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Management's Responsibility

To the Members of Osoyoos Credit Union:

Management is responsible for the preparation and presentation of the accompanying consolidated financial statements, including
responsibility for significant accounting judgments and estimates in accordance with International Financial Reporting Standards and
ensuring that all information in the annual report is consistent with the statements. This responsibility includes selecting appropriate
accounting principles and methods, and making decisions affecting the measurement of transactions in which objective judgment is
required.

In discharging its responsibilities for the integrity and fairness of the consolidated financial statements, management designs and
maintains the necessary accounting systems and related internal controls to provide reasonable assurance that transactions are
authorized, assets are safeguarded and financial records are properly maintained to provide reliable information for the preparation of
consolidated financial statements.

The Board of Directors and Audit Committee are composed entirely of Directors who are neither management nor employees of the
Credit Union. The Board is responsible for overseeing management in the performance of its financial reporting responsibilities, and for
approving the financial information included in the annual report. The Audit Committee has the responsibility of meeting with
management, internal auditors, and external auditors to discuss the internal controls over the financial reporting process, auditing
matters and financial reporting issues. The Committee is also responsible for recommending the appointment of the Credit Union's
external auditors.

MNP LLP is appointed by the members to audit the consolidated financial statements and report directly to them; their report follows. The
external auditors have full and free access to, and meet periodically and separately with, both the Committee and management to
discuss their audit findings.

February 28, 2018

General Manager Controller



Independent Auditors’ Report

To the Members of Osoyoos Credit Union: 

We have audited the accompanying consolidated financial statements of Osoyoos Credit Union, which comprise the consolidated
statement of financial position as at December 31, 2017, and the consolidated statements of income, other comprehensive income,
changes in members' equity and cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

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

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

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

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

Opinion
In our opinion, the consolidated financ ial statements present fairly, in all material respects, the financial position of Osoyoos Credit
Union as at December 31, 2017 and its financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Kelowna, British Columbia

February 28, 2018 Chartered Professional Accountants

600 - 1628 Dickson Avenue, Kelowna, British Columbia, V1Y 9X1, Phone: (250) 763-8919, 1 (877)766-9735



Osoyoos Credit Union
Consolidated Statement of Financial Position

As at December 31, 2017

2017 2016

Assets
Cash 8,782,892 6,763,291
Investments (Note 5) 56,457,342 46,897,876
Members' loans receivable (Note 6) 75,877,249 78,427,628
Income taxes recoverable (Note 7) 44,990 -
Property, plant and equipment (Note 9) 2,752,434 2,865,797
Intangible assets (Note 8) 227,689 236,455
Other assets (Note 10) 241,854 363,511
Investment property (Note 11) 437,596 444,571

144,822,046 135,999,129

Liabilities
Member deposits (Note 12) 134,308,436 125,478,043
Income taxes payable (Note 7) - 24,146
Other liabilities 301,205 307,435
Deferred tax liabilities (Note 7) 100,238 95,932
Patronage dividends payable (Note 13) 173,774 174,997
Member shares (Note 13) 1,487,107 1,546,034

136,370,760 127,626,587

Commitments  (Note 18)

Members' equity
Member shares (Note 13) 207,740 214,583
Retained earnings 8,554,661 8,306,990
Accumulated other comprehensive income (loss) (311,115) (149,031)

8,451,286 8,372,542

144,822,046 135,999,129

Approved on behalf of the Board

Director Director

The accompanying notes are an integral part of these financial statements
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Osoyoos Credit Union
Consolidated Income Statement 

For the year ended December 31, 2017

2017 2016

Interest revenue
Interest on member loans 2,747,465 3,068,212
Interest on investments and deposits 1,085,506 734,471

3,832,971 3,802,683
Interest expense

Interest on member deposits 1,068,656 1,032,705

Net interest income 2,764,315 2,769,978
Provision for impaired loans (Note 6) 18,000 18,000

Financial margin 2,746,315 2,751,978
Other income 322,805 424,456

3,069,120 3,176,434

Operating Expenses
Deposit insurance 127,358 88,849
Amortization of intangible assets (Note 8) 58,973 49,095
Depreciation of property, plant and equipment (Note 9), (Note 11) 133,681 132,759
Director and committee expense 16,150 16,175
Distribution to members (Note 13) 171,140 172,291
Employee salaries and benefits 1,366,422 1,365,728
Occupancy and equipment 129,685 137,972
Operating and administrative expense (Note 14) 809,350 752,125

2,812,759 2,714,994

Operating income 256,361 461,440
Other items

Gain on disposal of property held for resale - 10,753

Income before income taxes 256,361 472,193

Provision for (recovery of) income taxes (Note 7)
Current 1,750 108,368
Deferred 4,306 (33,396)

6,056 74,972

Net income 250,305 397,221

The accompanying notes are an integral part of these financial statements
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Osoyoos Credit Union
Consolidated Statement of Other Comprehensive Income

For the year ended December 31, 2017

2017 2016

Net income 250,305 397,221

Other comprehensive income (loss)
Unrealized loss on available-for-sale investments, net of tax (162,084) (149,031)

Total comprehensive income for the year 88,221 248,190

The accompanying notes are an integral part of these financial statements
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Osoyoos Credit Union
Consolidated Statement of Changes in Members’ Equity

For the year ended December 31, 2017

Member
shares

Retained
earnings

Accumulated
other

comprehensive
income Total equity

Balance January 1, 2016 212,070 7,912,475 - 8,124,545

Net income - 397,221 - 397,221

Other comprehensive income for the year - - (149,031) (149,031)

Distribution to members - (2,706) - (2,706)

Issuance of member shares 2,513 - - 2,513

Balance December 31, 2016 214,583 8,306,990 (149,031) 8,372,542

Net income - 250,305 - 250,305

Other comprehensive income for the year - - (162,084) (162,084)

Distribution to members - (2,634) - (2,634)

Redemption of member shares (6,843) - - (6,843)

Balance December 31, 2017 207,740 8,554,661 (311,115) 8,451,286

The accompanying notes are an integral part of these financial statements
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Osoyoos Credit Union
Consolidated Statement of Cash Flows

For the year ended December 31, 2017

2017 2016

Cash provided by (used for) the following activities
Operating activities

Interest received from members’ loans 2,348,772 2,395,257
Interest and dividends received from investments 1,673,024 1,200,668
Fees, commissions and miscellaneous income received 322,805 430,526
Cash paid to suppliers and employees (2,335,713) (2,206,259)
Interest paid on deposits (1,007,985) (1,102,973)
Patronage and dividends paid (172,433) (217,456)
Income taxes paid (17,003) (15,045)

811,467 484,718

Financing activities
Net change in member deposits 8,769,719 11,562,674
Net change in member shares (65,769) (31,495)

8,703,950 11,531,179

Investing activities
Net change in members’ loans receivable 2,555,192 8,932,530
Net change in investments (9,987,457) (25,806,919)
Purchases of property, plant and equipment (13,343) (21,048)
Purchases of intangible assets (50,208) (55,699)
Proceeds from disposal of investment property - 204,750

(7,495,816) (16,746,386)

Increase (decrease) in cash resources 2,019,601 (4,730,489)
Cash resources, beginning of year 6,763,291 11,493,780

Cash resources, end of year 8,782,892 6,763,291

The accompanying notes are an integral part of these financial statements
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

1. Nature of operations

Reporting Entity

Osoyoos Credit Union (the "Credit Union") is incorporated under the Credit Union Incorporation Act of British Columbia and
is a member of Central 1 Credit Union Limited ("Central 1").  The Credit Union operates as one operating segment in the
loans and deposit taking industry in British Columbia. Products and services offered to its members include deposit
products, loan products and registered investment products. The Credit Union’s head office is located at 8312 Main Street,
Osoyoos, BC.

The consolidated financial statements of the Credit Union as at and for the year ended December 31, 2017 comprise the
Credit Union and its wholly owned subsidiary OCU Wealth Management Services Ltd. Together, these entities are referred
to as the Credit Union. 

Statement of compliance

The consolidated financial statements have been prepared in accordance with IFRS, issued by the International Accounting
Standards Board. The consolidated financial statements have been prepared in accordance with all IFRS issued and in
effect as at December 31, 2017.

These consolidated financial statements have been approved and authorized by the Board of Directors on February 28,
2018.

The preparation of consolidated 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 4. 

Basis of measurement

These consolidated financial statements are prepared under the historical cost convention, as modified by the revaluation of
available-for-sale financial assets and derivative financial instruments measured at fair value.

Functional and presentation currency

These consolidated financial statements are presented in Canadian dollars, which is the Credit Union’s functional currency. 

2. Change in accounting policies

Standards and Interpretations effective in the current period

The Credit Union adopted amendments to the following standards, effective January 1, 2017. Adoption of these
amendments had no effect on the Credit Union’s consolidated financial statements.

• IFRS 10 Consolidated financial statements

• IFRS 11 Joint arrangements

• IFRS 12 Disclosure of interests in other entities

• IAS 1 Presentation of financial statements

• IAS 16 Property, plant and equipment 

• IAS 27 Separate financial statements

• IAS 38 Intangible assets

3. Summary of significant accounting policies

The principle accounting policies adopted in the preparation of the consolidated financial statements are set out below. The
policies have been consistently applied to all the years presented, unless otherwise stated.
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

Cash

Cash includes cash on hand and deposits with Central 1 and cash balances held within an investment portfolio.

Cash is classified at fair value through profit or loss.

Investments - term deposits

These deposit instruments are classified as held-to-maturity and are initially measured at fair value plus transaction costs
that are directly attributable to their acquisition. Subsequently, they are carried at amortized cost, which approximates fair
value.

Investments - equity instruments

These instruments are classified as available-for-sale and are initially recognized at fair value plus transaction costs that are
directly attributable to their acquisition. Subsequently, they are carried at fair value, unless they do not have a quoted
market price in an active market and fair value is not reliably determinable in which case they are carried at cost. 

Changes in fair value, except for those arising from interest calculated using the effective interest rate, are recognized as a
separate component of other comprehensive income. 

Where there is a significant or prolonged decline in the fair value of an equity instrument (which constitutes objective
evidence of impairment), the full amount of the impairment, including any amount previously recognized in other
comprehensive income, is recognized in net income.

Purchases and sales of equity instruments are recognized on settlement date with any change in fair value between trade
date and settlement date being recognized in accumulated other comprehensive income.

On sale, the amount held in accumulated other comprehensive income associated with that instrument is removed from
equity and recognized in net income. 

Member loans

All member loans are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market and have been classified as loans and receivables. Member loans are initially measured at fair value, net of loan
origination fees and inclusive of transaction costs incurred. Member loans are subsequently measured at amortized cost,
using the effective interest rate method, less any impairment losses.

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

Member loan losses

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

Impairment of financial assets

For financial assets carried at amortized cost, the Credit Union first assesses individually whether objective evidence of
impairment exists for financial assets that are significant, or collectively for financial assets that are not individually
significant. If the Credit Union determines that no objective evidence of impairment exists for an individually assessed
financial asset, it includes the financial asset in a group of financial assets with similar credit risk characteristics and
collectively assessed them for impairment. Financial assets that are individually assessed for impairment and for which an
impairment loss is, or continues to be, recognized are not included in a collective assessment for impairment. 

If there is objective evidence that an impairment loss has occurred, the amount of the loss is measured as the difference
between the loan’s carrying amount and the present value of estimated future cash flows. The carrying amount of the
financial asset is reduced through the use of the provision for impaired financial assets and the amount of the impairment
loss is recognized in comprehensive income.
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

Financial assets, together with the associated provision for impairment are reported as a credit loss when there is no
realistic prospect of future recovery and when the Credit Union is in possession of the loan. Interest income is accrued until
the financial asset becomes a credit loss. 

The present value of the estimated future cash flows is discounted at the financial assets' original effective interest rate. The
calculation of the present value of estimated future cash flows reflects the projected cash flows including provisions for
impaired financial assets, prepayment losses, and costs to securitize and service financial assets.

Foreclosed assets

Foreclosed assets held for sale are initially recorded at the lower of cost and estimated net realizable value. Cost comprises
the balance of the loan at the date on which the Credit Union obtains title to the asset plus subsequent disbursements
related to the asset, less any revenues or lease payments received. Foreclosed assets are recorded as property held for
resale or investment properties. Foreclosed assets held for sale are subsequently valued at the lower of their carrying
amount and fair value less cost to sell.  Losses arising on reduction of the net realizable value are charged to net income.

Property, plant and equipment

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

Rate
Buildings 10-50 years
ATM equipment 7-15 years
Computer equipment 4-10 years
Furniture, fixtures and other 10-15 years

Depreciation methods, useful lives and residual values are reviewed annually and adjusted if necessary. 

Intangible assets

Intangible assets consist of computer software and licences. Computer software is not integral to the computer hardware
owned by the Credit Union. Software and licenses are initially recorded at cost and subsequently measured at cost less
accumulated amortization and any accumulated impairment losses. Amortization is recognized in net income and is
provided on a straight-line basis over the estimated useful life of the assets as follows:

Rate
Licences 5 years
Software 5-10 years

Amortization methods, useful lives and residual values are reviewed annually and adjusted if necessary.  

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 cost 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 income, except to the extent they reverse gains previously recognized in other
comprehensive income. 
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

Investment property

Investment property is stated at cost less accumulated depreciation and impairment losses. Cost includes expenditures that
are directly attributable to the acquisition of the asset.

All investment property having a limited useful life is depreciated using the straight-line method over the estimated useful
lives. Land has an unlimited useful life and is therefore not depreciated. Investment property is depreciated from the date of
acquisition.

The residual value, useful life and depreciation method is reviewed at least annually and adjusted if necessary.
The depreciation rate applicable during the current and comparative period is as follows:

Rate
Building 40 years

Member deposits

All member deposits are classified as other financial liabilities and are initially measured at fair value, net of any transaction
costs directly attributable to the issuance of the instrument and are subsequently measured at amortized cost, using the
effective interest rate method. 

Accounts payable and other payables

Liabilities for trade creditors and other payables are classified as other financial liabilities and initially measured at fair value
net of any transaction costs directly attributable to the issuance of the instrument and subsequently carried at amortized
cost using the effective interest rate method. 

Provisions

Provisions are recognized for liabilities of uncertain timing or amounts that have arisen as a result of past transactions,
including legal or constructive obligations. The provision is measured at the best estimate of the expenditure required to
settle the obligation at the reporting date. 

Members' shares

Members' shares issued by the Credit Union are classified as equity only to the extent that they do not meet the definition of
a financial liability. Shares that contain redemption features are accounted for using the partial treatment requirements of
IFRIC 2 Members' Shares in Cooperative Entities and Similar Instruments.

Distributions to members

Patronage distributions per member are determined based on member actual use of Credit Union services and on the
overall financial operations of the Credit Union in any given year. Patronage amounts are payable at the discretion of the
Board of Directors.

Revenue recognition

Revenue from the provision of services to members is recognized when earned, specifically when amounts are fixed or can
be determined and the ability to collect is reasonably assured.

Interest on loans is recorded on an accrual basis using the effective interest method.

Investment income is recorded on an accrual basis using the effective interest method.

Commissions and service charges are recognized as income when the related service is provided or entitlement to receive
income is earned. 

Loan negotiation fees are recognized using the effective interest rate method. Income recorded on prepayment or
renegotiation of fixed term loans is recognized when received. 
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

Income taxes

Income tax expense comprises current and deferred tax. Current tax and deferred tax are recognized in net income except
to the extent that it relates to a business combination, or items recognized directly in equity or in other comprehensive
income. 

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

Deferred tax assets and liabilities are recognized where the carrying amount of an asset or liability differs from its tax base,
except for taxable temporary differences arising on the initial recognition of goodwill and temporary differences arising on
the initial recognition of an asset or liability in a transaction which is not a business combination and at the time of the
transaction affects neither accounting or taxable earnings. 

Recognition of deferred tax assets for unused tax losses, tax credits and deductible temporary differences is restricted to
those instances where it is probable that future taxable profit will be available which allow the deferred tax asset to be
utilized. Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable
that the related tax benefit will be realized. 

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

Foreign currency translation

At the transaction date, each asset, liability, revenue and expense denominated in a foreign currency is translated into
Canadian dollars by the use of the exchange rate in effect at that date. At the year-end date, unsettled monetary assets and
liabilities are translated into Canadian dollars by using the exchange rate in effect at the year-end date and the related
translation differences are recognized in the statement of other comprehensive income. Exchange gains and losses on non-
monetary available-for-sale financial assets form part of the overall gain or loss recognized in respect of that financial
instrument. 

Financial instruments

All financial instruments are initially recognized on the statement of financial position at fair value at acquisition.
Measurement in subsequent periods depends on whether the financial instrument has been classified as fair value through
profit or loss, available-for-sale, held-to-maturity, loans and receivables, or other financial liabilities as described below.
During the year, there has been no reclassification of financial instruments. 

Fair value through profit or loss

Financial instruments classified as fair value through profit or loss are measured at fair value with unrealized gains and
losses recognized through profit or loss. The Credit Union's financial instruments classified as fair value through profit or
loss include cash, derivative assets and liabilities. 

Available-for-sale

Available-for-sale financial assets are subsequently measured at their fair value, with unrealized gains and losses
recognized in other comprehensive income. Certain equity instruments which do not trade in an open market and whose fair
value cannot be reliably measured are recorded at cost. Transactions to purchase or sell these items are recorded on the
settlement date. The Credit Union's financial instruments classified as available-for-sale include investments - equity
instruments and commercial bonds. 

Loans and receivables

Financial assets classified as loans and receivables are subsequently measured at their amortized cost. The Credit Union's
financial instruments classified as loans and receivables include member loans receivable, accrued interest and other
receivables. 
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

Held-to-maturity

Financial assets classified as held-to-maturity financial assets are subsequently measured at amortized cost using the
effective interest method. The Credit Union's financial instruments classified as held-to-maturity include term deposits.

Financial liabilities measured at amortized cost

Financial instruments classified as other financial liabilities include member deposits, member shares - liability and other
liabilities. Other financial liabilities are subsequently carried at amortized cost. 

Derecognition of financial assets

Derecognition of a financial asset occurs when:

• The Credit Union does not have rights to receive cash flows from the asset;

• The Credit Union has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the

received cash flows in full without material delay to a third party under a “pass-through" arrangement; and either:

• The Credit Union has transferred substantially all the risks and rewards of the asset, or

• The Credit Union has neither transferred nor retained substantially all the risks and rewards of the asset,

but has transferred control of the asset.

When the Credit Union has transferred its rights to receive cash flows from an asset or has entered into a pass-through
arrangement, and has neither transferred or retained substantially all of the risks and rewards of the asset nor transferred
control of the asset, the asset is recognized to the extent of the Credit Union’s continuing involvement in the asset. In that
case, the Credit Union also recognizes an associated liability. The transferred asset and the associated liability are
measured on a basis that reflects the rights and obligations that the Credit Union has retained.

A financial liability is derecognized when the obligation under the liability is discharged, cancelled or expires. Where an
existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of the
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original
liability and the recognition of a new liability, and the difference in the respective carrying amount is recognized in
comprehensive income.

Fair value measurements

The Credit Union classifies fair value measurements recognized in the statement of financial position using a three-tier fair
value hierarchy, which prioritizes the inputs used in measuring fair value as follows:

• Level 1: Quoted prices (unadjusted) are available in active markets for identical assets or liabilities;

• Level 2: Inputs other than quoted prices in active markets that are observable for the asset or liability, either directly or

indirectly; and

• Level 3: Unobservable inputs in which there is little or no market data, which require the Credit Union to develop its own

assumptions.

Fair value measurements are classified in the fair value hierarchy based on the lowest level input that is significant to that
fair value measurement. This assessment requires judgment, considering factors specific to an asset or a liability and may
affect placement within the fair value hierarchy. 

Standards issued but not yet effective

The Credit Union has not yet applied the following new standards, interpretations and amendments to standards that have
been issued as at December 31, 2017 but are not yet effective. Unless otherwise stated, the Credit Union does not plan to
early adopt any of these new or amended standards and interpretations.
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

IFRS 9 Financial instruments

The final version of IFRS 9 (2014) was issued in July 2014 as a complete standard including the requirements for
classification and measurement of financial instruments, the new expected loss impairment model and the new hedge
accounting model.  IFRS 9 (2014) will replace IAS 39 Financial instruments: recognition and measurement. IFRS 9 (2014) is
effective for reporting periods beginning on or after January 1, 2018.

IFRS 9 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 asset.  All financial assets, including hybrid contracts, are measured at FVTPL, fair
value through OCI or amortized cost.  For financial liabilities, IFRS 9 is substantially the same as was previously included in
IAS 39.

IFRS 9 also introduces an expected credit loss impairment model for all financial assets not measured at FVTPL. The
model has three stages:  (1) on initial recognition, a loss allowance is recognized and maintained equal to 12 months of
expected credit losses; (2) if credit risk increases significantly relative to initial recognition, the loss allowance is increased
to cover full lifetime expected credit losses; and (3) when a financial asset is considered credit-impaired, the loss allowance
continues to reflect lifetime expected credit losses and interest revenue is calculated based on the carrying amount of the
asset, net of the loss allowance, rather than its gross carrying amount. Changes in the loss allowance, including the
movement between 12 months and lifetime expected credit losses, is recorded in profit or loss.

The Credit Union is currently assessing the impact of this standard on its financial statements. The new impairment and
classification and measurement requirements will be applied by adjusting the Credit Union’s Statement of Financial Position
on January 1, 2018, the date of initial application of IFRS 9, with no restatement of comparative periods.

The adoption of IFRS 9 is expected to result in certain differences in the classification of financial assets when compared to
the Credit Union’s classification under IAS 39. 

The Credit Union continues to monitor and refine certain elements of its analysis of classification and measurement
differences and the impairment assessment in advance of the Credit Union’s December 31, 2018 financial statements.

IFRS 15 Revenue from contracts with customers

IFRS 15, issued in May 2014, will specify how and when entities recognize, measure, and disclose revenue. The standard
will supersede all current standards dealing with revenue recognition, including IAS 11 Construction contracts, IAS 18
Revenue, IFRIC 13 Customer loyalty programmes, IFRIC 15 Agreements for the construction of real estate, IFRIC 18
Transfers of assets from customers, and SIC 31 Revenue – barter transactions involving advertising services. The standard
provides a single, principles based five-step model to be applied to all contracts with customers, with certain exceptions.
The five steps are:
1. Identify the contract(s) with customers.
2. Identify the performance obligation(s) in the contract.
3. Determine the transaction price.
4. Allocate the transaction price to each performance obligation in the contract.
5. Recognize revenue when (or as) the entity satisfies a performance obligation.

IFRS 15 is effective for annual periods beginning on or after January 1, 2018. The Credit Union is currently assessing the
impact of this standard on its consolidated financial statements.
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Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

4. Critical accounting estimates and judgments

The Credit Union makes estimates and assumptions about the future that affect the reported amounts of assets and
liabilities. Estimates and judgments 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 estimates and assumptions.

Judgments

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

In determining the collective loan loss provision, management uses estimates based on historical loss experience for assets
with similar credit risk characteristics and objective evidence of impairment. Further details on the estimates used to
determine the allowance for impaired loans collective provision are provided in Note 6.

Estimates

The effect of a change in an accounting estimate is recognized prospectively by including it in comprehensive income 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. 

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

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 techniques used, in determining the fair value of the financial
instruments are disclosed in Note 16.

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 that the amount included in the tax liabilities. 
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5. Investments

2017 2016

Term deposits
Held to maturity

Term deposits due by March 31, 2018 or earlier, bearing interest between
0.70% - 1.20% 2,496,596 1,885,000
Term deposits due between April 1 and December 31, 2018, bearing
interest between 0.74% - 2.15% 7,806,260 10,929,610
Term deposits due more than 1 year, bearing interest between 0.89% -
2.65% 13,750,000 11,904,610
Accrued interest 138,936 136,445

24,191,792 24,855,665

Portfolio investments
Available for sale

Commercial bonds 31,390,748 21,336,199
Accrued interest 195,849 152,887

31,586,597 21,489,086

Equity Instruments
Central 1 shares - Class A 498,127 488,598
Central 1 shares - Class B - 4,893
Central 1 shares - Class E 116,335 59
Stabilization Credit Union Shares 141 141
CUPP Services Ltd. 43,194 43,194
Accrued dividends on Central 1 shares 21,156 16,240

678,953 553,125

56,457,342 46,897,876

Liquidity reserve deposit

The Credit Union must maintain liquid reserve deposits with Central 1 at 8% of total member deposits at December 31 each
year. The deposits can be withdrawn only if there is a sufficient reduction in the Credit Union's total member deposits 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.

Central 1 is the central financial association for the British Columbia and Ontario Credit Union systems. Investment in
shares of Central 1 is required by governing legislation and as a condition of membership in Central 1.
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6. Member loans receivable 

Principal and allowance by loan type:

2017

Principal
performing

Principal
impaired

Allowance
specific

Allowance
general

Net carrying
value

Commercial mortgages 20,922,109 - - - 20,922,109
Consumer loans 11,444,881 - - - 11,444,881
Commercial loans 2,187,668 - - - 2,187,668
Residential mortgages 41,231,427 - - 57,603 41,173,824
Accrued interest 148,767 - - - 148,767

Total 75,934,852 - - 57,603 75,877,249

2016

Principal
performing

Principal
impaired

Allowance
specific

Allowance
general

Net carrying
value

Commercial mortgages 18,628,264 - - - 18,628,264
Consumer loans 13,453,249 - - - 13,453,249
Commercial loans 1,910,466 - - - 1,910,466
Residential mortgages 44,334,671 - - 42,976 44,291,695
Accrued interest 143,954 - - - 143,954

Total 78,470,604 - - 42,976 78,427,628

The allowance for loan impairment changed as follows:

2017 2016

Balance, beginning of year 42,976 25,571
Provision for impaired loans 18,000 18,000

Subtotal 60,976 43,571
Less: accounts written off 3,373 595

Balance, end of year 57,603 42,976
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A loan is considered past due when a counterparty has not made a payment by the contractual due date. The table that
follows presents the carrying value of loans at year-end that are past due but not classified as impaired because they are
either i) less than 90 days past due, or ii) fully secured and collection efforts are reasonably expected to result in repayment.

1-29 days 30-89 days Over 90 days 2017

Personal 231,015 214,334 259,681 708,724
Commercial 39,919 - - 39,919

Total 270,934 214,334 259,681 748,643

1-29 days 30-89 days Over 90 days 2016

Personal - 1,301 268,608 269,909

Total - 1,301 268,608 269,909

The principal collateral and other credit enhancements the Credit Union holds as security for loans include (i) insurance,
mortgages over residential lots and properties, (ii) recourse to business assets such as real estate, equipment, inventory
and accounts receivable, (iii) recourse to commercial real estate properties being financed, and (iv) recourse to liquid
assets, guarantees and securities. Valuations of collateral are updated periodically depending on the nature of the
collateral. The Credit Union has policies in place to monitor the existence of undesirable concentration in the collateral
supporting its credit exposure. 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.

Loan portfolios and syndication

The Credit Union has included in its member loans, mortgage loan portfolios acquired in the normal course of operations.
The portfolio acquired includes personal mortgage loans totaling $3,748,642 (2016 - $9,673,558) and commercial mortgage
loans totaling $4,831,383 (2016 - $6,180,890). The loans are administered by the vendor credit union who collects
payments and remits on the Credit Union's behalf. 

Included in the Credit Union's loan portfolio are commercial syndicated loans that are recorded on the Credit Union's
financial records, but are administered by the lead lender on the Credit Union's behalf. The balance of the syndicated loans
as a participating lender is $12,722,637 (2016 - $12,387,346).
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7. Income taxes

The significant components of income tax expense included in net income are composed of:
2017 2016

Current income tax expense
Based on current year taxable income 26,722 134,420

Tax effects of amounts in other comprehensive income (24,972) (26,052)

1,750 108,368
Deferred income tax expense

Origination and reversal of temporary differences 4,306 (33,396)

6,056 74,972

The movement in 2017 deferred income tax assets and liabilities are:

Jan 1, 2017 Recognized
in net

income

Dec 31, 2017

Deferred income tax assets:
Retirement allowance 20,621 (4,527) 16,094
Other liabilities 830 (12) 818

21,451 (4,539) 16,912
Deferred income tax liabilities:
Property, plant and equipment 117,383 (233) 117,150

2017 net deferred tax liability (95,932) (4,306) (100,238)

Reasons for the difference between tax expense for the year and the expected income taxes based on the statutory tax rate
of 26.00% (2016 - 26.00%) are as follows:

2017 2016

Net income for the year 256,361 472,193

Income tax expense on the statutory rate 66,654 122,771
Preferred rate deduction for Credit Unions (132) (8,752)
Items not deductible for tax purposes (3,155) 31,337
Small business deduction (9,746) (44,337)
Other (26,899) 33,405

26,722 134,424
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The movement in 2016 deferred income tax assets and liabilities are:

Jan 1, 2016 Recognized in
net income

Dec 31, 2016

Deferred income tax assets:
Retirement allowance 25,899 (5,278) 20,621
Other liabilities 1,241 (411) 830

27,140 (5,689) 21,451
Deferred income tax liabilities:
Property, plant and equipment 156,468 (39,085) 117,383

2016 net deferred tax liability (129,328) 33,396 (95,932)

2017 2016

Deferred income tax assets to be settled after more than 12 months 16,912 21,451
Deferred income tax liabilities to be recovered after more than 12 months (117,150) (117,383)

(100,238) (95,932)

8. Intangible assets

Software Licences Total

Cost

Balance at December 31, 2015 333,879 105,667 439,546

Additions 55,699 - 55,699

Balance at December 31, 2016 389,578 105,667 495,245

Additions 50,207 - 50,207

Balance at December 31, 2017 439,785 105,667 545,452

Accumulated Amortization

Balance at December 31, 2015 158,757 50,938 209,695

Amortization expense 36,386 12,709 49,095

Balance at December 31, 2016 195,143 63,647 258,790

Amortization expense 46,557 12,416 58,973

Balance at December 31, 2017 241,700 76,063 317,763

Carrying amounts

December 31, 2016 194,435 42,020 236,455

December 31, 2017 198,085 29,604 227,689
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9. Property, plant and equipment

Land Buildings
Furniture and

fixtures Total

Cost

Balance at December 31, 2015 84,770 3,355,686 1,764,611 5,205,067

Additions - 12,558 8,490 21,048

Balance at December 31, 2016 84,770 3,368,244 1,773,101 5,226,115

Additions - - 13,343 13,343

Balance at December 31, 2017 84,770 3,368,244 1,786,444 5,239,458

Depreciation

Balance December 31, 2015 - 804,591 1,429,944 2,234,535

Depreciation expense - 62,841 62,942 125,783

Balance at December 31, 2016 - 867,432 1,492,886 2,360,318

Depreciation expense - 63,575 63,131 126,706

Balance at December 31, 2017 - 931,007 1,556,017 2,487,024

Net book value

December 31, 2016 84,770 2,500,812 280,215 2,865,797

December 31, 2017 84,770 2,437,237 230,427 2,752,434

10. Other assets

2017 2016

Accounts receivable 75,633 182,127
Prepaid expenses and deposits 166,221 181,384

241,854 363,511
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11. Investment properties

Changes to the carrying amount of investment properties are as follows: 
2017 2016

Carrying amount, beginning of year 444,571 645,144
Dispositions - (193,598)
Depreciation (6,975) (6,975)

Carrying amount, end of year 437,596 444,571

Fair value of investment properties as at December 31, 2017 is estimated at $470,638 (2016 – $470,638).

12. Member deposits

2017 2016

Demand deposits 67,694,510 65,971,359
Term deposits 45,370,056 39,948,197
Registered plans 20,658,885 19,031,761
Dormant account 23,611 22,352
Non-equity shares 39,690 43,361
Accrued interest 521,684 461,013

134,308,436 125,478,043

Included in registered plans are retirement savings plans, retirement income funds, educational savings plans, and tax free
savings accounts.

13. Members' shares

2017 2016

Authorized Equity Liability Equity Liability

Membership equity shares Unlimited 207,740 651,975 214,583 673,449
Investment equity shares Unlimited - 835,132 - 872,585

- 207,740 1,487,107 214,583 1,546,034

Membership or Investment shares are recognized as a liability, equity or compound instrument based on the terms and in
accordance with IAS 32 Financial Instrument Presentation and IFRIC 2 Members' Shares in Co-operative Entities
and Similar Instruments. If they are classified as equity, they are recognized at cost. If they are recognized as liability, they
are initially recognized at fair value net of any transaction costs directly attributable to the issuance of the instrument and
subsequently carried at amortized cost using the effective interest rate method.

Terms and conditions

Membership equity shares

As a condition of membership, which is required to use the services of the Credit Union, each member is required to hold a
certain amount of membership shares. These membership shares are redeemable at par only when a membership is
withdrawn subject to a 10% redemption maximum based on the prior years issued and outstanding total. The authorized
shares for new issuances of Class A shares is unlimited. Dividends are declared and paid at the discretion of the Board of
Directors. 
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Funds invested by members in member shares are not insured by CUDIC. The withdrawal of member shares is subject to
the Credit Union maintaining adequate regulatory capital (see Note 19), as is the payment of any dividends on these
shares. Member holdings of Class A membership share is limited to 1,000 shares. Membership shares that are available for
redemption are classified as a liability and shares subject to redemption restrictions are classified as equity.

Investment shares

Class B investment shares were issued to increase capital and are no longer offered by the Credit Union. They are non-
voting and are redeemable at par only when requested by a member. There is a 3,000 share limit which can be held by a
member. Investment shares are all available for redemption at any time and are therefore classified as a liability. Dividends
are declared and paid at the discretion of the Board of Directors.

Patronage amounts

Patronage distributions per member are determined based on member actual use of Credit Union services and on the
overall financial operations of the Credit Union in any given year. Patronage amounts are declared and paid at the
discretion of the Board of Directors. 

Distribution to members
2017 2016

Patronage distributions 131,403 130,981
Dividends on members' shares 42,371 44,016

173,774 174,997

Total patronage and dividends of $171,140 were recognized through income while $2,634 was recognized in equity (2016 -
$172,291 and $2,706, respectively).

14. Operating and administrative expenses

2017 2016

Advertising and promotion 109,242 85,228
Annual general meeting 3,903 3,189
Bank charges 58,884 59,126
Data processing 212,392 198,039
Education and travel 80,227 69,414
Insurance 24,514 22,376
Investment property expenses 8,883 12,737
Office 32,331 38,727
Other expenses 88,375 80,705
Professional fees 153,512 124,387
Savings and loans insurance 3,652 4,502
Scholarships 5,500 5,500
Telephone 27,935 48,195

809,350 752,125
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15. Related party transactions

Key management compensation of the Credit Union

The Credit Union entered into the following transactions with key management personnel ("KMP"), which are defined by IAS
24 Related Party Disclosures, as those persons having authority and responsibility for planning, directing and controlling the
activities of the Credit Union, including directors and management personnel, along with their close family members.

2017 2016

Salaries, and other short-term employee benefits 400,811 438,485
Total pension and other post-employment benefits 55,766 83,805

Total remuneration 456,577 522,290

Transactions with key management personnel

The Credit Union's policy for lending to key management personnel is that the loans are approved and accepted on the
same terms and conditions which apply to members for each class of loan.  There are nominal benefits and no
concessional terms and conditions applicable to related parties.

There are no loans that are impaired in relation to loan balances with KMP.
2017 2016

Member loans
Aggregate value of loans advanced 1,549,474 617,915
Interest received on loans advanced 21,426 17,248
Total value of lines of credit advanced 848,646 888,623
Interest received on lines of credit advanced 27,991 30,011
Unused value of lines of credit 894,554 820,577

2017 2016

Member deposits
Aggregate value of demand, term and registered deposits 1,221,203 1,944,098
Total interest paid on demand, term and registered deposits 33,883 13,791

The Credit Union's policy for receiving deposits from key management personnel is that all transactions are approved and
deposits accepted on the same terms and conditions which apply to Members for each type of deposit. There are no
benefits or concessional terms and conditions applicable to related parties.
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16. Fair value measurements

Recurring fair value measurements

The Credit Union’ s assets and liabilities measured at fair value on a recurring basis have been categorized into the fair
value hierarchy as follows:

2017
Fair Value Level 1 Level 2 Level 3

Assets
Financial assets at fair value through profit or loss
Cash 8,782,892 8,782,892 - -
Available-for-sale financial assets
Investments - equity instruments and portfolio investments 32,265,550 31,586,597 678,953 -

41,048,442 40,369,489 678,953 -

Liabilities - - - -

Total recurring fair value measurements 41,048,442 40,369,489 678,953 -

2016
Fair Value Level 1 Level 2 Level 3

Assets
Financial assets at fair value through profit or loss
Cash 6,763,291 6,763,291 - -
Available-for-sale financial assets
Investments - equity instruments and portfolio investments 22,042,211 21,489,086 553,125 -

28,805,502 28,252,377 553,125 -

Liabilities - - - -

Total recurring fair value measurements 28,805,502 28,252,377 553,125 -

Valuation techniques and inputs for recurring and non-recurring level 2 fair value measurements is as follows:
2017

Fair value measurement Fair Value Valuation technique(s) Inputs

Investments - equity instruments and portfolio
investments 678,953

Fair value is determined
to be equivalent to par
value for shares due to
the fact transactions
occur at par value on a
regular and recurring
basis. Equity shares 

2016
Fair value measurement Fair Value Valuation technique(s) Inputs

Investments - equity instruments and portfolio
investments 553,125

Fair value is determined
to be equivalent to par
value for shares due to
the fact transactions
occur at par value on a
regular and recurring
basis. Equity shares
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Asset and liabilities for which fair value is only disclosed

The following table analyses within the fair value hierarchy the Credit Union’s assets and liabilities (by class) not measured
at fair value at December 31, 2017 but for which fair value is disclosed:

2017
Fair Value Level 1 Level 2 Level 3

Assets
Member loans 76,246,249 - 76,246,249 -
Investments - Term Deposits 25,125,792 - 25,125,792 -
Other assets 75,633 - 75,633 -

Total assets 101,447,674 - 101,447,674 -

Liabilities
Member deposits 134,052,434 - 134,052,434 -
Other liabilities 474,979 - 474,979 -
Member shares - liability 1,487,107 - - 1,487,107

Total liabilities 136,014,520 - 134,527,413 1,487,107

2016
Fair Value Level 1 Level 2 Level 3

Assets
Member loans 79,076,032 - 79,076,032 -
Investments - Term Deposits 26,290,665 - 26,290,665 -
Other assets 182,127 - 182,127 -

Total assets 105,548,824 - 105,548,824 -

Liabilities
Member deposits 125,811,044 - 125,811,044 -
Other liabilities 506,578 - 506,578 -
Member shares - liability 1,546,034 - - 1,546,034

Total liabilities 127,863,656 - 126,317,622 1,546,034

17. Financial instrument risk management

General objectives, policies and processes

The Board 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
receives monthly reports from the Credit Union's General Manager 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 to the Credit Union if a counterparty to a financial instrument fails to meet its contractual
obligations. The Credit Union is mainly exposed to credit risk from claims against a debtor or indirectly from claims against a
guarantor of credit obligations.
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Risk measurement

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. 

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:

- General loan policy statements including approval of lending policies, eligibility for loans, exceptions to policy, policy
violations, liquidity, and loan administration;
- Loan lending limits including Board of Director limits, schedule of assigned limits and exemptions from aggregate
indebtedness;
- Loan collateral security classifications which set loan classifications, advance ratios and amortization periods;
- 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, delinquent loans and
overdraft utilization. The Board of Directors also receives an analysis of loans written off and allowance for doubtful loans
quarterly.

For the current year, the amount of financial assets that would otherwise be past due or impaired whose terms have been
renegotiated is $nil (2016 - $nil). 

A sizeable portfolio of the loan book is secured by residential property in Osoyoos, British Columbia. Therefore, the Credit
Union is exposed to the risks in reduction of the loan to valuation ratio cover should the property market be subject to a
decline. The risk of losses from loans undertaken is primarily reduced by the nature and quality of the security taken.

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. 

Liquidity risk

Liquidity risk is the risk that the Credit Union will not be able to meet all cash outflow obligations as they come due. The
Credit Union mitigates this risk by monitoring cash activities and expected outflows so as to meet all cash outflow
obligations as they fall due. 

Risk measurement

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. 

Objectives, policies and procedures

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

Provisions of the Financial Institutions Act of British Columbia require the Credit Union to maintain a prudent amount of
liquid assets in order to meet member withdrawals. The Credit Union must maintain a minimum liquidity ratio of 8%. 

The Credit Union manages its liquidity risk by:

- Continuously monitoring actual daily cash flows and longer term forecasted cash flows;
- Monitoring the maturity profiles of financial assets and liabilities;
- Maintaining adequate reserves, liquidity reserves, liquidity support facilities and reserve borrowing facilities; and 
- Monitoring the liquidity ratios monthly. 
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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
throughout the fiscal year. At December 31, 2017, the Credit Union liquidity deposits exceeded the minimum requirement by
$10,856,399 (2016 - $13,940,844).

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a result of market
factors. Market factors include two types of risk: interest rate risk and currency 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 goal is to manage the foreign exchange risk of the balance sheet to a target level. The Credit Union
continually monitors the effectiveness of its foreign exchange mitigation activities. 

Risk measurement

The Credit Union's position is measured monthly. Measurement of risk is based on rates charged to clients as well as
currency purchase costs.

Objectives, policies and procedures

The Credit Union's exposure to changes in currency exchange rates shall be controlled by limiting the unhedged foreign
currency exposure to $500,000 (2016 - $500,000) in US funds.  For the year ended December 31, 2017, the Credit Union's
exposure to foreign exchange risk was within the controlled limits. 

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. 

Interest rate risk

Traditional financial activities, such as deposit taking and lending, expose the Credit Union to market risk, of which interest
rate risk is the largest component. The Credit Union's goal is to manage the interest rate risk of the balance sheet to a
target level. The Credit Union continually monitors the effectiveness of its interest rate mitigation activities. 

Risk measurement

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

Objectives, policies and procedures

The Credit Union's major source of income is financial margin, the difference between interest earned on investments and
members loans (assets) and interest paid on member deposits (liabilities). The objective of asset/liability management is to
match interest-sensitive assets with interest-sensitive liabilities as to amount and as to term to their interest rate repricing
dates, thus minimizing fluctuations of income during periods of changing interest rates.

Schedules of matching and interest rate vulnerability are regularly prepared and monitored by Credit Union management
and reported to the Board on a quarterly basis. Board reports are then submitted to FICOM on a monthly basis. 

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

26



Osoyoos Credit Union
Notes to the Consolidated Financial Statements

For the year ended December 31, 2017

(In thousands)

2017 2016

Variable rate Within 1 year
Within 1 to 5

years
Non-Interest

Sensitive Total Total

Assets
Cash 8,783 - - - 8,783 6,763

Effective interest rate % 1.40 - - - 1.40 1.40
Investments - 10,328 45,450 679 56,457 46,898

Effective interest rate % - 2.50 2.37 - 2.39 1.96
Member loans 15,779 17,623 42,475 - 75,877 78,427

Effective interest rate % 4.40 3.64 5.08 - 4.80 3.54
Other assets - - - 76 76 182

24,562 27,951 87,925 755 141,193 132,270

Liabilities
Member deposits 32,223 34,142 26,724 41,220 134,309 125,478

Effective interest rate % 0.55 1.34 1.79 - 1.70 1.77
Other liabilities and
member shares - - - 2,006 2,006 2,053

32,223 34,142 26,724 43,226 136,315 127,531

Net sensitivity (7,661) (6,191) 61,201 (42,471) 4,878 4,739

Based on the current financial instruments, it is estimated that a 1.0% increase in prime interest rate would increase
financial margin by $35,200 (2016 - $138,550). A 1.0% decrease in the prime interest rate would decrease financial margin
by $32,810 (2016 - $98,480).

18. Commitments

Contractual obligations

The Credit Union has a commitment to acquire on-line data processing services through Open Solutions Canada that
expires in December 2021. The fixed annual payments for core contracted services is $62,160 plus a variable charge based
on use. The total charge for the year was $212,392 (2016 - $198,039).

Credit facilities

The Credit Union has available to it, through Central 1, a $750,000 CAD and $250,000 USD demand operating line of credit
secured by a demand debenture and the general assignment of book debts. The outstanding balance at December 31,
2017 was $nil (2016 - $nil).

Member loans

The Credit Union has the following commitments to its members in loans, unused lines of credit and letters of credit:

2017 2016

Unadvanced loans 268,891 665,311
Unused lines of credit 12,925,793 13,496,265
Letters of credit 84,500 148,067
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19. Capital management

In managing its capital, the Credit Union's primary objective is to ensure it maintains adequate liquidity to meet its financial
obligations, make necessary capital purchases and support ongoing business. The Credit Union monitors and assesses its
financial performance to ensure it is meeting its objectives.

The Financial Institutions Act (British Columbia) requires the Credit Union to maintain, at all times, a capital base which is
adequate in relation to the business carried on. The level of capital required is based on a prescribed percentage of the total
value of risk weighted assets, each asset of the Credit Union being assigned a risk factor based on the probability that a
loss may be incurred on the ultimate realization of that asset. 

The Financial Institutions Act (British Columbia) regulations prescribe that the minimum required capital ratio exceeds 8.0%
for the Credit Union's fiscal year. At December 31, 2017, the Credit Union's capital ratio is 20.34% (2016 - 21.60%),
exceeding the minimum requirement.

The Credit Union considers its capital to include membership shares (member shares and investment shares), and
undivided earnings. There have been no changes in what the Credit Union considers to be capital since the previous period.

The Credit Union establishes the risk weighted value of its assets in accordance with the Regulations of Credit Union which
establishes the applicable percentage for each class of assets. The Credit Union's risk weighted value of its assets as at
December 31, 2017 was $55,901,560 (2016 - $51,170,328). 

2017 2016

Primary capital
Retained earnings 8,554,661 8,306,989
Membership equity shares 911,873 940,447
Deferred income tax 100,238 95,932

9,566,772 9,343,368

Secondary capital
Share of system retained earnings 1,079,000 957,000
Other equity shares 951,561 989,833
Deductions from capital (227,689) (235,128)

11,369,644 11,055,073
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