relevant to the entity's
preparation and fair presentation of the 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 controls. 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 financial statements.

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

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Vermilion Credit Union Limited as at October 31, 2018 and its financial performance and cash flows for
the year ended October 31, 2018 in accordance with International Financial Reporting Standards.

MeTRix GROVP Ly

Chartered Professional Accountants

January 24, 2019
Edmonton, Alberta

EDMONTON | LLOYDMINSTER | WHITECOURT | EVANSBURG ’?
12840 ST. ALBERT TRAIL EDMONTON, AB T5L 4H6 | T: 780.489.9606 F: 780.484.9689 | METRIXGROUP.CA ﬁ



VERMILION CREDIT UNION LIMITED

STATEMENT OF FINANCIAL POSITION

ASSETS

Cash and cash equivalents (Note 6)
Investments (Note 7)

Derivative assets (Note 21)
Member loans (Note 8)

Assets held for resale (Note 9)
Other assets

Property and equipment (Note 11)
Intangible assets (Note 12)

LIABILITIES

Accounts payable and accrued liabilities
Deferred income tax liability (Note 10)
Detivative liabilities (Note 21)

Income taxes payable

Member deposits (Note 14)

Allocation payable (Note 15)

MEMBERS' EQUITY

Allocation distributable (Note 15)
Common shares (Note 16)
Retained earnings

Commitments (Note 18)

ON BEHALF OF THE BOARD:

AS AT OCTOBER 31, 2018

? Director

Sy ] it
— Director

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

2018 2017
$ 22,373,194 $ 33,681,637
6,304,359 7,802,564
133,214 175,384
153,534,179 143,079,970
- 64,864
82,257 112,736
1,261,017 1,305,086
40,193 90,564
$183,728,413 $186,312,805
$ 251,845 $ 215,005
33,626 38,201
133,214 175,384
53,382 14,805
163,074,815 166,821,283
174,300 163,350
163,721,182 167,428.028
327,335 261,363
7,598,471 7,526,905
12,081,425 11,096,509
20,007,231 18,884,777
$183,728.413 $186,312,805



VERMILION CREDIT UNION LIMITED
STATEMENT OF NET INCOME AND COMPREHENSIVE INCOME

FOR THE YEAR ENDED OCTOBER 31, 2018

2018 2017
INTEREST INCOME
Interest from member loans $ 5666395 $ 5,228,896
Investment income 626,485 425278

6,252,880 5,654,174

INTEREST EXPENSE
Interest on member deposits 1,625,195 1,362,972
Interest on financing 104 21

1,625,299 1,362,993

NET INTEREST INCOME BEFORE PROVISION FOR

LOAN IMPAIRMENT 4,667,581 4,291,181
PROVISION FOR L.OAN IMPAIRMENT {(NOTE 8) {13,315} 24,112
NET INTEREST INCOME AFTER PROVISION FOR

LOAN IMPAIRMENT 4,680,896 4,267,069
OTHER INCOME 848,627 875,212
NET INTEREST AND OTHER INCOME 5,529,523 5,142.281
OPERATING EXPENSES (SCHEDULE 1)

Personnel 2,161,745 2,139,788

Occupancy 148,579 140,514

Security 180,281 174,620

Organization 103,183 89,745

General 1,091,699 1,029,599

3,686,187 3,574,166

INCOME BEFORE PATRONAGE ALLOCATION AND INCOME TAXES 1,843,336 1,568,115

PATRONAGE ALLOCATION (NOTE 15) 174,300 163,350
INCOME BEFORE INCOME TAXES 1,669.036 1,404,765
INCOME TAXES (NOTE 10}
Current 457,390 387,252
Deferred {(recovery) {4.574) {(7.462)
' 452,816 379,790
NET INCOME AND COMPREHENSIVE INCOME $ 1216220 $§ 1024975

The accompanying notes are an integral part of these financial statements. 4




VERMILION CREDIT UNION LIMITED
STATEMENT OF CHANGES IN MEMBERS’ EQUITY
FOR THE YEAR ENDED OCTOBER 31, 2018

Allocation Member Retained
Distributable Shares Eamings Total
Balance, October 31, 2016 $ 263,600 $ 7,071,608 $ 10,258,959 $ 17,594,167
Met income - - 1,024,975 1,024,975
Dividends paid through issuance of
member shares {263,600} 258,467 5,133 -
Dividends accrued 261,363 - (261,363) -
Incoms tax recovery, dividends declared - - 68,805 68,805
Issuance of member shares - 495,263 - 405,263
Redemption of member shares - {298,433) - {298,433)
Balance, October 31, 2017 261,363 7,526,805 11,088,509 18,884,777
Net income - - 1,216,220 1,216,220
Dividends paid through issuance of
member shares (261,363) 250,884 10,479 -
Dividends accrued 327,335 ‘ - (327,335) -
Income tax recovery, dividends declared - - 85,652 85,5562
issuance of member shares - 374,595 - 374,595
Redemption of member shares - {553,913} - (553,913)
Balance, October 31, 2018 § 327,335 § 7,598,471 § 12,081,425 g 20!007!231

The accompanying notes are an integral part of these financial statements. 5



VERMILION CREDIT UNION LIMITED
STATEMENT OF CASH FLOWS

FCR THE YEAR ENDED OCTOBER 31. 2018

2018 2017
OPERATING ACTIVITIES
Interest received from member loans $ 5566454 $ 5,231,216
Interest received from investments 480,240 261,001
Dividends received 147,353 133,292
Other income received : 848,627 875,212
interest paid to members {1,520,449) (1,377,727)
Income taxes paid ' {333,261) (354,318)
Net operating expenses paid {3,489,756) {3,512,278)
Patronage allocation paid (163,350) {(161,550)
Net change in member joans {10,321,049) 2,851,992
Net change in investments 1,497,097 (1,198,552)
Net change in member deposits (3.851,214) __ 10702377
(11,139,308} 13,450,665
INVESTING ACTIVITIES
Purchase of property and equipment {43,278) (91,217)
Purchase of Intangible assets - (5.499)
Acquisition of foreclosed property - (64,864)
Proceeds on disposal of foreclosed property 53,565 -
10,287 (161,580)
FINANCING ACTIVITIES
Issue of member shares 625,479 753,730
Redemption of member shares (553,913) (298,433)
Dividends on common shares (250,884) (258,467)
Interest paid on financing {104) (21)

(179,422) 186,809

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ~ (11,308,443) 13,485,894

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 33,681,637 20,195,743
CASH AND CASH EQUIVALENTS, END OF YEAR $ 22373194 § 33.681,637

The accompanying notes are an integral part of these financial statements. 6




VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED OCTOBER 31, 2018

1. NATURE OF OPERATIONS
Vermilion Credit Union Limited (the "Credit Union™) is incorporated under the Credit Union Act of
Alberta (the “Province"} on March 18, 1943. The Credit Union operates Credit Union branches in the
Town of Vermilion and Village of Mannville, which provides loans and deposit services to its members.
The Credit Union Deposit Guarantee Corporation (the "Corporation"}, a provincial corporation,
guarantees the repayment of all deposits with Atberta cradit unions, including accrued interest. The
Credit Union Act provides that the Province will ensure that the Corporation carries out this obligation.

The Credit Union's registered office is located at 5019 - 50 Avenue, Vermilion, Alberta, T9X 1A7.

2. BASIS OF PRESENTATION

{a) Statement of Campliance

The financial statements have been prepared in accordance with International Financial Reporting
Standards ("IFRS8") as issued by the Intemational Accounting Standards Board ("IASB").

The financial statements have been approved for issue by the Board of Directors on January 24,
2019.

(b) Basis of Measurement

The financial statements have been prepared using the historical cost basis, unless otherwise
nioted in the significant accounting policies.

(c) Functional Currency

The financial statements are presented in Canadian dollars, which is the Credit Union's functional
currency, :

(d) Use of Estimates and Judgments

The preparation of the financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses, Actual results may differ from these
estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the perfod in which the estimate is revised and in any future periods
affected.

Information about significant areas of estimation uncertainty and critical judgments in applying
accounting policies that have the most significant effect on the amounts recognized in the financial
statements are described in Notes 3 and 4.



VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{a) Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, the current account with Alberta Central and
items in transit, and on deposits with an original maturity of less than or equal to three months.

(b) Investments

investments are initially measured at fair value and subsequently accounted for depending on their
classification as either loans and receivables, held-to-maturity or available for sale financial assets.

(c) Member Loans

Loans are measured initially at fair value plus transaclion costs, and subsequently at amortized cost
using the effective interest rate method, less any impairment losses. All loans are noh-derivative
financial assets with fixed or determinable payments that are not quoted in an active market and
have been classified as loans and receivables.

(d) Einancial Instruments

(i} Financial assels
The Credit Union designates financial assets as follows: fair value through profit or loss, loans
and receivables, held-to-maturity investments and available for sale financial assets.
Management determines the classification of its financial instruments at initial recognition.

(i} Fair value through profit or loss
Falr value through prafit or loss financial assets are measured at fair value with unrealized gains
and losses recognized through the statement of net income and comprehensive income. The
Credit Union's fair value through profit or loss financial assets include cash and cash equivalents

and derivatives.

(i) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an aclive market. Member loans, accrued interest and other receivables
are designated as loans and receivables. 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.

(iv} Held-to-maturity

Held-to-maturity financial assets are non-derivative assets with fixed or determinable payments
and fixed maturity dates that the Credit Union has the positive intention and ability to hold until its
maturity date, and which are not designated as a falr value through profit or loss or as available-
for-sale. The Credit Union's held-to-maturity investments Includes its term deposits with Credit
Union Central of Alberta, Concentra Financial and other credit unions. Held-to-maturity financiat
assets are subsequently measured at amortized cost using the effective interest method less
any impairment, with revenue recognized on an effective yield basis.

(CONTD)




VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED OCTOBER 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

(d) Financial Instruments {CONT'D)

(v) Available-for-sale financial assets
Available-for-sale ("AFS") investments are financial assets that are intended to be held for an
indefinite period of time and are not classified as loans and receivables. The Credit Union's AFS
investments includes its shares in Credit Union Central of Alberta, Concentra Financial and
Cornerstone Co-operative. AFS financial assets are initially recognized at fair value plus
transaction costs and measured subsequently at fair value with gains and losses being
recognized in the statement of comprehensive income, except for impairment losses, until the
financial asset is deregognized. The Credit Union does not have an accumulated balance of

other comprehensive income.

If an AFS asset is determined to be impaired, the cumulative gain or foss previously recognized
in the statement of comprehensive income is recognized in the statement of net income.
However, interest is calculated using the effective interest rate method, and dividends on AFS
equily instruments are recognized in the statement of net income as investment income when
the right fo receive payment is established.

{vi) Financial liabilities -
The Credit Union designates member deposits, and accounts payable and accrued liabilities as
other financlal fiabilities. Other financial liabilities are initially recognized at fair value and
subsequently measured at amorlized cost using the effective interest rate method.

(vii} Impairment of financial assets

The Credit Union assesses, at each balance sheet date, whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are recorded only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a "loss event) and the loss event(s) has (have) an impact on the
estimated future cash flows of the financial asset or group of financial assets that can be
reliably estimated,

Objective evidence that financial assets are impalred can include significant financial difficulty
of the borrower or issuer, default or delinquency by the borrower, restructuring of a loan or
advance by the Credit Union on non-market terms that the Credit Union would not otherwise
consider, indications that a borrower or issuer will enter bankruptcy, the disappearance of an
active market for a security, or other observable data relating to a group of assets such as
conditions that correlate with defaults in the group.

(viii} Derecognition of financial instruments
Financial assets are derecognized when the coniractual rights to receive the cash flows from
these assets have ceased to exist or the assets have been transferred and substantially all the
risks and rewards of ownership of the assets are also transferred. If the Credit Union has
neither transferred nor retained substantially all the risks and rewards of the transferred
financial asset, it assesses whether it has retained control over the transferred asset. If control
has been retained, the Credit Union recognizes the translerred asset to the extent of its
continuing involvement. {f control has not been retained, the Credit Union derecognizes the
transferred asset. Financial liabiliies are derecognized when they have been redeemed or

otherwise extinguished,. '
(CONTD)
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VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

(e) Derivatives and Hedge Accounting

The Credit Union uses option contract derivatives to manage its exposure to Canadian equity
indices. Derivatives are initially recognized at fair value at the date that the derivative coniract is
entered into and subsequently measured at fair value with changes In fair value recognized through
profit and loss immediately, unless the derivative is designated in a qualifying hedging relationship.

The Credit Union designates certain derivatives as hedging instruments in qualifying hedging
relationships. On initial designation of the hedge, the Credit Union formally documents the
relationship between the hedging instrument and hedged item, including the risk management
objective and strategy in undertaking the hedge, together with the method that will be used to
assess the effecliveness of the hedging relationship. Premiums paid to enter into these hedges are
recorded in member deposits and are amortized over the contract life. '

(f) Foreclosed Property

In certain circumstances, the Credit Union may take possession of property held as collateral as a
result of foreclosure on the loans that are in default. Foreclosed properties are classified as assels
held-for-sale and are measured at the lower of the carrying amount and the fair value less costs to

sell,
The Credit Union does not, as a rule, occupy repossessed property for its business use. These

assets are normally sold in a manner that maximizes the benefit to the Credit Union, the membesr
and the member's other creditors and may involve the use of realtors and auctioneers.

{g) Impairment of Non-Financial Assets

Non-financial assets are subject to impairment tests whenever events or changes in circumstances
indicate that their carrying value may not be recoverable. The recoverable amount is determined as
the higher of an asset's fair value less costs to sell and its vaiue in use. 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 income.

(CONTD)
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VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS {CONT'D)
FOR THE YEAR ENDED OCTOBER 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
{h) Property and Equipment

Land is measured at cost. Other items of property and equipment are measured at cost less
accumulated depreciation and impairment losses. Land is not depreciated. Depreciation of other
items of property and equipment are calculated over their estimated useful life at the following
annuat rates and methods:

Building 2% Straight-line
Parking lot 6.75% Straight-line
Furniture and equipment : 20% Straight-line
Information technology 33% Straight-line

Depreciation is recorded in the initial month of acquisition; no depreciation is recorded in the menth
of disposal.

(i) Intangible Assets

Intangible assets consist of computer software which are not integral to the computer hardware
owned by the Credit Union. Software is initially recorded at cost and subseguently measured at
cost less accumulated depreciation and any accumulated impairment (losses). Software is
depreciated on a straight-line basis over its estimated useful life of 10 years,

The useful lives of the intangible assets are reviewed on an annual basis and the useful life is
altered if estimates have changed significantly. Gains or losses on the disposal of intangible assels
are determined as the difference between the net disposal proceeds and the carrying amount of the
asset, and are recoghized in net income within Other Income.

(j} Income Taxes
Tax expense for the period is comprised of current and deferred income taxes.

Current income tax is the expected tax payable or receivable on the taxable income or loss for the
year, using tax rates enacted or substantively enacted at the reporting date, and any adjustment to
tax payable in respect of previous years.

Deferred income taxes are provided for using the liability method. Under this method, temporary
differences are recorded using tax rates that have been enacted or substantively enacted by the
statement of financial positicn date and are expeacted to apply when the corresponding taxes will be
paid or refunded. Temporary differences are comprised primarily of differences between the
carrying amounts and the income tax basis of the Credit Union's member loans, property and
equipment and intangible assets. Deferred income tax assets are recognized to the extent that it Is
probable that future taxable profit will be available against which the temporary differences can be

utilized.
(CONT'D)

ik



VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT‘D)
FOR THE YEAR ENDED OCTOBER 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D}
(k) Provisions

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. The expense of any provision is recognized in the statement of net income and
comprehensive income. |f the effect of the time value of money is material, provisions are
discounted using a current pre-tax discount rate that reflects, where appropriate, the risks specific
to the liability. Where discounting is used, the increase in the provision due to the passage of time

is recognized as a borrowing cost.

{i) Member Shares

Member shares issued by the Credit Union are classified as equity only to the extent that they do
not meet the definition of & financial liability.

Corarmon and surplus shares are accounted for in accordance with International Financial Reporting
Interpretations Committee 2 Members' Shares in Co-operative Entities and Similar Instruments
("\FRIC 2. Common and surplus shares that are available for redemption are classiffed as a
liability. In accordance with IFRIC 2, dividends fo holders of equily instruments are recognized
directly in equity, net of income tax benefits. Interest, dividends and other returns relating to
financial instruments classified as financial liabilities are expenses, regardless of whether those
amounts paid are legally characterized as dividends, interest or otherwise.

{m) Dividends

Dividends are accounted for when they have been approved by the Board of Directors.

(n) Revenue Recognition

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.

Fees and commissions are recognized when eamed, specifically when amounts are fixed or can be
determined and the ability to collect is reasonably assured.

(o) Foreign Currency Translation

Transaction amounts denominated in foreign currencies are translated into their Canadian dollar
equivalents at exchange rates prevailing at the transaction dates. Carrying values of monetary
assets and liabilities reflect exchange rates at the statement of financial position date. Translation

gains and losses are included in Other Income.

12




VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)
FOR THE YEAR ENDED OCTOBER 31, 2018

4. USE OF ESTIMATES AND KEY JUDGMENTS

The preparation of financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses during the reporting year. Accordingly,
actual results could differ from those estimates. Estimates and underlying assumptions are reviewed
on an ongoing basis based on management's best knowledge of current events and actions that the
Credit Union may undertake in the future. Revisions to accounting estimates are racognized in the
year in which the estimate is revised if it affects only that period or in the period of revision and future
periods if the revision affects both current and future years.

The principal areas involving a higher degree of judgment or complexity and/or areas which require
slgnificant estimates are described below:

(a) Fair Value of Financial Instruments

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

The methods and assumptions applied, and the valuation technigues used, are disclosed in Note
22,

(b) Allowance for Loan Impairment

The specific allowance component of the total allowance for impairment applies to financial assets
evaluated individually for impairment. In particular, management judgment is required in the
estimate of the amount and timing of the future cash flows the Gredit Union expects to receive from
these specific loans. These estimates are based on a number of factors, including the net realizable
value of any underlying collateral.

For the purpose of the collective allowance component of foan impairment, financial assets are
grouped on the basis of the Credit Union’s internal system that considers credit risk, characteristics
such as asset type, industry, geographical location, coliateral, delinquency status and other relevant
economic factors. Future cash flows on the group of financial assets that are collectively evaluated
for impairment are estimated on the basis of historical loss experience for assets with credit risk
characteristics similar to those in the group. Historical credit loss experience is adjusted on the
basis of current observable data to reflect the effects of current conditions on which the historical
credit loss experience is based and to remove the effects of conditions in the historical period that
do not exist currently. Estimates of changes in future cash flows reflect, and are directionally
consistent with, changes in related observable data from year to year. This includes, for example,
changes in unemployment rates, inflation, borrowing rates, consumer fuel prices, vehicle auction
values or other factors that are indicative of incurred losses in the group and their magnitude.

(CONTD)
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VERMILION CREDIT UNION LIMITED
. NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

4. USE OF ESTIMATES AND KEY JUDGMENTS {CONT'D)

(¢) Property and Equipment

Depreciation methods, useful lives and residual values require estimation and are reviewed
annually and adjusted if appropriate.

(d) Income Taxes

Management exercises judgment in estimating the provision for income taxes. The Credit Union is
subject to income 1ax 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 io 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.

5. STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE
At October 31, 2018 a number of standards and interpretations, and amendments thereto have been
issued by the IASB, which are not yet effective for these financial statements. Thase which could have
an impact on the Credit Union's financial statements are discussed below:
(a) IFRS 8 Financial Instruments
IFRS 9 Financial instruments issued on July 24, 2014 replaces IAS 38 Financial Instruments:

Recognition and Measurement. IFRS 9 is effective for fiscal periods beginning on or after January
1, 2018 and is required to be applied retrospectively when initiatly appiied.

(CONT'D)

14




VERWMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

5. STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE (CONT'D)

(1) impairment

IFAS 9introduces an expected loss model for all financial assets not classified as or designated as
Fair Value Through Profit Or Loss ("FVTPL"). Allowances are measured according to the model
which has three stages: (1) on initial recognition; twelve month expected credit losses are
recognized in profit or loss and a loss allowance is established; (2) if credit risk increases
significantly since initial recognition, and the resulting credit risk is not considered to be low, full
lifetime expected credit losses are recognized; and {3) when a financial asset is considered credit
impaired, interest revenue is calculated based on the carrying amount of the asset, net of the loss
allowance, rather than its gross carrying amount.

The assessment of changes in credit risk since initial recognition and the estimation of expected
credit losses are required to incorporate all relevant information which is available as at the
reporting date. This includes information about past events and current conditions as well as
reasonable and supportable forecasts of future events and economic conditions. The estimation of
expected credit [osses is a discounted probability-weighted estimate.

The recognition and measurement of impalrment losses under IFRS 9 is intended to be mote
forward-looking than under IAS 39 and the resulting provision for credit losses is expected 1o be
more volatile, Because all financial assets within the scope of the IFRS 8 Impairment model will be
assessed for at least 12-months of expected credit losses, and the population of financial assets to
which full lifetime expected credit losses applies is larger than the population of impaired loans for
which there is objective evidence of impairment in accordance with IAS 39, the allowance for credit
losses is expected to increase.

(i) Classification and measurement

IFRS 9 also introduces a principles-based approach to the classification of financial assets based
on an entity's business model and the nature of the cash flows of the assets. All financial assets,
including hybrid contracts, are measured at FVTPL, fair value through other comprehensive income
or amortized cost replacing the existing IAS 39 classifications of held-to~-maturity, loans and
roceivables, and available-for-sale. The combined application of the business model and
contractual cash flow characteristics test may result in some differences in the population of
financial assets measured at amortized cost or fair value compared with 1AS 38. For financial
liabilities, IFRS 9 includss the requirements for classification and measurement previously included

in IAS 38.

(CONT'D)
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VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

5. STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE (CONT'D)
{iii) Hedge accounting

The new hedge accounting mode! under IFRS 9 aims to simplify hedge accounting, align the
accounting for hedge relationships more closely with an entity’s risk management aclivities and
permit hedge accounting to be applied more broadly to a greater variety of hedging instruments and
risks eligible for hedge accounting.

The new standard does not explicitly address the accounting for macro hedging activities, which is
being addressed by the 1ASB in a separate project. As a resulf, IFRS 9 includes an accounting
policy choice to retain 1AS 39 for hedge accounting requirements until the standard resulting from
the IASB's project on macro hedge accounting is effective. The new hedge accounting disclosures,
however, are reguired for the annual period beginning November 1, 2017.

(iv) Transition

The impairment and classification and measurement requirements of IFRS 8, once effective, will be
applied retrospectively by adjusting the opening balance sheet at November 1, 2017. Thers is no
requirement to restate comparative periods. Hedge accounting, if adopted, will be applied
prospectively, with limited exceptions. At this stage, it is not possible to quantify the potential
financial effect of adoption of IFRS 9 to the Credit Union.

{b) IFRS 15 Revenue from Contracis with Customers

IFRS 15 Revenue from Contracts with Customers specifies how an entity will recognize revenue
from contacts with customers as well as additional disclosure requirements, It provides a five-step
process for revenue recognition and is effective for periods beginning on or after January 1, 2018.
The standard does not apply to financial instruments as these currently fall under [AS 39 and in the
future under IFRS 9 above. Because the majority of the Credit Union’s revenue is earned from
flnancia! instrument contracts, this standard is not expected to have a material impact on the

financial statements.

{c) IFRS 16 Leases
IFRS 16 Leases specifies that all leases with the exception of very short term and small items may
be required to be recognized on the statement of financial position. The effective date from IFRS

16 is for fiscal periods beginning on or after January 1, 2019. The Credit Union will assess what
impact the application of IFRS 16 will have on amounts reported on the financiai statements.

6. CASH AND CASH EQUIVALENTS

The Credit Union's cash and current accounts are held with Credit Union Central of Albesta. The
effective yield on the current accounts is 0.25% (2017 - 0.25%).

Inciuded in cash and cash equivalents is $441,735 (2017 - $435,662) denominated in US dollars.

A total of $19,350,000 (2017 - $28,050,000} are held in terms with an original maturity of less than or
equal to three months. These terms have interest rates ranging from 1.70% to 2.30%.
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VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2013

7. INVESTMENTS

2018 2017
Held-to-maturity
Central - term depaosits $ 261,340 3 38,454
Other term deposits 3,920,000 5,640,000
Accrued interest . 69,903 71,011

4,251,243 5,749,465

Available-for-sale

Credit Union Central - Shares 2,000,000 2,000,000
Concentra Financial - Shares 49,865 49,865
Cornerstone Co-operative - Equity 3,251 3.234

2,053,116 2,053,099

$ 6304350 § 7802564

All term deposits mature within one year, with interest rates ranging from 1.80% to 2.60%. As required
by the Credit Union Act, the Credit Union holds investments in Central to maintain its statutory liquidity
requirements,

8. MEMBER LOANS

Recorded individual Collective 2018
Lean Allowance  Allowance Net
Consumer loans $ 13,926,169 § 7,137 $ 3,00t § 13,916,031
Residential morgages 59,848,490 - 25,591 58,822,899
Commeycial loans 30,533,755 - 13,807 30,519,848
Agricultural loans 48,572 169 - 48,188 48,523,981
152,880,583 7,137 90,587 152,782,859
Accrued interest 751,320 - - 151,320
|§ 1535631!903 $ 7137 3% 80,587 g 1535534!179
Recorded [ndividual Collective 2017
Loan Allowance  Allowance Net
Consumer {oans $ 14,676,394 § 9,154 § 4569 $ 14,662,671
Residential mortgages 59,923,271 - 37,671 59,885,600
Commercial loans 25,988,461 . 18,866 25,969,595
Agricultural loans 41,971,408 - 60,683 41,910,725
142,550,534 9,154 121,789 142,428,581
Accrued interest 651,379 - - 651,379
$143,210.913 § 9154 § 121,789 $143.079.970
{(CONT'D})
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VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

8. MEMBER LOANS (CONT'D)
Allowance for Loan impairment

Details of the changes in the allowance for loan impairment are as follows:

| 2018 2017

Balance, beginning of year $ 130,943 $ 185,181

Provision for loan impairment | {13,315) 24,112

Loans written off during the year (19,904) (78,350)
Balance, end of year $ 97,724 $__ 130,943

Loans and Advances Individually impaired
2018 2017
Consumer loans $ 7437 §__ 9154

Leoans Past Due but Not Impaired

A loan is considered past due when a payment has not been received by the contractual due date.
The following table presents the carrying value of loans that are past due but not classified as impaired
because they are either (i) less than 80 days past due unless there is information to the contrary that
an impairment event has occurred or (ii) fully secured and collection efforts are reasonably expecied to

result in repayment.

30 to 59 60 to 89 Over 80 2018

days days days Total
Residential mortgages § 206,449 $ 131,537 $ 387,237 $ 725223
Consumer loans 536 8512 26,625 35.573
Total § 206,985 $ 140,049 $__ 413,762 $ 760,796

301059 60 to 89 Over 90 2017

days days days Total
Residential morigages $ 146,791 $ 56,908 3 - $ 203,699
Consumer loans 23,111 27.893 19,195 70,199
Total $ 169,902 $ 84.801 $ 19,195 $ 273,898

(CONT'D)
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FOR THE YEAR ENDED OCTOBER 31, 2018

8. MEMBER LOANS (CONT'D)
Credit Quality of Loans

The Credit Union holds coliateral against loans to customers in the form of interests over property,
other securities over assets, and guarantees. It is not practical to value ali collateral as at the balance
sheet date due to the variety of assets and conditions. The Credit Union has policies in place to
monitor the existence of undesirable concentration in the collateral supporting its credit exposure. in
management's estimation, the fair value of the collateral is sufficient to offset the risk of loss on the

loans past due but not impaired.
Concentration of Risk

The Credit Union has an exposure to groupings of individual loans which concentrate risk and create
exposure to particular segments.

There was no member or related groups of members for which loans exceed 3% of total assets at
Cctober 31, 2018.

The majority of loans to members are with members located in and around Vermilion, Aberta, A
significant portion of the Credit Union's foan portfolio is secured by residential, commercial and
agricultural properly in and around Vermilion, Alberta. Therefore, the Credit Union is exposed to the
risks in reduction of the loan to valuation ratio coverage should the oil and gas economy and property
market be subject to decline. The risk of loss from loans undertaken is primarily reduced by the nature
and quality of the security taken.

9. ASSETS HELD FOR RESALE

At October 31, 2018, the Credit Union had property held for sale valued at $NIL (2017 - $64,864). The
balance consist of residential property acquired by the Credit Union upon foreclosure of the related
tesldential mortgage.

The Credit Union disposed of the residential property that was held for resale at October 31, 2017, for
net sale proceeds of $53,565 during 2018.
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VERMHIION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

10. INCOME TAXES

Income Tax Expense

Reasons for the diiference between income tax expense for the year and the expected income taxes
based on the statutory rate of 26.99% (2017 - 26.85%) are as follows:

2018 2017

Net income before income taxes §_1669.036 §$__1.404,765
Computed income tax expense $ 450473 § 377,179
Adjustments for income tax treatment of allowance for

foan impairment, property and equipment and

intangible assels 380 1,046
Non-deductible expenses and other 1,963 1,565
Total provision for income taxes $§ 452816 $ _ 379.790

Deferred Income Taxes

The deferred income tax liability (asset) is comprised of temporary taxable (deductible) differences
hetween the tax bases and catrying values in the following accounts:

2018 2017
Property and equipment $ 47,425 % 46,830
Intangible assets 10,852 24,317
Aliowance for loan impairment (24,651) {32,946)

$ 33626 $ 38201
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11. PROPERTY AND EQUIPMENT

COST:

Balance at Oclober 31, 2017

Addilions
Disposals

Balance at Oclober 31, 2918
ACCUMULATED DEPRECIATION:
Balanca at Octaber 31, 2017

Deprecialion expense
Disposals

Balance at Qotober 31, 2018
NET BOOK VALUE:
Oclober 31, 2017

Oclober 31, 2018

VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

Parking Fumniture snd  [nformation
Bullding Lat Equipment Technology Total

&
A

$ 229,800 $ 1,527,259 § 82,080 & 280,880 & 95,693 § 2215712

- - - 13,331 20,047 43,278
b (34,448} (34,448)

$§ 279800 § 1527959 $ 82080 $ 294214 $ 91,192 § 2204542

] - $ 602112 § 40471 $ 197253 4§ o790 $ 910,628
- 31,001 5,540 32,807 17,909 87,347
. - . - {34,448} {34,448)

$ - 5 833113 % 46011 §. 230150 § 54,251 $ 863,525

4,908 $ 1,305,086
86941 § 1261017
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VERMILIGN CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

12. INTANGIBLE ASSETS

COST:

Balance at October 31, 2017 $ 511,437
Balance at October 31, 2018 : $ 511,437
ACCUMULATED DEPRECIATION:

Balance at October 31, 2017 $ 420,873
Depreciation expense 50,371
Balance at October 31, 2018 $ 471,244
NET BOOK VALUE:

October 31, 2017 $ 90,564
October 31, 2018 $ 40,193

13. OPERATING DEMAND LOAN

The Credit Union has an approved $5,200,000 revolving operating demand facility with Credit Union
Central Alberta Limited {"Central) which is secured by a general assignment of book debts,
investments and deposits held at Central. Interest is payable at Central's prime rate less 0.5%. No
amount was drawn at October 31, 2018. ’
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FOR THE YEAR ENDED OCTOBER 31, 2018

14. MEMBER DEPOSITS

2018 2017
Demand deposits $ 93,584,733 $ 95,573,695
Term deposits 42,869,386 45,258,424
Registered Retirement Savings Plans (ARSPs) 13,350,772 14,270,407
Tax-Free Savings Accounts (TFSAs) 9,361,068 8,222 284
Registared Retirement Income Funds (RRIFs) 3,342 721 3,035,084

162,508,680 166,359,894

Accrued interest payable 566,135 461,389

$163.074.815 $166,821,283

The repayment of all member deposits, including accrued interest, is guaranteed by Credit Union
Deposit Guarantee Corporation for which the Credit Union pays a deposit guarantee assessment fee,

Concentra Financial Services Association is the trustee of the RRSPs, RRIFs, and TFSAs offered to
members. Under an agreement with Concentra, member cantributions to the plans, as well as income
earned, are deposited in the Credit Union.

Concentration of Risk

‘The Credit Union has exposure to grouplngs of individual deposits which concentrate risk and create
exposure to particular segments. The majority of member deposits are with members located in and
around Vermilion, Alberta.

There was one member whose deposits amounted to 3.77% of total assets, no other member or
refated groups of members for which deposits exceed 3% of total assets at October 31, 2018.
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15. ALLOCATION DISTRIBUTABLE

The Board of Directors' intention is to pay a dividend on common shares equal to the average five-year -
term deposit rate for that fiscal year plus 1.5%. Their cbjective is to return approximately 30% of the
Credit Union's profits to the membership each year by way of dividends on common shares {paid in

member shares) and patronage rebates {paid in cash).

Income before patronage allocation and income taxes

Less: Income taxes
Income tax recovery, dividends declared

Income after income taxes and before patronage allocation
Patroﬁage allocation distributable:

Dividend on common shares
Patronage rebate

16. MEMBER SHARES

Authorized

2018 2017

$ 1,843,336 & 1,568,115

452,816 379,790
(85.,552) (65,805)
367.264 310,985

$ 1476072 §$ 1,257,130

$ 327,335 $ 261,363
174,300 163,350

$ 501635 $ 424713

The Credit Union Act of Alberta identifies a class of equity shares, known as common shares, having

the following characteristics:

i) an unlimited humber may be issued;

i) aparvalue of $1, but fractional shares may be issued;
i} transferable only in restricted circumstances;

v} non-assessable; and

v) redemption of common shares is at par value and is at the discretion of the Credit Union,
subject to the restrictions contained in the Credit Union Act and Reguilations, including

limitations to 10% of outstanding balances.

Credit Union policy requires all members to make a minimum investment based upon the following

criteria:
Regular member account $25
Children's member account (under 16 years) $5
Trust account
- Beneficiary $5
- Trustees $25
Business account 325
Not-for-profit organization NIL
Members are allowed to hold a maximum of Unlimited

The Corporation does not guarantes common shares which represent "at risk" capital.
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17. RELATED PARTY TRANSACTIONS

(a) Member Loans

Directors and management of the Credit Unlon have loans totaling $5,807,042 (2017 - $4,668,395)
which is 3.80% (2017 - 3.28%)} of total loans. The aggregate value of loans disbursed to directors
and management is $1,177,376 (2017 - $845,339). The aggregate value of unadvanced loans to
directors and management is $152,251 (2017 - $545,403). The Credit Union, in accordance with its
policy, grants leans to its management and staff at rates from 0% to 2% below member rates.
Directors pay regular member rates on loans. All loans are in good standing. interest and other
revenue earned on these related party loans is $183,303 (2017 - $161,554).

(b) Member Dégosits

Directors and management of the Credit Union have deposits totaling $2,861,322 (2017 -
$3,479,604) which is 1.76% (2017 - 2.09%) of total deposits. Interest paid on these related party
member deposits was $28,310 (2017 - $27,848).

(c} Directors' Fees

Directors' remuneration was $19,550 (2017 - $17,450) and expenses reimbursed to Directors were
$20,964 (2017 - $17,250). Remuneration paid to Directors ranges from $100 to $2,775 with an
average of $2,172. The Credit Union retained nine (2017 - nine) directors for the year.

(d) Compensation of Key Management Personnel

Key management personnel are defined under the standards as persons having authority and
responsibility for planning, directing, and controlling the activities of the Credit Union, directly or
indirectly. The key management personnel of the Credit Union includes executive management.

2018 2017
Salaries and short-term benefits : $ 745559 § 749,849

There was no.compensation for post employment benefits, long-term benefits, termination benefits
or share-based compensation during 2018 or 2017. The Credit Union management is comprised of
six (2017 - six) employees for the year.
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18. COMMITMENTS

(a) Retail Banking Services Agreement

The Credit Union recently entered into an amended eroWORKS Retail Banking Services
Agreement with Celero Solutions Inc. The Agreement is effective for a ten year term commenced
on January 1, 2016. Under the terms of this Agreement the Credit Union is committed to annual

operating fees of approximately $150,000.

(b) Deposit Agreements

The Credit Union has $1,519,034 (2017 - $1,808,708) of index-linked deposits outstanding to its
members at October 31, 2018. These deposits mature between 2019 and 2023 and pay bonus
interest to the depositors, at the end of the term, based upon the performance of the related index.
The Credit Union has entered into deposit agreements with Central to offset the exposure on these
deposits related to the performance of the underlying index. Consequently, af the end of the term,
the Credit Union will receive payments from Central which will offset the amounts that will be paid
to the depositors based on the performance of the underlying index.

The deposit agreements with Central are recorded in member deposits at cost less accumulated
depreciation at October 31, 2018 of $28,126 (2017 - $51,207). Depreciation is calculated on a
straight-line basis over the term of the deposits and amounted to $31,185 (2017 - $37,204).

(¢} Credit Commitments

In the normal course of business, the Credit Union enters into various commitments to meet the
credit requirements of its members. These credit arrangements are subject to the Credit Union's
normail credit standards and collateral may be obtained where appropriate. The contract amounts
for these commitments as set out below represent the maximum exposure to the Credit Union
should the contracts be fully drawn and any collateral held proves to be of no value. As many of
these arrangements will expire or terminate without being drawn upon, the contract amounts do not
necessarily represent the future cash requirements. Such commitments, which are not included on
the statement of financial position, include:

Commitments to extend credit which represent undertakings to make credit available in the form of
loans or other financing for specific amounts and maturities, subject to certain conditions and
include recently authorized credit not yet drawn down and credit facilities available on a revolving

basis.
2018 2017
Guarantees and stand-by letters of credit $ 199,000 % 193,250
Commitments to extend credit:
Original term to maturity of one year or less 5,903,181 6,882,559
Original term to maturity of more than one year 43,191,748 34,346,040

$ 49,293,929 § 41.421.849
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19. RISK MANAGEMENT

The Credit Union's risk management policies are designed to identify and analyze risks, to set
appropriate risk limits and controls, and to monitor the risk and adherence to limits by means of refiable
and up-to-date information systems. The Credit Union follows an enlerprise risk management
framework, which involves identifying particular events or circumstances relevant to its objectives,
assessing them in terms of profitability and magnitude, determining a response strategy and
monitoring progress. The Credit Union regularly reviews its risk management policies and systems io
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
compliance with the risk management policies of the Gredit Union.

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 commercial and consumer loans, lines of credit, and commercial and
residential mortgages. The primary types of financial risk that arise from this activity are credit risk,
liquidity risk and market risk which is comprised of interest rate 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, cash and  Sensitivity to changes in interest Asset-liability matching; monitoring
cash equivalents rates, fiquidity and credit risk, and of investment restrictions and

foreign exchange rate monitoring of counterparty risk
Member loans Sensilivity fo changes in interast Asset-liability matching and

rates, fiquidity and credit risk monitoring of counterparty risk
Member deposits Sensitivity to changes in interest Asset-liability matching and

rates and foreign exchange rates periodic use of derivatives

Equity-linked derivative Sensitivity to changes in Canadian ~ Options
contracts equity indices

{a) 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 financial instruments will fluctuate because of changes in prevailing market
interest rates. Financial margin reported in the statement of net income and comprehensive income
may increase or decrease in response to changes in market interest rates. Accordingly, the Cradit
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.

(CONT'D)
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19. RISK MANAGEMENT (CONT'D)

(a) Interest Rate Risk (CONT'D)

To manage the re-pricing of asset and liability mismatch opportunities the Credit Union will
undertake carnpaigns to procure deposits or loans that reprice/mature within a specific time period,
buyfsell assets that reprice/mature within a specific time period and may purchase derivative
instruments. These decisions are based on economic conditions, member behaviour, capital and
liquidity levels and compliance with Credit Union policy.

Other types of interest rate risk may involve basis risk, the risk of loss from changes in the
relationship of interest rates which may not have identical characteristics (for example the
difference between prime rate and variable rate loans and variable rate deposits) and prepayment
tisk (the risk of loss of interest income arising from early repayment of fixed rate mortgages and
loans). These risks are also monitored on a regular basis and reported to the Board.

Interest rate risk is measured by:

i) Static gap analysis which aggregates cash flows into repricing periods based on the
maturity dates of the assets and liabilities.

i} income simulation models that use current interest revenue, current interest expense and
market values., These models incorporate assumptions about pricing strategies, growth,
voluma, new business and interest rates.

iii) Market value of portfolic equity determines the present value of all assets and liabilities.
This provides an estimate of the equity value of the Credit Union.

(CONTD)
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19. RISK MANAGEMENT (CONT'D)
a} Interest Rate Risk (CONT'D}

The following schedule shows the Credit Union's sensitivity to interest rate changes as at October
31, 2018. Fixed rate assets and fixed rate liabilities are reported based on scheduled repayments.
Variable rate assets and liabilities that are linked to prime rate are reported in the floating rate
category. Non-interest bearing assets and non-interest bearing liabilities are reported in the non-
rate sensitive category.

As at October 31, 2018
Floating Within 1105 Non-Rate
Ratg 1 Year Years Sensitive Total
Assets
Cash $ 2576443 $ 19,350,000 % - § 448,751 § 22,373,194
Effective Yield 0.25% 1.81% 0.00% 0.00% 1.03%
Investments 2,000,000 3,920,000 - 384,359 6,304,359
Effective Yield 2.52% 1.85% 0.00% 0.00% - 1.37%
Mamber loans 38,152,000 33,381,000 81,347,000 654,179 153,634,179
Effective Yield 4.87% 3.74% 3.56% 0.00% 3.78%
Other - - - 1,616,681 1,516,681
42,728,443 56.651,000 81,347,000 3,001,970 _183,728,413
Liabilities
Depaosits 68,150,000 39,433,000 24,884,000 30,069,000 162,536,000
Effective Yield 0.90% 1.45% 2,19% 0.00% 0.89%
Equity - - - 20,007,231 20,007,231
Other - - - 1,185.182 1,185,182
68,150,000 39,433,000 24.884 000 51,261,413 _183.728.413
Net gap §g25£421 !557) § 1752185000 § 56!463!000 §;483259!443} § -

As at October 31, 2017

Nst gap $(21,138,676) § 23,158,000 $ 44,363,000 $(46.382,324) § -

The following table provides the potential before-tax impact of a 1% increase or decrease in the
Credit Union's financial margin before provision for loan impairment. These measures are based
on assumptions made by management and validated by experience. All Interest rate risk measures
are based upon interest rate exposures at specific time continuously changing as a result of
business activities and management's risk initiatives.

impact on financial margin before taxes and provision for foan impairment of:

2018 2017
1% increase in rates $ 570,000 % 630,000
1% decrease in rates ’ $§ (560,000} 3 (620,000)
(CONTD)
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19. RISK MANAGEMENT (CONT'D)
(b) Credit Risk

Credit risk is the risk that financial loss will be incurred due fo the failure of a counterparty to
discharge its contractual commitment or obligation to the Credit Union arising from member loans,
investments, securities and derivative insiruments with positive market values. The primary credit
risk arising from loans is the possibility that members will be unable or unwilling to repay some or all
of the principal and interest on their loans. Allowances for credit losses are made for potential
losses that have been identified at the statement of financlal position date. For investments,
securities and derivative Instruments the credit risk is the risk of default by the counterparty.

Management of credit risk is an integral part of the Credit Union’s activities. Management carefully
monitors and manages the Cradit Union's exposure to credit risk by a combination of methods.
Credit risk arises principally from lending activities that result in member loans and advances and
treasury activities that result in investments in cash resources. The overall management of credit
risk is centralized in the Audit, Risk and Finance Committee, which repoits to the Board.

Concentration of loans is managed by the implementation of sector and member specific limits.

The Credit committee is responsible for approving and monitoring the Credit Union's tolerance for
credit exposures. It accomplishes this through review and approval of the Credit Union's lending
policies and through setting of 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 emphasizes
responsible lending in its relationships with members and establishes that loans are within the
member's ability to repay, rather than relying exclusively on collateral.

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.
{(CONT'D)
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19, RISK MANAGEMENT (CONT'D)

(b) Credit Risk (CONT'D)

The following information represents the maximum exposure to credit risk before taking into
consideration any collateral. For financial assets recognized on the statement of financial position,
the exposure to credit risk is their stated carrying amount. For off balance shest items, the
maximum exposure is the full amount of the undrawn facilities or loan commitment.

2018 2017
On balance sheet exposure
Cash and cash equivalents $ 22,373,194 % 33,681,637
investments 6,304,359 7,802,664
Member loans 153,534,179 _143.079.970

$182,211,732 $184,564.171

Off balance sheet exposure

Guarantees and stand-hy letters of credit $ 199,000 $ 193,250
Commitments to extend credit
Original term to maturity of one yaar or less 5,903,181 6,882,559
Qriginal term to maturity of more than one year 43.191.748 34,346,040

$ 49293929 § 41.421.849

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 indicates the sensitivity of the Credit
Union to developments affecting a particular segment of borrowers or geographic region.

Geographic credit risk exists for the Credit Union due to its primary service area being in Vermilion,
Mannville and surrounding areas.

(c} Market Risk

Market risk is the risk of loss in value of financial instruments that may arise from changes in
market factors such as interest rates, equity prices and credit spreads. The Credit Union's exposure
changes depending on market conditions, Market risks that have a significant impact on the Credit
Union include fair value risk and interest rate risk.

{d) Fair Value Risk

Fair value risk Is the potential for loss from an adverse movement in the value of a financial
instrument. The Credit Union incurs fair value risk on its member loans, investments and member
deposits. The Credit Union does hedge its fair value risk regarding its equity linked derivatives, For
further information on fair value of financial instruments see Note 22.

(CONTD)
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19. RISK MANAGEMENT (CONT'D)

{e) 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 20. The Credit Union has established policies which include minimum liquidity requirements,
eligibliity requirements for liquid assets, investments with counterparties, deposit concentration and
diversification limits. The Credit Union monitors expecied cash inflows and outflows on a daily,
cyclical and long-term basis. The Credit Union's preferred source of funding is member deposits;
however, borrowing from GCentral is permitted during periods where loan demand exceeds deposit
growth. Other sources of funding such as sale of assets, deposits from other credit unions and
wholesale deposits are acceptabls.

On a periodic basis management ensures that it has adhered to the regulatory requirement of the
Credit Union Act of Alberta's minimum liguidity ratio of 6% of total assets. The Credit Union's
liquidity ratio was 7.35% at October 31, 2018 (2017 ~ 7.35%).

Management reviews its compliance with these policies and reporis its statutory liquidity position to
the Board on an exception basis. It reports the operating liquidity to the Board on a monthly basis.
The Audit, Risk and Finance Committee ensures that a periodic review/audit is performed to verify
compliance with policy and procedures (no less than annually).

{f) Foreign Exchange Risk

Foreign exchange risk is the risk that arises when future commercial transactions or recognized
assels or liabilities are denominated in a forsign currency. Foreign exchange risk is not considered
significant as at the date of the statement of financial positicn, as the Credit Union does not engage
in any active trading of foreign currency positions or hold significant foreign cuirency denominated
financed investments for an extended period.
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20. CAPITAL MANAGEMENT
The Credit Union's objectives when managing capital are:

{a) To ensure the long term viability of the Credit Union and the security of member deposits by
holding a Tevel of capital deemed sufficient to protect against unanticipated losses,

{b) To comply at all times with the capital requirements set out in the Credit Union Act.
The Credit Union measures the adequacy of capital using two methods:
i) Total capital as a percentage of total assets; and
ii) Total capital as a percentage of risk weighted assets. Under this method the Credit Union
reviews its loan portfolio and other assets and assigns a risk weighting using definitions and
formulas set out in the Act. The more risk associated with an asset, a higher weighting is
assigned. This method allows the Credit Union to measure capital relative to the possibility
of loss with more capital required to support assets that are seen as being higher risk.
Credit Union management ensures compliance with capital adequacy through the following:
(a) Setting policies for capital management, monitoring and reporting;

(b) Setting policies for related areas such as asset liability management;

(e) Reporting to the Board of Directors or its committees regarding financial results and capital
adequacy;

(d) Reporting to the Corporation on its capital adequacy; and
(e) Setting budgets and reporting variances o those budgets.

The Credit Union Is required under the Act to have a capital balance the is equal to or exceeds the

greater of
i) 4% of total assets; and
ii) 8% of risk weighted assets.

As of October 31, 2018 the Credit Union's available capital as a percentage of total assets was 10.94%
{2017 - 10.17%) and the available capita! as a percent of risk weighted assets was 14.79% (2017 -
15.62%). Therefore, the Credit Union has exceeded its minimum capital requirement at October 31,
2018, .

Furthermore, the Corporation requires an additional regulatory capital buffer of 2.5% of total risk
welghted assets.

The Corporation also expects the Credit Union to hold an additional intermnal capital buffer equal to a
minimum of 2% of total risk weighted assets.

(CONTD)
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21, DERIVATIVES

Equity-linked options are used to fix costs on term deposit producls which pay a return to the deposit
holder based on the change in equity market indexes. The embedded derivative in the term deposit
product as well as the option derivatives Is marked to market through interest income investmeants.
The fair value of the equity linked derivative contract is separately presented as part of derivative

instrument assets.

The fair value of the equity-linked option contract is $133,214 (2017 - $175,384). The fair value of the
embedded derivative is $133,214 (2017 - $175,384). Both items are marked to market through
income. This had no effect on income for the year ended October 31, 2018.

The notional amounts of equity-linked derivative contracts maturing at various times are as follows:

2018 2017
Within 1 year $1,04B406 $ 385,344
Within 2 years 180,547 1,048,406
Within 3 years 118,041 180,547
Within 4 years 123,166 71,245
Within 5 years 48,874 123,186

$ 1.519.034 $ 1.808,708

Notiona! amounts are the contract amounts used to calculate the cash flows to be exchanged.
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22. FINANCIAL INSTRUMENT CLASSIFICATION AND FAIR VALUE

The estimated fair values of financial instruments are designed to approximate values at which these
instruments could be exchanged in the current market. However, many of the financial instruments
lack an available trading market and therefore fair values are based con estimatas.

Fair values have not been determined for property and equipment or any other asset or liability that is
not a financial instrument. The fair values of cash resources, variable rate-loans and deposits, other
assets and liabilitles are assumed to equal their book values. The fair valuss of fixed rate loans and
deposits are determined by discounting the expected future cash flows at the estimated current market
rates for loans and deposits with similar characteristics.

(a) Methods and Assumptions

The following methods and assumptions were used to estimate fair values of financial instruments:

i)

v)

The stated value for cash and cash equivalents, investments, other assets, other tiabilities,
accrued income or expense and certain other assets and liabilities approximate their fair value
due to their short-term nature.

Estimated fair values of investments are based on quoted market prices when available or
quoted market prices of similar investments.

For variable interest rate loans that are frequently re-priced, stated values are assumed to be
fair values. Fair values of other loans are estimated using discounted cash flow calculations
with market interest rates for similar groups of loans and maturity dates.

Fair value of deposits with no specified maturity term is their stated value. Fair value for other
deposits Is estimated using discounted cash flow calculations at market rates for similar
deposits.

Fair value of derivative financial instruments is established by referring to the appropriate
current market yields with matching terms of maturity. The fair values reflect the estimated
amounts that the Credit Union would receive or pay to terminate the contracts at the repotting
date.

The most significant assumption relates to the discount rates utilized. If the forward yield curve of
such instruments would increase by 10 basis points then the falr value of financlal assets would
decrease by $22,700 (2017 - $207,000) and the fair value of financial liabilities would decrease by
$8,200 (2017 - $77,000). A corresponding decrease of 10 basis points in the forward yield curve
would result in a $22,700 (2017 - $207,000) increase In the falr value of financial assets and a
$8,200 (2017 - $77,000) increase in the fair value of financial liabilities.

(CONTD)
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22. FINANCIAL INSTRUMENT CLASSIFICATION AND FAIR VALUE (CONT'D)
Estimated fair values of financial instruments are summarized as follows:

2018 2017
Fair Carrying Fair Canying
Value (FV) Value (EV) Change Vatue (FV) Valus (CV} Changs
Assels '
Cash and cash
equivalents $ 22373194 § 22,373,194 % - $ 33,681,637 $ 33,681,637 % -
Investments 6,302,359 6,304,359 {2,000) 7,802,564 7,802,564 -
Member loans 151,039,178 153,534,179 (2,495,000) 141,544,870 143,079,970 (1,535,000}
Other 133,214 133,214 - 175,384 175,384 -
$179.847,946 $ 182,344,946 §_(2,497.000) § 183204555 $184,739.555 § {1,635,000)
Liabilities ‘
Member deposlts  § 163,603,815  § 163,074,815 $ 526,000 $ 167,154,283 § 166,821,283 § 333,000
Other liabitifies 612,711 612,741 - 568,544 568 544 -
$164,216,556 $163,687.556 $ 620000 $167.722.827 $167,389827 § _ 333,000
Equity § 15!631!390 g 1&5657!390 § !3!025!0001 § 15481!728 é 17!3491728 i !15868!000)
(CONT'D)

36




VERMILION CREDIT UNION LIMITED
NOTES TO FINANCIAL STATEMENTS (CONT'D)

FOR THE YEAR ENDED OCTOBER 31, 2018

22, FINANCIAL INSTRUMENT CLASSIFICATION AND FAIR VALUE (CONT'D)

(b} Classification
Tha carrying amount of the Credit Unlen's finansial instruments by classification are as follows:

October 31, 2018

Falr Valua Qther
Through Profit Avallable-for- Held-to Leans and Financla
orloss Salg Maturity Becelvablos Liablitias Jotal
Gash and cash equivalents $ 3,023,124 % - 8 19,350,000 % - 8 - $ 22,873,194
Investments - 2,053,116 4,251,243 - - 6,304,359
Mamber loans - - . 153,534,179 - 153,634,179
Darivative assels 133,214 - - - - 133,214
Acceunts payable and
accrued Fablkiles - - - - (251,845) {251,845}
iember deposlts - - - - (163,074,815) {163,074,815)
Allocation payabie - - - - {174,300} {174,300}
Ingomse tax payable - - - - (53,382) {63,382)
Derlvative liabllities {133,214) - - - - (133,214)
Nat Financlal Assets {Liabillfies) $__ 5023194 § 2083116 §_ 2360243 153534178 § _(163664,342) $ 18,657,300
Cctobar 31, 2017
Fair Value Gther
Through Proflt Available-lor Hald-to Loans and Finargial
orloss Sale Matuyity Hecelvables Liatlillles Total
Cash and cash equivalents $ 5,631,637 § -5 28,060,000 $ - % - 8 33,681,637
Invesiments - 2,053,089 5,749,465 - - 7.802,564
Mambar loans - - - 143,079,970 - 143,079,970
Derivativa assets 175,384 - - - - 175,384
Arcounts payable and
accrued liabilitias - - - . (215,005} (215,008)
Member daposits - - - - {168,921,283) (166,821,283)
Allocatlon payabla - - - - (163,350) {163,350)
Income tex payabls - - - - {14,805} {14,805)
Derivative fatillities (175,584} - - - - {175,384)
Nat Financlal Assels {Liabilities) 3 5,631,637 § 2,063,009 $ 33799465 143079970 § (167214443 § 17349728

The accompanying notes are an integral part of these financial statements, 37
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22. FINANCIAL INSTRUMENT CLASSIFICATION AND FAIR VALUE (CONT'D)

(c) Fair Value Hierarchy

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

Tha inputs used for fair value measurements, including their classification with the raquired three
levels of the fair value hierarchy that prioritizes the inputs used for fair value measurement are as

follows:
Level 1 - unadjusted quoted prices in active markets for identical assets or liabilities;

Assets measured at fair value and classified as Level 1 include cash and cash equivalents and
derivatives.

Level 2 - inputs other than quoted prices that are observable for the asset or fiability either directly
or indirectly; and ‘ .

Level 3 - inputs that are not based on observable market dala.

Level 3 assets and liabilities would include financial instruments whose values are determined using
pricing models, discounted cash flow methodolegies, or similar techniques, as well as instruments
for which the determination of estimated fair value requires significant management judgment or
estimation. There are no assels measured at fair value classified as Level 3.

There were no transfers between fair value hierarchy levels for the years ended October 31, 2018
and 2017.
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SCHEDULE |

FOR THE YEAR ENDED OCTOBER 31, 2018

Personnsat
Salaries
Benefits
Training and other

Occupancy
Repairs and maintenance
Depreciation
Utilities
Property taxes

Security
Deposit guarantee assessment
Bonding
Insurance

Organization
Central dues
Directors’ expenses
Other
Directors' fees

General

Computer, cash and service charges

Office

Advertising and community support
Office eqguipment, rental and maintenance

Professional fees

Depreciation

Depreciation of intangible assets
Gourier and postage

Telephone

Travel

Loan associated expenses
Insurance

Loss on disposal of property and equipment

The accompanying noles are an integral part of these financial statements.

2018 2017

$ 1,828,303 § 1795272
240,991 235,255

92,361 _____ 100,261

2.161.745 2,139,788

49,002 42,972
36,542 36,228
36,236 35,356
26,799 25 958
148,579 140,514
150,324 146,614
27,836 24,901
2,821 3,005
180,981 174,520
42,323 45,292
20,964 17,250
20,346 9,753
19,550 17,450
103,183 89.745
542,993 494,698
116,156 113,671
81,995 60,516
57,053 61,750
55,839 58,522
50,806 63,819
50,371 50,780
33,866 34,957
30,762 31,637
23268 18,550
19,522 23,487
17,769 17,212
11,299 -

1,081,699 1,029,582

$_ 3686187 § 3,574,166
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