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Sunshine Coast Credit Union

We have audited the accompanying consolidated financial statements of Sunshine Coast Credit
Union (the “credit union”), which comprise the consolidated statement of financial position as
at December 31, 2011, and the consolidated statement of earnings and comprehensive income,
consolidated statement of changes in members’ equity, and consolidated statement of cash
flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Management’s responsibility for the financial statements

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

Auditor’s responsibility

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

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

Audit « Tax * Advisory
Grant Thornton LLP. A Canadian Member of Grant Thornton International Ltd
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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 financial statements present faitly, in all material respects, the
consolidated financial position of Sunshine Coast Credit Union as at December 31, 2011, and
its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards.

Comparative information

Without modifying our opinion, we draw attention to Note 23 to the consolidated financial
statements which describes that Sunshine Coast Credit Union adopted International Financial
Reporting Standards on January 1, 2011, with a transition date of January 1, 2010. These
standards were applied retrospectively by management to the comparative information in these
consolidated financial statements, including the consolidated statements of financial position as
at December 31, 2010 and January 1, 2010, the consolidated statement of earnings and
comprehensive income, and the consolidated statement of cash flows for the year ended
December 31, 2010, and related disclosures. We were not engaged to report on the restated
comparative information and, as such, it is unaudited.

gwm LLP

Vancouver, Canada

February 22, 2012 Chartered accountants



Sunshine Coast Credit Union
Consolidated statement of financial position

December 31 December 31 January 1
2011 2010 2010
(Unaudited) (Unaudited)
Assets
Cash and cash equivalents (Note 5) $ 18,727,739 $ 24,002,143 $ 22,434,159
Investments (Note 6) 34,481,072 40,693,035 36,600,824
Loans (Note 7) 302,386,780 283,140,280 274,003,638
Property and equipment (Note 9) 5,959,019 6,124,120 6,330,613
Intangible assets (Note 9) 434,301 385,932 120,926
Other assets (Note 11) 312,186 658,334 547,570
Deferred income tax asset (Note 14) - 63,000 121,000
$ 362,301,097 $ 355,066,844 $ 340,158,730
Liabilities
Deposits (Note 12) $ 333,516,637 $ 327,542,651 $ 314,362,645
Payables and other liabilities 1,217,463 1,270,191 948,917
Deferred income tax liability (Note 14) 29,000 - -
334,763,100 328,812,842 315,311,562
Members' equity
Patronage and investment shares (Note 15) 4,168,952 4,323,615 4,440,265
Retained earnings 23,342,898 21,923,106 20,353,604
Accumulated other comprehensive income 26,147 7,281 53,299
27,537,997 26,254,002 24,847,168
$ 362,301,097 $ 355,066,844 $ 340,158,730

Commitments (Note 22)

Signed on behalf of the boarg of directors by:
% Director é z" :; 5 Director

See accompanying notes to the consolidated financial statements.



Sunshine Coast Credit Union

Consolidated statement of earnings and comprehensive

income
Year ended December 31 2011 2010
(Unaudited)
Financial income
Interest on loans 14,032,236 $ 13,812,251
Other interest revenue 1,180,057 1,308,711
15,212,293 15,120,962
Financial expense
Interest on deposits 4,892,355 5,432,315
Provision on loans (Note 8) (403) 325,837
4,891,952 5,758,152
Financial margin 10,320,341 9,362,810
Other income (Note 16) 2,472,017 2,843,310
12,792,358 12,206,120
Operating expenses
Deposit insurance 196,169 156,860
Depreciation and amortization 569,730 484,566
Director and committee expense 46,156 47,678
Distributions to members (Note 15) 734,319 585,710
Employee salaries and benefits 5,458,324 5,223,353
Other operating and administrative (Note 17) 3,353,622 3,257,748
Lease costs 60,058 58,276
Occupancy 413,934 370,826
10,832,312 10,185,017
Earnings before income taxes 1,960,046 2,021,103
Provision for income taxes (Note 14)
Current income tax 338,584 268,794
Deferred income tax 92,000 58,000
430,584 326,794
Net earnings for the year 1,529,462 1,694,309
Other comprehensive income (net of tax)
Change in unrealized gains on available-for-sale
investments 18,866 (46,018)
Total comprehensive income for the year 1,548,328 $ 1,648,291

See accompanying notes to the consolidated financial statements.



Sunshine Coast Credit Union

Consolidated statement of changes in members’ equity

Year ended December 31, 2011

Accumulated

other
Members' Retained comprehensive
shares earnings income Total
Balance at January 1, 2010
(unaudited) $ 4,440,265 $ 20,353,604 $ 53,299 $ 24,847,168

Net earnings - 1,694,309 - 1,694,309
Distributions to members

(Note 15) - (124,807) - (124,807)
Issue of members’ shares - - - -
Redemption of equity’ shares (116,650) - - (116,650)
Change in unrealized gains -

on available-for-sale

investments - - (46,018) (46,018)

Balance on December 31, 2010
(unaudited) 4,323,615 21,923,106 7,281 26,254,002

Net earnings - 1,529,462 - 1,529,462
Distributions to members

(Note 15) - (109,670) - (109,670)
Issue of members’ shares - - - -
Redemption of members’ shares (154,663) - - (154,663)
Change in unrealized gains -

on available-for-sale

investments - - 18,866 18,866

Balance on December 31,2011 $ 4,168,952 $ 23,342,898 $

26,147 $ 27,537,997

See accompanying notes to the consolidated financial statements.



Sunshine Coast Credit Union

Consolidated statement of cash flows

Year ended December 31 2011 2010
(Unaudited)
Cash derived from (applied to)
Operating activities
Net earnings for the year $ 1,529,462 $ 1,694,309
Adjustments for:
Realized gain from disposal of equipment (855) (8,583)
Change in accumulated other comprehensive income 18,866 (46,018)
Change in deferred income tax 92,000 58,000
Depreciation and amortization 569,730 484,566
Provision on loans (403) 325,837
Change in payable and accruals (52,728) 321,274
Change in income taxes payable (receivable) 229,884 (205,836)
Change in interest accruals (100,347) (124,069)
Total cash inflows from operating activities 2,285,609 2,499,480
Investing activities
Deposit with Central 1 Credit Union (net) 6,752,193 (4,066,711)
Investments (net) (423,872) 69,568
Change in member activities (net)
Change in loans (19,170,683) (9,490,183)
Change in deposits 5,998,825 13,331,783
Purchase of equipment (453,223) (544,883)
Proceeds from the sale of equipment 1,080 10,387
Total cash outflows from investing activities (7,295,680) (690,039)
Financing activities
Change in member shares (154,663) (116,650)
Dividends on member shares, net (109,670) (124,807)
Total cash outflows from financing activities (264,333) (241,457)
Net (decrease) increase in cash resources (5,274,404) 1,567,984
Cash resources, beginning of year 24,002,143 22,434,159
Cash resources, end of year $ 18,727,739 $ 24,002,143

See accompanying notes to the consolidated financial statements.



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

1. Governing legislation and nature of operations

The credit union is incorporated under the Credit Union Incorporation Act of British Columbia and its
operations are subject to the Financial Institutions Act of British Columbia. The credit union serves
members principally in British Columbia. Products and services offered to its members include
mortgages, personal and commercial loans, chequing and savings accounts, term deposits, registered
retirement savings plans (“RRSPs”), Registered retirement income funds (“RRIFs”), automated
banking machines ("ABMs"), debit and credit cards and internet banking. The credit union’s head
office is located at 985 Gibsons Way, Gibsons, BC, VON 1VO0.

These consolidated financial statements have been approved and authorized for issue by the board of
directors on February 22, 2012.

2. Basis of presentation and statement of compliance

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

These are the first consolidated financial statements that the credit union has prepared in accordance
with IFRS, having previously prepared consolidated financial statements in accordance with pre-
changeover Canadian generally accepted accounting principles (pre-changeover Canadian “GAAP”).
Details of how the transition from pre-changeover Canadian GAAP to IFRS has affected the financial
position, financial performance and cash flows are disclosed in Note 23.

These consolidated financial statements were prepared under the historical cost convention, as
modified by the revaluation of available-for-sale financial assets.

The credit union’s functional and presentation currency is the Canadian dollar.

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.

3. Summary of significant accounting policies

Basis of consolidation

The consolidated financial statements consolidate those of the credit union and its subsidiary, SunCu
Financial Services Inc. The subsidiary is an entity over which the credit union has the power to control
the financial and operating policies. The subsidiary has a reporting date of December 31.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits with banks, and other short-term highly

liquid investments with original maturities of three months or less; for the purpose of the statement of
cash flows, bank overdrafts that are repayable on demand.



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
Financial instruments

Financial assets and financial liabilities are recognized when the credit union becomes a party to the
contractual provisions of the financial instrument.

Financial assets are derecognized when contractual rights to the cash flows from the financial asset
expire, or when the financial asset and all substantial risks and rewards are transferred.

A financial liability is derecognized when it is extinguished, discharged, cancelled or expires.

Financial assets and financial liabilities are initially measured at fair value plus transactions costs,
except for financial assets and financial liabilities carried at fair value through profit or loss, which are
initially measured at fair value.

Subsequent measurement of financial assets and financial liabilities is as described below.
Financial assets

For the purpose of subsequent measurement, financial assets are classified into the following
categories upon initial recognition:

¢ loans and receivables;

o financial assets at fair value through profit or loss;
¢ held to maturity investments; and

¢ available-for-sale financial assets.

The category determines subsequent measurement and whether any resulting income and expense is
recognized in profit or loss or in other comprehensive income.

At least at each reporting date, all financial assets except for those at fair value through profit or loss
are subject to a review for impairment. Financial assets are impaired when there is any objective
evidence that a financial asset or a group of financial assets is impaired. Different criteria to determine
impairment are applied for each category of financial assets, which are described below.

All income and expenses relating to financial assets that are recognized in profit or loss are presented
within financial income' or 'financial expense'.

Loans and receivables
Cash and cash equivalents and member loans are classified as loans and receivables.

All member loans are non-derivative financial assets with fixed or determinable payments that are not
guoted 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. 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 for all
loans is accounted for on the accrual basis.



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
Financial instruments (continued)
Loans and receivables (continued)

If there is objective evidence that an impairment loss on member loans carried at amortized cost has
been incurred, the amount of the loss is measured as the difference between the loans’ carrying
amount and the present value of expected cash flows discounted at the loans’ original effective
interest rate, short-term balances are not discounted.

The credit union first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant. If it is determined that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, the asset is
included in a group of financial assets with similar credit risk characteristics and that group of financial
assets is collectively assessed for impairment. 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 of impairment. The expected future cash outflows for a group of financial assets with
similar credit risk characteristics are estimated based on historical loss experience.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized, the previously
recognized impairment loss is reversed. Any subsequent reversal of an impairment loss is recognized
in net income.

Loans

Loans 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 amount is unlikely. Loans 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.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturity other than loans and receivables.

Investments are classified as held-to-maturity if the credit union has the intention and ability to hold
them until maturity. The credit union currently holds liquidity term deposits designated into this
category.

Held-to-maturity investments are measured subsequently at amortized cost using the effective interest
method. If there is objective evidence that the investment is impaired, determined by reference to
external credit ratings, the financial asset is measured at the present value of estimated future cash
flows.

Any changes to the carrying amount of the investment, including impairment losses, are recognized in
profit or loss.



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
Financial instruments (continued)
Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are either designated to this
category or do not qualify for inclusion in any of the other categories of financial assets. The credit
union’s available-for-sale financial assets include the credit union’s investments in Central 1 Credit
Union (“Central 1”) bid deposits, Central 1 shares and shares in CUPP and Stabilization Central.

The share investments are measured at cost less any impairment charges, as their fair value cannot
currently be estimated reliably. Impairment charges are recognized in profit or loss.

All other available-for-sale financial assets are measured at fair value. Gains and losses are
recognized in other comprehensive income and reported within the available-for-sale reserve within
members’ equity, except for impairment losses, which are recognized in profit or loss. When the asset
is disposed of or is determined to be impaired the cumulative gain or loss recognized in other
comprehensive income is reclassified from the members’ equity reserve to profit or loss and presented
as a reclassification adjustment within other comprehensive income. Interest calculated using the
effective interest method and dividends are recognized in profit or loss within 'other income'.

Reversals of impairment losses are recognized in other comprehensive income, except for financial
assets that are debt securities which are recognized in profit or loss only if the reversal can be
objectively related to an event occurring after the impairment loss was recognized.

Financial liabilities

The credit union’s financial liabilities include deposits and other liabilities and members’ shares.
Financial liabilities are measured subsequently at amortized cost using the effective interest method,
except for financial liabilities held for trading or designated at fair value through profit or loss, that are

carried subsequently at fair value with gains or losses recognized in profit or loss.

All interest related charges and, if applicable, changes in an instrument's fair value that are reported in
profit or loss are included within 'other interest revenue' or ‘other interest expense'.

Property and equipment

Property 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 to a maximum as follows:

Buildings and renovations 40 years
Building components 15 - 30 years
Computer hardware 5 years
Furniture and fixtures 10 years
Leasehold improvements Lease term

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

10



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
Property and equipment (continued)

Gains or losses arising on the disposal of property and equipment are determined as the difference
between the disposal proceeds and the carrying amount of the assets and are recognized in profit or
loss within 'other income' or 'other expenses'.

Intangible assets

Intangible assets include acquired computer software used in administration that qualifies for
recognition as an intangible asset. Software is initially accounted for using the cost model whereby
capitalized costs are amortized on a straight-line basis over its estimated useful life of not more than
5 years. Residual values and useful lives are reviewed at each reporting date.

Amortization has been included within 'depreciation and amortization'. Acquired computer software
licences are capitalized on the basis of the costs incurred to acquire and install the specific software.
Costs associated with maintaining computer software are expensed as incurred.

Income taxes

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

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

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

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

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

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

Changes in deferred tax assets or liabilities are recognised as a component of tax income or expense
in profit or loss.

11



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
Deposits

All member deposits are initially measured at fair value, net of any transaction costs directly
attributable to the issuance of the instrument.

Member deposits are subsequently measured at amortized cost, using the effective interest rate
method.

Post employment benefit and short-term employee benefits

Short-term employee benefits, including holiday entitiement, are current liabilities included in 'other
liabilities', measured at the undiscounted amount that the credit union expects to pay as a result of the
unused entitlement.

The credit union participates in a multi-employer defined benefit pension plan; however, sufficient
information is not available to use defined benefit accounting. Therefore, the credit union accounts for
the plan as if it were a defined contribution plan, recognizing contributions as an expense in the year to
which they relate.

Provisions

Provisions are recognized when present obligations as a result of a past event will probably lead to an
outflow of economic resources from the credit union and amounts can be estimated reliably. Timing or
amount of the outflow may still be uncertain. A present obligation arises from the presence of a legal
or constructive commitment that has resulted from past events, for example, legal disputes or onerous
contracts. Provisions are not recognized for future operating losses.

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

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

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

Members’ shares are classified as liabilities or as member equity according to their terms. Where
shares are redeemable at the option of the member, either on demand or on withdrawal from
membership, the shares are classified as liabilities. Where shares are redeemable at the discretion of
the credit union board of directors, hamely patronage and investment shares, the shares are classified
as equity.

Patronage distributions

Patronage distributions are accrued when approved by the board of directors.

12



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

3. Summary of significant accounting policies (continued)
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.

Mortgage prepayment fees and other administrative fees are recognized in other interest revenue
when received.

Leased assets

The economic ownership of a leased asset is transferred to the lessee if the lessee bears substantially
all the risks and rewards related to the ownership of the leased asset. The related asset is then
recognized at the inception of the lease at the fair value of the leased asset or, if lower, the present
value of the lease payments plus incidental payments, if any. A corresponding amount is recognized
as a finance leasing liability, irrespective of whether some of these lease payments are payable up-
front at the date of inception of the lease. Currently, the credit union does not have any finance
leases.

All other leases are treated as operating leases. Payments on operating lease agreements are
recognized as an expense on a straight-line basis over the lease term. Associated costs, such as
maintenance and insurance, are expensed as incurred.

Where substantially all of the risks and rewards incidental to ownership are not transferred to the credit
union (an "operating lease"), the total rentals payable under the lease are charged to the statement of
earnings and comprehensive income on a straight-line basis over the lease term.

Foreign currency translation

Foreign currency transactions are translated into the functional currency of the credit union using the
exchange rates prevailing at the dates of the transactions (spot exchange rate). Foreign exchange
gains and losses resulting from the settlement of such transactions and from remeasurement of
monetary items at year end exchange rates are recognized in profit or loss.

Standards, amendments and interpretations not yet effective

Certain new standards, amendments and interpretations have been published that are mandatory for
the credit union’s accounting periods beginning on or after January 1, 2012, that the credit union has
decided not to early adopt. The standards, amendments and interpretations that will be relevant to the
credit union are:

Fair value measurement

IFRS 13 Fair Value Measurement defines fair value, provides guidance on the measurement of fair
value, and requires disclosures about fair value measurements. IFRS 13 does not determine when
an asset, a liability or an entity’s own equity instrument is measured at fair value. Rather, the
measurement and disclosure requirements of IFRS 13 apply when another IFRS requires or permits
the item to be measured at fair value (with limited exceptions). The standard is effective for annual
periods beginning on or after January 1, 2013. The credit union is in the process of evaluating the
impact of the new standard.

13



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

4. Estimation uncertainty

When preparing the consolidated financial statements, management undertakes a number of
judgments, estimates and assumptions about the recognition and measurement of assets, liabilities,
income and expenses.

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. Information about the significant
judgments, estimates and assumptions that have the most significant effect on the recognition and
measurement of assets, liabilities, income and expenses are discussed below.

Useful lives of depreciable assets

Management reviews the useful lives of depreciable assets at each reporting date. At December 31,
2011, management assesses that the useful lives represent the expected utility of the assets to the
credit union. The carrying amounts are analyzed in Note 9. Actual results, however, may vary due to
technical obsolescence, particularly for software and IT equipment.

Fair value of financial instruments

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

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

Member loan loss provision

In determining whether an impairment loss should be recorded in the statement of earnings and
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 judgment 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 8.

Income taxes

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

14



Sunshine Coast Credit Union

Notes to the consolidated financial statements

December 31, 2011

5. Cash and cash equivalents

The credit union’s cash and current accounts are held with Central 1. The average yield on the

accounts at December 31, 2011 is 2.18% (2010: 2.10%).

December 31

2011

Cash and current accounts $ 11,794,124
Term deposits and accrued interest

Callable or maturing in three months or less 6,933,615

December 31 January 1
2010 2010
(Unaudited) (Unaudited)

$ 13,332,464 $ 15,065,359

10,669,679 7,368,800

$ 18,727,739

$ 24,002,143 $ 22,434,159

6. Investments

The following tables provide information on the investments by type of security and issuer. The
maximum exposure to credit risk would be the fair value as detailed below.

December 31

December 31 January 1
2010 2010
(Unaudited) (Unaudited)

$ 39,800,925 $ 35,734,218

802,002 776,498
87,880 87,880
324 324
1,904 1,904

2011
Shares
Term deposits and accrued interest
callable or maturing in more than

three months $ 33,048,816
Central 1 Credit Union 1,335,485
CUPP Services Ltd. 94,543
Stabilization Central Credit Union 324
Other equity investments 1,904
$ 34,481,072

$ 40,693,035 $ 36,600,824

The credit union must maintain liquidity reserves with Central 1 at 8% of total assets at December 31
each year. The deposits can be withdrawn only if there is a sufficient reduction in the credit union’s
total assets or upon withdrawal of membership from Central 1. The liquidity reserves are due within
one year. At maturity, these deposits are reinvested at market rates for various terms.

Non-callable term deposits are due between three months and one year. The carrying amounts for
deposits approximate fair value due to their having similar characteristics as cash and cash

equivalents.

The shares in Central 1 are required as a condition of membership and are redeemable upon
withdrawal of membership or at the discretion of the board of directors of Central 1. In addition, the
member credit unions are subject to additional capital calls at the discretion of the board of directors.

15



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

6. Investments (continued)

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

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

Dividends on these shares are at the discretion of the board of directors of Central 1.

7. Loans December 31 December 31 January 1
2011 2010 2010
(Unaudited) (Unaudited)
Personal loans

Residential mortgages 226,495,712 214,922,873 209,142,248
Other 16,886,658 17,263,563 23,209,562

Commercial loans
Mortgages 55,455,430 47,602,804 33,816,717
Other 4,632,353 4,677,478 9,029,506
303,470,153 284,466,718 275,198,033
Accrued interest receivable 523,594 448,086 475,795
303,993,747 284,914,804 275,673,828
Allowance for impaired loans (Note 8) (1,606,967) (1,774,524) (1,670,190)
Net loans to members $ 302,386,780 $ 283,140,280 $ 274,003,638

Terms and conditions
Member loans can have either a variable or fixed rate of interest with a maturity date of up to 7 years.

Variable rate loans are based on a "prime rate" formula, ranging from prime minus 0.50% to prime
plus 8%. The credit union’s prime rate at December 31, 2011 was 3.00%.

The interest rate offered on fixed rate loans being advanced at December 31, 2011 ranges from 3.25%
t0 9.75%.

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

Personal loans consist of term loans and lines of credit that are non-real estate secured and have

various repayment terms. Some of the personal loans are secured by wage assignments and
personal property or investments, and others are secured by wage assignments only.
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Sunshine Coast Credit Union
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December 31, 2011

7. Loans (continued)
Commercial loans consist of term loans, operating lines of credit and mortgages to individuals,
partnerships and corporations, and have various repayment terms. They are secured by various types

of collateral, including mortgages on real property, general security agreements, charges on specific
equipment, investments, and personal guarantees.

Average yields to maturity

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

2011 2010
Principal Yield Principal Yield
(Unaudited) (Unaudited)
Variable rate $ 78,165,046 422% $ 68,432,494 4.45%
Fixed rate due less than one year 63,560,990 4.93% 50,200,491 5.37%
Fixed rate due between one and
seven years 161,744,117 4.67% 165,833,733 4.92%
$ 303,470,153 461% $ 284,466,718 4.89%
Fair value

The fair value of member loans at December 31, 2011, was $306,740,000 (December 31, 2010:
$289,774,000 (unaudited); January 1, 2010: $282,318,000 (unaudited)).

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

Concentration of risk

The credit union has an exposure to groupings of individual loans which concentrate risk and create
exposure to geographic concentration risk.

8. Allowance for impaired loans

Total allowance for impaired loans:

December 31 December 31 January 1

2011 2010 2010

(Unaudited) (Unaudited)

Collective allowance $ 237,047 $ 253,001 $ 249,999
Individual specific allowance 1,369,920 1,521,523 1,420,191
Total allowance $ 1,606,967 $ 1,774524 $ 1,670,190
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Sunshine Coast Credit Union

Notes to the consolidated financial statements

December 31, 2011

8. Allowance for impaired loans (continued)

Change in individual specific allowance and collective allowance for impairment:

2011 2010
Beginning Write-offs / Ending Ending
balance Provision (recoveries) balance balance
(Unaudited)
Residential
mortgages $ 314,000 $ 97,890 $ - $ 411,890 $ 314,000
Commercial
mortgages 145,000 (25,616) - 119,384 145,000
Other loans 1,315,524 (72,677) 167,154 1,075,693 1,315,524
$ 1,774524  $ (403) $ 167,154 $ 1,606,967 $ 1,774,524
Percentage of total loans and accrued interest 0.53% 0.62%
Impaired loans
Impaired loans and related allowances 2011 2010
Loan Specific Carrying Carrying
balance allowance amount amount
(Unaudited)
Residential mortgages $ 4213211 $ 377,378 $ 3,835833 $ 2,412,640
Commercial mortgages 1,753,668 119,384 1,634,284 1,072,995
$ 5966879 $ 496,762 $ 5,470,117 $ 3,485,635

Analysis of individual loans that are impaired or potentially impaired based on age of repayments

outstanding.

December 31 December 31 January 1
2011 2010 2010
(Unaudited) (Unaudited)
Individual Individual Individual
Carrying specific Carrying specific Carrying specific
value provision value provision value provision
Period of delinquency
Less than 30
days $ 685,395 $ 137,055 $ 1,199,689 $ 187,750 $ 758,629 $ 227,865
30 to 90 days 1,101,850 150,602 990,082 157,469 85,969 84,591
Over 90 days 1,539,786 416,316 832,608 224,993 678,126 213,196
Total loans in arrears 3,327,031 703,973 3,022,379 570,212 1,522,724 525,652
Total loans not
in arrears 4,376,553 665,947 6,984,904 951,311 4,110,980 894,539
Total loans $ 7,703,584 $ 1,369,920 10,007,283 $ 1,521,523 $ 5,633,704 $ 1,420,191
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December 31, 2011

8. Allowance for impaired loans (continued)

Key assumptions in determining the allowance for impaired loans collective provision

A collective provision is established to cover estimated loan losses which have not yet been
specifically identified as impaired. In determining the allowance for impaired loans, management
considers factors such as the composition and credit quality of the portfolio, current economic

conditions and trends and historical loss experience.

For purposes of the collective allowance loans are classified into separate groups with similar risk

characteristics, based on the type of product and type of security.

Residential mortgage
Personal
Commercial

2011 2010
(Unaudited)

34512 % 40,530
159,419 189,292
43,116 23,179
237,047 $ 253,001
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9. Property and equipment and intangible assets

Cost

Balance at January 1, 2010 (unaudited)
Additions
Disposals

Balance on December 31, 2010 (unaudited)
Additions
Disposals

Balance on December 31, 2011

Accumulated depreciation

Balance at January 1, 2010 (unaudited)
Depreciation expense
Disposals

Balance on December 31, 2010 (unaudited)
Depreciation expense
Disposals

Balance on December 31, 2011

Net book value

January 1, 2010 (unaudited)
December 31, 2010 (unaudited)
December 31, 2011

Intangible
Property and equipment assets
Leasehold Computer Furniture

Land Buildings  improvement hardware and fixtures Total
962,157 $ 5,757,036 $ 250,578 $ 817,379 $ 1,343,729 $ 9,130,879 $ 533,117
- - - 185,704 19,739 205,443 337,635

- - - (61,816) - (61,816)
962,157 5,757,036 250,578 941,267 1,363,468 9,274,506 870,752
- 133,995 - 60,654 67,488 262,137 190,861
962,157 $ 5,891,031 $ 250,578 $ 1,001,921 $ 1,430,956 $ 9,536,643 $ 1,061,613
- $ 1077485 $ 228,384 $ 562,549 $ 931,848 $ 2,800,266 $ 412,191
- 157,538 19,978 121,405 113,140 412,061 72,629

- (61,941) (61,941)
- 1,235,023 248,362 622,013 1,044,988 3,150,386 484,820
- 166,758 391 146,948 113,141 427,238 142,492
- $ 1,401,781 $ 248,753 $ 768,961 $ 1,158,129 $ 3,577,624 $ 627,312
962,157 $ 4,679,551 $ 22,194 $ 254,830 $ 411,881 $ 6,330,613 $ 120,926
962,157 $ 4,522,013 $ 2,216 $ 319,254 $ 318,480 $ 6,124,120 $ 385,932
962,157 $ 4,489,250 $ 1,825 $ 232,960 $ 272,827 $ 5,959,019 $ 434,301
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10. Leases
Operating leases as lessee
The credit union’s future minimum operating lease payments are as follows:

Minimum annual lease payments due

Within 1to5 After
1 year years 5 years Total
December 31, 2011 $ 60,000 $ 240,000 $ - $ 300,000

Lease payments recognized as an expense during the period amount to $60,058 (2010: $58,276
(unaudited)). This amount consists of minimum lease payments. No sublease payments or
contingent rent payments were made or received. No sublease income is expected as all assets held
under lease agreements are used exclusively by the credit union.

The credit union's operating lease agreements do not contain any contingent rent clauses. None of
the operating lease agreements contain renewal or purchase options or escalation clauses or any
restrictions regarding dividends, further leasing or additional debt.

11. Other assets December 31 December 31 January 1
2011 2010 2010

(Unaudited) (Unaudited)

Prepaid expenses $ 146,286 $ 199,011 $ 275,728
Other accounts receivable 165,900 459,323 271,842
$ 312,186 $ 658,334 $ 547,570

12. Deposits December 31 December 31 January 1
2011 2010 2010

(Unaudited) (Unaudited)

Chequing $ 54630481 $ 57,264,847 $ 51,316,658
Savings 93,200,848 95,491,304 82,390,337
Term 126,598,618 120,549,561 130,349,077
Registered saving plans 34,827,088 33,639,333 32,985,336
Registered retirement income funds 11,324,171 11,083,056 10,704,981
Registered education savings 692,830 616,932 526,116
Tax free savings account 9,629,815 6,253,327 3,286,830
Accrued interest and dividends 2,141,436 2,166,275 2,318,052
Membership shares (Note 15) 471,350 478,016 485,258

$ 333,516,637 $ 327,542,651 $ 314,362,645
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12. Deposits (continued)
Terms and conditions

Chequing deposits are due on demand and bear interest at a variable rate up to 1.20% at
December 31, 2011.

Savings deposits are due on demand and bear interest at a variable rate up to 1.20% at December 31,
2011. Interest is calculated daily and paid on the accounts monthly.

Term deposits bear fixed rates of interest for terms of up to five years. Interest can be paid annually,
semi-annually, monthly or upon maturity. The interest rates offered on term deposits issued on
December 31, 2011, range from 0.15% to 1.85%.

The registered retirement savings plans (“RRSPs”) accounts can be fixed or variable rate. The fixed
rate RRSPs have terms and rates similar to the term deposit accounts described above. The variable
rate RRSPs bear interest at rates up to 1.20% at December 31, 2011.

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

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

Included in chequing deposits is an amount of $1,459,115 denominated in U.S. dollars.
Average yields to maturity

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

2011 2010
Principal Yield Principal Yield
(Unaudited) (Unaudited)

Non-interest sensitive $ 67,177,976 0.00% $ 76,260,355 0.00%

Variable rate 122,007,804 1.34% 92,262,879 1.24%
Fixed rate due less than one

year 97,530,272 2.10% 92,381,126 2.30%
Fixed rate due between one

and five years 46,800,585 2.24% 66,638,291 2.40%

$ 333,516,637 1.45% $ 327,542,651 1.52%
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13. Pension plan

The credit union makes contributions to the BC Credit Union Employees’ Pension Plan which is a
multi-employer plan, on behalf of members of its staff. Central 1 administers the plan including the
payment of the pension benefits on behalf of employers and employees in accordance with the BC
Credit Union Employees’ Pension Plan Rules. The pension is based on years of service, contributions
and average earnings at retirement. The plan is accounted for as a defined contribution plan as
insufficient information is available to account for the plan as a defined benefit plan. The credit union
is only one of a number of employers that participates in the plan and the financial information
provided to the credit union on the basis of the contractual agreements is usually insufficient to reliably
measure the credit union’s proportionate share in the plan assets and liabilities on defined benefit
accounting requirements.

The amount contributed to the plan for 2011 was $322,743 (2010: $275,766). The contributions were
made for current service and these have been recognized in net income.

As at December 31, 2009 (date of the most recent valuation), the plan actuary reported a deficit.

14. Income taxes

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

December 31 December 31 January 1

2011 2010 2010

(Unaudited) (Unaudited)

Allowance for credit losses $ 56,000 $ 182,000 $ 201,000
Premises and equipment (85,000) (108,000) (60,000)
Other - (11,000) (20,000)
Net deferred income tax (liability) asset $ (29,000) $ 63,000 $ 121,000

Reasons for the difference between tax expense for the year and the expected income taxes based on
the statutory tax rate of 26.5% (2010: 28.5%) are as follows:

2011 2010

(Unaudited)

Combined federal and provincial statutory income tax rate 26.5 % 28.5 %
Rate reduction (13.0)% (10.5)%
Other 8.4 % (1.9)%
21.9% 16.1 %
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15. Members’ shares
Members’ shares issued and outstanding are included in deposit balances (see Note 12).

Patronage and investment shares are not guaranteed by the Credit Union Deposit Insurance
Corporation of BC.

Terms and conditions

Membership shares

Membership shares are a requirement for membership in the credit union and are redeemable on
withdrawal from membership. They are considered voting shares and have minimum deposit
requirements based on age of member, and a maximum of 1,000 shares.

Patronage shares

Patronage shares were issued as part of patronage refunds and dividends. These shares are non-
voting, redeemable at the option of the board of directors of the credit union and have a maximum of
1,000 shares.

Investment shares

Investment shares are non-voting, can be issued only to members of the credit union, and pay
dividends at the discretion of the directors in the form of cash or additional shares. They are subject to
a maximum of 5,000 shares and are redeemable only at the option of the board of directors of the

credit union.

Distributions to members

2011 2011 2010 2010

Net Net Net Net

earnings equity earnings Equity

(Unaudited) (Unaudited)

Membership distributions $ 728828 $ - $ 580,000 $ -
Dividends on patronage shares - 15,280 - 14,464
Dividends on investment shares - 127,520 - 134,116
Dividends on membership shares 5,491 - 5,710 -
Less related income taxes - (33,130) - (23,773)

$ 734,319 $ 109,670 $ 585,710 $ 124,807
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16. Other income 2011 2010
(Unaudited)

Account service fees 1,181,516 1,264,769
Foreign exchange 110,158 165,134
Loan administration fees 420,423 641,660
Commissions 564,593 541,849
Realized gain from disposal of property and equipment 855 8,583
Other 194,472 221,315
2,472,017 2,843,310

17. Other operating and administrative expenses 2011 2010
(Unaudited)

Advertising and member relations 451,619 525,288
Capital taxes - 26,241
Data processing 600,806 747,993
Clearing and processing charges 516,003 428,214
Office and general 923,799 725,413
Professional fees 601,326 525,023
Regulatory costs 260,069 279,576
3,353,622 3,257,748

18. Related party transactions

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

cash.
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18. Related party transactions (continued)

The credit union entered into the following transactions with key management personnel, which are
defined by IAS 24 Related Party Disclosures.

2011 2010
(Unaudited)
Compensation

Salaries and other short-term employee benefits $ 590,180 $ 501,615
Total pension and other post-employment benefits 46,062 40,538
$ 636,242 $ 542,153

Loans to key management personnel
Aggregate value of loans advanced $ 1,587,377 % 1,662,309
Interest received on loans advanced 72,319 75,801
Total value of lines of credit advanced 455,651 477,714
Interest received on lines of credit advanced 18,736 19,634
Unused value of lines of credit 181,849 424,786

The credit union’s policy for lending to key management personnel is that all such loans were granted
in accordance with normal lending terms.

2011 2010
(Unaudited)

Deposits from key management personnel
Aggregate value of term and savings deposits $ 1,820,946 $ 1,704,826
Total interest paid on term and savings deposits 29,991 28,078

The credit union’s policy for receiving deposits from key management personnel is that all transactions
are approved and deposits accepted in accordance with the same conditions which apply to Members
for each type of deposit.
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19. Financial instrument classification and fair value

The carrying amount of financial assets and financial liabilities in each category are as follows:

Level 1 Level 2 Level 3 Total
December 31, 2011
Cash $ 11,794,124 $ - $ - $ 11,794,124
Central 1 Credit Union Bid Term
Deposits - 8,555,961 - 8,555,961
$ 11,794,124 $ 8,555,961 $ - $ 20,350,085
December 31, 2010 (unaudited)
Cash $ 13,332,464 $ - $ - $ 13,332,464
Central 1 Credit Union Bid Term
Deposits - 23,156,849 - 23,156,849
$ 13,332,464 $ 23,156,849 $ - $ 36,489,313
January 1, 2010 (unaudited)
Cash $ 15,065,359 $ - $ - $ 15,065,359
Central 1 Credit Union Bid Term
Deposits - 17,564,658 - 17,564,658
$ 15,065,359 $ 17,564,658 $ - $ 32,630,017

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

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

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

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

The level within which the financial asset or liability is classified is determined based on the lowest
level of significant input to the fair value measurement.

20. Financial instrument risk management general objectives, policies and processes

The board of directors has overall responsibility for the determination of the credit union’s risk
management objectives and policies and, whilst retaining ultimate responsibility for them, it has
delegated the authority for designing and operating processes that ensure effective implementation of
the objectives and policies to the credit union's finance function. The board of directors receives
quarterly reports from the credit union's executive through which it reviews the effectiveness of the
processes put in place and the appropriateness of the objectives and policies it sets.
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20. Financial instrument risk management general objectives, policies and processes
(continued)

Credit risk

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

Concentration of credit risk exists if a number of borrowers are engaged in similar economic activities
or are located in the same geographic region, and indicate the relative sensitivity of the credit union’s
performance to developments affecting a particular segment of borrowers or geographic region.
Geographic risk exists for the credit union due to its primary service area being the Sunshine Coast
and surrounding areas.

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:

e 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;

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

¢ Loan delinquency controls regarding procedures followed for loans in arrears; and

o 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 delinquent
loans and overdraft utilization. The board of directors also receives an analysis of bad debts and
allowance for doubtful loans quarterly.

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.
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20. Financial instrument risk management general objectives, policies and processes
(continued)

Liquidity risk

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

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

The credit union is required to maintain a prudent amount of liquid assets in order to meet member
withdrawals. The credit union has set a minimum liquidity ratio of 8%.

The credit union manages liquidity risk by:

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

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

e Monitoring the liquidity ratios monthly.

The board of directors receives monthly liquidity reports as well as information regarding cash
balances in order for it to monitor the credit union’s liquidity framework. The credit union was in
compliance with the liquidity requirements throughout the fiscal year.

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

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

Market risk

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

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 loans, term deposits and investments held.
The credit union does not hedge its fair value risk.
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20. Financial instrument risk management general objectives, policies and processes
(continued)

Market risk (continued)
Interest rate risk

Interest rate risk relates to the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The credit union incurs interest rate risk on its
loans and other interest bearing financial instruments. The credit union does not hedge its interest
rate risk.

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.

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

Maturity dates substantially coincide with interest adjustment dates. Amounts with floating interest
rates, or due on demand, are classified as maturing within three months, regardless of maturity.
Amounts that are not interest sensitive are grouped together, regardless of maturity.

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

($'000)

Interest sensitive balances

Non-interest

Average Within 4 months Over 1to rate
rates 3 months to 1 year 7 years sensitive Total
Assets
Cash resources 207% $ 17,166 $ 9,304 $ 23,245 % 2,061 $ 51,776
Loans 4.63% 92,265 49,337 161,868 (1,083) 302,387
Other 0.00% - - - 8,138 8,138
$ 109,431 $ 58,641 % 185,113 $ 9,116 $ 362,301
Liabilities
Deposits and
shares 1.40% $ 148,594 $ 70,944  $ 43,193 $ 74,955 $ 337,686
Other 0.00% - - - 24,615 24,615

$ 148,594 $ 70,944 $ 43,193 $ 99,570 $ 362,301

Interest sensitivity
position 2011 $ (39,163) $  (12,303) $ 141,920 $  (90,454) $ -

Interest sensitivity
position 2010 (unaudited) $ (2,976) $ (26,071) $ 124,188 $ (95,141) $ -
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20. Financial instrument risk management general objectives, policies and processes
(continued)

Market risk (continued)
Interest rate risk (continued)

Interest sensitive assets and liabilities cannot normally be perfectly matched by amount and term to
maturity. The credit union can use interest rate swaps to assist in managing this rate gap, but
currently does not.

An analysis of the credit union's risk due to changes in interest rates determined that an increase in
interest rates of 1% could result in a decrease to net income of $76,699 while a decrease in interest
rates of 1% could result in an increase to net income of $50,301.

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

Currency risk

Currency risk relates to the credit union operating in different currencies and converting non-Canadian
earnings at different points in time at different foreign exchange levels when adverse changes in
foreign currency exchange rates occur. The credit union’s foreign exchange risk is related to United
States dollar deposits. The credit union's exposure to changes in currency exchange rates shall be
controlled by limiting the unhedged foreign currency exposure to $25,000 in U.S. funds.

21. Capital management

The credit union requires capital to fund existing and future operations and to meet regulatory capital
requirements.

In the management of capital, the credit union included retained earnings, accumulated other
comprehensive income, and equity shares totaling $27.5 million (2010: $26.2 million (unaudited)).

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

The credit union’s current capital base is equal to approximately 22% (2010: 23% (unaudited)) of the
total value of risk weighted assets.

The credit union employs a Capital Management Plan and a Capital Appreciation Plan that are

reviewed by management and the board of directors. The Capital Appreciation Plan forecasts the
credit union’s capital position over a five year period.
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21. Capital management (continued)

The Capital Management Plan dictates management's approach to growth, loan mix, credit quality,
fixed assets, profitability objectives, dividend/patronage rebate policy and has a significant influence
on member service objectives. It also establishes the criteria to maintain a cushion beyond the
minimum statutory capital requirements. Management and the board of directors ensure the credit
union 's Investment and Lending Policy and credit risk profile reflect loan portfolio composition and
levels of risk that are consistent with the credit union's Capital Management Plan objectives. There
has been no change in the overall capital requirements strategy employed during the year ended
December 31, 2011.

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

Decisions relating to strategic objectives that impact the risk weighting of the credit union's assets are
analyzed by management to determine their effect on the credit union’s capital adequacy ratio.

22. Commitments

Credit facilities

The credit union has authorized lines of credit with Central 1 totaling $12,000,000; however,
$1,500,000 is held as security for secured letters of credit. Of the line of credit, $500,000 is
denominated in U.S. dollars. These credit facilities are secured by a registered assignment of book
debts and a general security agreement covering all assets of the credit union.

Member loans

The credit union has the following commitments to its members at the year end date on account of
loans, unused lines of credit and letters of credit:

Unadvanced loans $ 3,004,362
Unused lines of credit 35,254,371
Letters of credit 2,441,606

Contractual obligations
The credit union leases land and building for their Pender Harbour branch at a yearly rental of

$13/square foot with inflation adjustments periodically. The next adjustment date is January 1, 2014
and the lease expires in 2015.

32



Sunshine Coast Credit Union

Notes to the consolidated financial statements
December 31, 2011

22. Commitments (continued)
Off balance sheet
Letters of credit

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

At December 31, 2011, the credit union has outstanding letters of credit on behalf of members in the
amount of $2,441,606 (2010: $2,711,300 (Unaudited)). These letters of credit have various levels of
security.

Data processing services

The credit union is committed to acquiring online data processing services until December 31, 2013 at
an approximate cost of $370,000 per year. Data processing charges are based on the level of
equipment and services utilized and on the number of credit union members.

Post-reporting date events

No adjusting or significant non-adjusting events have occurred between the reporting date and the
date of authorization.

23. First-time adoption of international financial reporting standards (“IFRS")

These are the credit union’s first consolidated financial statements prepared in accordance with
International Financial Reporting Standards. IFRS 1 First-time Adoption of International Financial
Reporting Standards requires that comparative financial information be provided. As a result, the first
date at which the credit union has applied IFRS was January 1, 2010 (“the Transition Date”). IFRS 1
requires first-time adopters to retrospectively apply all effective IFRS standards as of the reporting
date, which for the credit union will be December 31, 2011. Therefore, the credit union’s policies
presented in Note 3 have been applied in preparing the consolidated financial statements for the year
ended December 31, 2011, the comparative information presented in these consolidated financial
statements for the year ended December 31, 2010, and the opening IFRS statement of financial
position at January 1, 2010.

In preparing its opening IFRS statement of financial position, the credit union has adjusted amounts
reported previously in consolidated financial statements prepared in accordance with pre-changeover
Canadian GAAP. An explanation of how the transition from pre-changeover Canadian GAAP to IFRS
has affected the credit union’s financial position, financial performance and cash flows is set out in the
following notes and tables.

Upon transition, IFRS 1 permits certain exemptions from full retrospective application. The credit
union has applied the mandatory exceptions and certain optional exemptions. The applicable
exemptions and exceptions applied in the conversion from pre-changeover Canadian GAAP to IFRS
are as follows.
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23. First-time adoption of international financial reporting standards (continued)
Mandatory exceptions
Derecognition of financial assets and liabilities

The credit union has applied the derecognition requirements in IAS 39 Financial Instruments:
Recognition and Measurement, prospectively from the date of transition to IFRS. As a result any non-
derivative financial assets or non-derivative financial liabilities derecognized prior to the date of
transition to IFRS in accordance with pre-changeover Canadian GAAP have not been reviewed for
compliance with IAS 39 derecognition requirements.

Estimates

The estimates previously made by the credit union under pre-changeover Canadian GAAP were not
revised for the application of IFRS except where necessary to reflect any difference in accounting
policy or where there was objective evidence that those estimates were in error. As a result, the credit
union has not used hindsight to revise estimates.

Reconciliation of equity and comprehensive income

In preparing these consolidated financial statements, management has amended certain accounting
policies previously applied in the pre-changeover Canadian GAAP consolidated financial statements to
comply with IFRS. The comparative figures for 2010 were restated to reflect these adjustments. The
following reconciliations and explanatory notes provide a description of the effect of the transition from
pre-changeover Canadian GAAP to IFRS on members’ equity, net income and comprehensive
income.

Optional exemptions

The credit union did not elect for any optional exemptions.
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23. First-time adoption of international financial reporting standards (continued)
Statement of financial position for the year ended January 1, 2010 — Transition Date

Pre-changeover

Canadian
GAAP Adjustment IFRS
(Unaudited)
Assets
Cash and cash equivalents $ 22,434,159 $ - $ 22,434,159
Investments 36,600,824 - 36,600,824
Loans 274,003,638 - 274,003,638
Property and equipment 6,583,975 (253,362) 6,330,613
Intangible assets - 120,926 120,926
Other assets 547,570 - 547,570
Deferred income tax asset 121,000 - 121,000
$ 340,291,166 $ (132,436) $ 340,158,730
Liabilities
Deposits $ 314,362,645 $ - $ 314,362,645
Other liabilities 948,917 - 948,917
315,311,562 - 315,311,562
Members' equity
Members' shares 4,440,265 - 4,440,265
Retained earnings 20,486,040 (132,436) 20,353,604
Accumulated other comprehensive
income 53,299 - 53,299
24,979,604 (132,436) 24,847,168
$ 340,291,166 $ (132,436) $ 340,158,730
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23. First-time adoption of international financial reporting standards (continued)
Statement of financial position for the year ended December 31, 2010

Pre-changeover

Canadian
GAAP Adjustment IFRS
(Unaudited)
Assets
Cash and cash equivalents $ 24,002,143 $ - $ 24,002,143
Investments 40,693,035 - 40,693,035
Loans 283,140,280 - 283,140,280
Property and equipment 6,654,590 (530,470) 6,124,120
Intangible assets - 385,932 385,932
Other assets 658,334 - 658,334
Deferred income tax asset 63,000 - 63,000
$ 355,211,382 $ (144,538) $ 355,066,844
Liabilities
Deposits $ 327,542,651 $ - $ 327,542,651
Other liabilities 1,270,191 - 1,270,191
328,812,842 - 328,812,842
Members' equity
Members' shares 4,323,615 - 4,323,615
Retained earnings 22,067,644 (144,538) 21,923,106
Accumulated other comprehensive
income 7,281 - 7,281
26,398,540 (144,538) 26,254,002
$ 355,211,382 $ (144,538) $ 355,066,844

Statement of comprehensive income for the year ended December 31, 2010

The impact of the adjustments resulted in an increase to amortization expense of $12,102.

Statement of cash flows for the year ended December 31, 2010

The transition to IFRS had no impact on total operating or financing activities on the statement of cash

flows. The change in net income for year ended December 31, 2010, has been offset by adjustments
to operating activities.
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23. First-time adoption of international financial reporting standards (continued)
Explanations for the adjustments are as follows:
Loans

Under pre-changeover Canadian GAAP, the credit union provided for impaired member loans on a
specific loan basis along with a general provision. Under IFRS, the credit union first assesses
whether objective evidence of impairment exists individually for financial assets that are individually
significant. If it is determined that no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, the asset is included in a group of financial
assets with similar credit risk characteristics and that group of financial assets is collectively
assessed for impairment. The expected future cash outflows for a group of financial assets with
similar credit risk characteristics are estimated based on historical loss experience. As a result,
there was a change in the allocation of the allowance between the collective allowance and the
individual specific allowance; however, the total allowance did not change.

Property and equipment

The credit union reclassified computer software to intangible assets on the transition to IFRS. As a
result property and equipment with a net book value of $120,926 at January 1, 2010 (December 31,
2010: $385,930) under pre-changeover Canadian GAAP has been reclassified to intangible assets.

IAS 16 requires the credit union to analyse its assets for the purposes of componentization. IFRS
requires an entity to identify significant parts of an asset and depreciate them separately if the useful
lives are significantly different. The credit union has identified several major components of its two
buildings and has separated them for amortization purposes. As a result property and equipment
with a net book value of $6,463,049 at January 1, 2010 (December 31, 2010: $6,268,698) under
pre-changeover Canadian GAAP has been adjusted to a net book value of $6,330,613at January 1,
2010 (December 31, 2010: $6,124,120).

Retained earnings

The following table outlines the adjustments to retained earnings:

2011 2010
(Unaudited)
Accumulated depreciation on property and equipment $ (144,538) $ (132,436)
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