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Assets: $ 345,962,727 
Deposits: $311,084,024

Loans: $265,328,299
Membership:15,000
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We provide professional advice to assist 
our members in achieving their full financial 
potential, while positively impacting our 
communities. 

Go Above and Beyond  
Be Accountable  
Be Partners in Action
Continuously Improve
Be Socially Responsible



Corey Tremere
President

Carol Blum
 

Michelle Proctor
 

Joey Gauthier
 

Bernard Keefe
 

Jacinta Doiron
Secretary

Lindy McQuillan
 

Wendell Dawson
Vice President

Cyrilina Campbell
 

Jason Doucette
 

Bryon Poehlman
 

Rick Gibbs
 

Bo
ar

d 
of

 D
ire

ct
or

s

7



Pr
es

id
en

t’s
 R

ep
or

t

On behalf of the board of directors at Provincial Credit 
Union, the following report is presented for the fiscal 
year ended December 31, 2017.  

As evidenced by the financial statements, your credit 
union enjoyed another prosperous year.  With a 
healthy bottom line, a substantial increase in assets 
and members’ equity now surpassing $32,000,000, 
Provincial is well positioned for the years’ ahead.  

As president, one of the highlights for me during 
the past 12 months was the development and now 
implementation of a new strategic plan.       This project 
was a considerable undertaking for both board and 
staff, and helps to ensure we meet our priorities and 
goals moving forward.  The plan serves to re-inforce our 
culture and core values, and at the same time highlight 
our uniqueness as a financial institution, one where 
decisions are made locally, members have a vote, and  
a people  before  profits approach is embraced.  

Certainly our commitment to community sets us 
apart.  Provincial’s partnership with Camp Gencheff 
is a perfect example.  To date,  your credit union has 
raised $304,000 for the camp, with half of that raised 
by  staff.   Total fundraising efforts should easily 
surpass $350,000 in the next couple of years.   From 
coaching sports and teaching Sunday school ,  to staff 
presenting financial literacy courses in the community, 
Provincial Credit Union enjoys a  wonderful reputation 
for giving back.  



As I reflect on  the credit union’s success, I am 
reminded of just how much we have grown and 
expanded our base of operations.  It was in late 
2013 that the Stella Maris office amalgamated 
with us, and 2015 saw the Montague branch join 
the Provincial Credit Union family.   In the space of 
15 months the credit union grew from 2 offices to 
4 , with a staff of 60.  As a much larger operation 
now, it is incumbent for  the board of directors to 
maintain the most current thinking about  credit 
union corporate governance.  The extensive training 
all directors must undergo as part of the Director 
Achievement program, has been invaluable.  

In closing I’d like to thank management and staff 
for their ongoing guidance.    To my fellow directors 
I express my appreciation for all that you do, and to 
our members who support us in the 4 communities 
we serve, thank you for your patronage.  It is a 
privilege to represent the board, and we are pleased 
to declare a share dividend rate of 0.50%.     

Sincerely, 

 
Corey Tremere 
President
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It is my pleasure to report to you on the operations of 
Provincial Credit Union, as at December 31, 2017.  With 
assets now at $346,000,000, representing an increase 
of 7.3%, and a bottom line of $1,200,000, we enjoyed 
another successful year.   In fact both our asset growth 
and net income surpassed budget expectations.  

Provincial Credit Union embarked on several new 
initiatives in 2017, including an updated Strategic Plan to 
help guide us for the next 3 years.  Your board of directors 
and the management team worked diligently on this 
project, to ensure we meet our vision of becoming  the 
financial institution of choice in the market place, and to 
fulfill our mission statement;  providing professional advice 
to our members, and positively impacting communities.  

As part of our commitment to community, I’m proud to 
say a number of our staff has completed and are now 
presenting Each One Teach One, a program implemented 
by credit unions on Prince Edward Island, teaching 
financial literacy skills to various community groups/
organizations.  

While we still offer face to face service, increasingly, more 
of our members prefer electronic banking, and require 
less in-branch services.  With that comes the challenge 
of how to best communicate with those members.  New 
research last year indicates texting, is now the preferred 
method for many.  With communication and changing 



technology in mind, our services continue to 
evolve, keeping the needs of our members 
front and center.   More details are included 
in our Corporate Social Responsibility 
Report.  

Our staff continually upgrade their 
qualifications.  2017 saw a number 
of employees earn their Mutual Funds 
Investment Specialist designation, and as 
a result Provincial Credit Union can now 
sell mutual funds in house.  Still on the 
investment and financial advice side of our 
business, financial advisor Joe MacDonald 
is now licensed to buy and sell stocks and 
bonds on your behalf.  This is great news 
for our members, and particularly significant 
in that Joe is the first credit union financial 
advisor in Atlantic Canada, to receive the 
CIM designation, Certified Investment 
Manager.  

You may have noticed credit unions featured 
prominently in several new stories recently, 
putting honesty, trust and fairness to the 
test.  This was an experiment really, to 
demonstrate that those values matter to 
Atlantic Canadians.  To do this, we “lost” 12 
wallets across Atlantic Canada filled with 

bus tickets, a credit union debit card, $100 
cash, and a contact number.  Impressively, 
9 out of the 12 wallets were returned…
cash intact!  This story gathered traction all 
across the country including interviews on 
CTV, CBC, and Global Television.  

All indications point to strong results in 2018 
for your credit union.  Financial institutions 
perform better in a higher rate interest 
environment, and at this point economists 
are predicting several rate hikes by the 
end of the year.  That combined with our 
continued expected growth in commercial 
lending, wealth management, and the 
mortgage side of our business, signal 
another successful year ahead for Provincial 
Credit Union.  

I’ll close my report by thanking our dedicated 
staff, our engaged board of directors, and as 
always our members, the reason we exist.  

Sincerely, 

Bernard Gillis
General Manager

“With communication and changing 
technology in mind, our services continue 
to evolve, keeping the needs of our 
members front and center. ” 
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e 2017 marked the launch of our new social cause across 

Island credit unions – where we are committed to more 
physically active communities on PEI. This initiative was 
conceptualized around the 2016 Public Health Officer’s 
Report which reported that over half of Islanders consider 
themselves physically inactive. Physical inactivity leads 
to a staggering decrease in overall health resulting in a 
higher risk factor for the development of health conditions 
including stroke, heart disease, obesity and type 2 
diabetes. This decrease in health can negatively impacts 
a household’s finances, especially in the retirement stages 
where income is fixed. 
 
This year, over $140,000 in donations were made on behalf 
of the credit union, with the ultimate goal to encourage 
getting physically active in our community. 

Our commitment to this cause has first been demonstrated 
by our Get Active Gym Program where we offered $50 cash 
back to any of our members who paid gym membership 
fees in 2017. This resulted in close to $4,000 being rebated 
to our members who show a dedication to their physical 
wellbeing. G
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Continuing with our flagship social cause of inspiring 
Islanders to get up and get active, Credit Unions signed 
on as a major sponsor of the Island Storm for the 2017-
2018 season. 

Teaming up with the professional NBL team has given 
us many unique opportunities including two Under 25 
Free games, where anyone 25 and under was able to 
attend the Storm game for free. The first of our Under 25 
Free game saw 1,028 free tickets distributed to fans – 
resulting in a savings of $11,500 for the local community! 

Since the opening of Credit Union Place in Summerside in 
2007 credit unions on the Island have maintained a strong 
relationship with the multi purpose facility lead by Consolidated 
Credit Union. 

As a fixture to both the Summerside community and the Island 
as a whole, 2017 marked a new 10-year agreement that all 
PEI credit unions have invested in. The naming rights of the 
facility have been immeasurable in true value as Credit Union 
Place continues to be a top Atlantic Canadian venue for high-
end entertainment and sporting events. 

Alongside the naming rights, credit union members receive 
discounts on services offered by the facility – to date this has 
saved our membership $75,000 yearly in user fees. We’re 
thrilled to have signed-on for another 10 years and look 
forward to our future with Credit Union Place. 
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Provincial Credit Union’s Marketing & Communications Officer Doug 
Bridges,  presents a $1000 cheque to Stephanie Palmer from The PEI 
Certified Organic Producers Cooperative.  Funds were in support of the  
Legacy Garden in Charlottetown.  

Provincial Credit Union is proud to announce it has reached a milestone 
with Camp Gencheff.  In a partnership that will soon span 15 years, the 
credit union has to date raised $304,000 for the camp.  Well over half 
of those funds were raised by Provincial’s staff, in activities that include 
50/50 draws, dress down days, chocolate bar sales, and Golf for Gencheff.  

A recreational facility for children and young adults with special needs, 
and the only one of its kind on Prince Edward Island, Camp Gencheff is 
located on twenty-two scenic acres in Stratford at Bellevue Cove.  

For more information about Camp Gencheff visit their website at www.
campgencheff.com.  Anyone wishing to participate in the golf tournament, 
held annually at Fox Meadow Golf & Country Club, can contact Provincial 
Credit Union at email@provincialcu.com. 

This year’s donation to the camp totaled $29,000.  Presenting the 
cheque are from right to left;  Patricia Dunn and Shari Lewis from the 
Stratford office of Provincial Credit Union, and Jennifer Lawton, President 
of the board of directors at Camp Gencheff.  

Legacy Garden
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For the last two years’ credit unions on the Island have held a valuable 
partnership with JA PEI. Working off JA’s already well-received programming 
we teamed up to enhance their Economics for Success program with the 
additional knowledge of a financial expert. 

Economics for Success focuses on the importance of financial literacy and 
teaches students budgeting skills which they’ll need for the future. Through 
the growing popularity of the program we have currently been able to instruct 
over 2,400 students at 14 different Island high-schools. With having signed 
on as a partner again in 2018, we look forward to reaching more students and 
continuing the conversation about financial literacy! 
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Seawalk Park Summer Concert series

In December our fifth Annual #FilltheYuMob 
took place outside of Toys’R’Us. 
As a direct result of the general publics 
generosity, we filled the SUV to top in 
under 4 hours, a new record. 

All the toys were given to Santa’s Angels, 
a volunteer group that delivers the toys on 
Christmas Day to over 300 local families 
in need. Thank you to everyone who 
participated in this notable cause.
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Stella Maris Branch of Provincial Credit 
Union sponsors the Seawalk Park Summer 
Concert series.  It’s a free event held 
Wednesday nights at the town park.  Staff 
help to raise funds by selling 50/50 tickets.   

Shanna Doiron and Karen Gallant with 
Marley Doucette representing Town of 
North Rustico.  
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returned for it’s third consecutive year! 

Continuing with our two-day event, four teams of two 
raced across the three maritime provinces tackling over 30 
different challenge stops. 

This year our stops were centered around the Game of Life 
– and all of the impromptu and sometimes inconvenient 
challenges that will be thrown your way. With this being 
our third year under our belt and a $5,000 grand prize we 
noticed a strong increase in general interest as well as 
high numbers in social interactions as people checked in 
to cheer on their favourite team!

Provincial Credit Union is pleased to support MacPhail 
Woods Ecological Forestry Project  in Orwell.  The donation 
helped to fund the seven weeks of day camps at MacPhail 
Woods.   Tanya Ramsay, branch manager in our Montague 
office, was on hand to present the cheque to MacPhail’s 
environmental educator Daniel MacRae.    

MacPhail Woods Ecological 
Forestry Project  



In 2017 we brought financial literacy to life by jumping on the crazed trend of 
escape rooms. 

Our free murder mystery escape room; “Stolen”, intertwined the excitement of 
a frantic mystery plot while subtly teaching the importance of credit reports, 
using strong passwords and how to spot fraudulent transactions. Stolen 
operated out of a local warehouse where we were able to transform a portion 
of their offices into the run-down living quarters of our villain. Stolen functioned 
as a retail operation for two weeks with our 60 time-slots being 90% booked in 
the first 24 hours, resulting in more than 220 thrill-seeking individuals visiting 
the space.

Ultimately, Stolen was a great success in creating a new and innovative way 
to explain different financial topics.

We are pleased to announce 5 Provincial Credit Union Scholarship 
Recipients for 2017. Each scholarship recipient received $1,500 
towards furthering their education. In total, Provincial Credit Union 
distributed $7,500.

We wish all students the best in their studies and future endeavors.
Not Pictured: Connor Kirkland
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Grace Boyce Ila Matheson Jessica MacDonald Kaitlyn Gallant

Doug Geldert (right) branch manager of our 
Charlottetown office, presents a cheque to Theresa 
Gallant, Vice Chair and Sports Chair, and John Yeo, 
President of PEI Command Royal Canadian Legion.  

The donation was for the Prince Edward Island team 
at the annual National Legion Youth Track & Field Meet, 
held in Brandon, Manitoba in August of 2017.   Legion 
sponsored athletes enjoyed three days of competition, 
and a day of sightseeing in the host city. 
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INDEPENDENT AUDITOR'S REPORT

To the Members of Provincial Credit Union Limited 

Report on the Financial Statements

We have audited the accompanying financial statements of Provincial Credit Union Limited, which
comprise the statement of financial position as at December 31, 2017 and the statements of
comprehensive income, changes in member's equity and cash flow 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 preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor's Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal 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 financial statements.

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

(continues)

1

Opinion

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

MRSB CHARTERED PROFESSIONAL ACCOUNTANTS

Charlottetown, PE 

 February 20, 2018

2

Auditor’s Report
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PROVINCIAL CREDIT UNION LIMITED
Statement of Financial Position

December 31, 2017

2017 2016

Assets
Cash and cash equivalents (Note 4) $ 6,939,689 $ 12,952,545
Investments (Note 5) 59,870,734 45,961,675
Accounts receivable (Note 6) 8,372,749 6,962,631
Member loans and mortgages (Note 7) 265,328,299 251,497,490
Provision for impaired loans (Note 8) (384,201) (377,531)
Prepaid expense 185,851 189,798
Deferred tax asset (Note 10) 319,844 332,399
Property and equipment (Schedule 1) 2,728,763 2,874,388
Due from CU PEI Investment Corp. (Note 11) 2,600,999 1,999,487
Real estate held for resale - 37,068

$345,962,727 $322,429,950

Liabilities
Accounts payable and accrued liabilities $ 267,296 $ 339,107
Employee benefits payable 1,147,316 1,222,764
Accrued interest payable 1,381,820 1,279,202
Income taxes payable 15,176 64,027
Member deposits (Note 12) 267,979,016 249,098,523
Share deposits 43,105,008 39,549,654

313,895,632 291,553,277

Contingent liabilities (Note 13)

Members' equity
Members' shares  (Statement 4) 75,820 77,510
Undistributed earnings (Statement 4) 31,991,275 30,799,163

32,067,095 30,876,673

$345,962,727 $322,429,950

ON BEHALF OF THE BOARD

_____________________________ Director

_____________________________ Director

Notes 1 - 21 are an integral part of these financial statements
3

PROVINCIAL CREDIT UNION LIMITED
Statement of Changes in Members' Equity

Year Ended December 31, 2017

2017 2016

Members' shares (Note 14)
Balance - beginning of year $ 77,510 $ 81,025
Issuance (redemption) of members' shares, net (1,690) (3,515)

Balance - end of year 75,820 77,510

Undistributed earnings
Balance - beginning of year 30,799,163 29,692,112
Net comprehensive income (Statement 5) 1,192,112 1,107,051

Balance - end of year 31,991,275 30,799,163

Members' equity $ 32,067,095 $ 30,876,673

Notes 1 - 21 are an integral part of these financial statements
4
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PROVINCIAL CREDIT UNION LIMITED
Statement of Comprehensive Income

Year Ended December 31, 2017

2017 2016

Income
Interest and investment $ 10,358,508 $ 10,290,929

Cost of capital and borrowings (Note 15) 2,620,695 2,563,669

Financial margin 7,737,813 7,727,260

Other
Commissions 2,676,994 2,547,361
Miscellaneous 170,183 147,989

2,847,177 2,695,350

10,584,990 10,422,610

Expenses
Advertising and promotions 436,883 393,045
Amortization of property and equipment 185,919 208,292
Automated teller machines 99,105 111,274
Credit Union development 18,722 9,636
Data processing 900,439 930,056
Democracy 56,263 128,691
Dues and memberships 5,852 3,560
Insurance 475,527 459,027
Loss on disposal of property and equipment 2,334 -
Miscellaneous 14,987 27,171
Office 283,719 316,892
Premises 345,210 341,876
Professional fees 78,000 65,020
Provision for impaired loans 56,079 95,047
Service fees 1,863,402 1,673,570
Telephone 51,142 47,952
Travel 19,592 19,844
Wages and wage levies 3,943,815 3,948,406

8,836,990 8,779,359

Income before income taxes 1,748,000 1,643,251

Income taxes (recovery)
Current (Note 16) 543,333 525,166
Deferred 12,555 11,034

555,888 536,200

Net comprehensive income $ 1,192,112 $ 1,107,051

Notes 1 - 21 are an integral part of these financial statements
5

PROVINCIAL CREDIT UNION LIMITED
Statement of Cash Flow

Year Ended December 31, 2017

2017 2016

Cash flows from operating activities
 Net comprehensive income $ 1,192,112 $ 1,107,051
 Items not affecting cash:

Amortization of property and equipment 185,919 208,292
 Deferred income taxes 12,555 11,034
 Gains on disposal of property and equipment 2,334 -

1,392,920 1,326,377

 Changes in non-cash working capital:
 Investments (13,909,059) 11,803,931

Accounts receivable (1,410,118) (4,905,548)
 Prepaid expense 3,948 4,187

Accounts payable and accrued liabilities (71,812) (7,535)
 Employee benefits payable (75,448) (18,386)

Accrued interest payable 102,618 (73,023)
 Income taxes payable (48,851) 460,531

(15,408,722) 7,264,157

(14,015,802) 8,590,534

Cash flows from investing activities
 Increase in member loans and mortgages, net of provision (13,824,140) (22,419,144)
 Decrease in real estate held for resale 37,068 634,713
 Purchase of property and equipment (42,627) (66,486)

(13,829,699) (21,850,917)

Cash flows from financing activities
 Increase in member deposits 18,880,493 7,830,514
 Increase in share deposits and members' shares 3,553,664 1,435,378
 Increase in amount due from CU PEI Investment Corp. (601,512) (1,108,764)

21,832,645 8,157,128

Net change in cash and cash equivalents (6,012,856) (5,103,255)

Cash and cash equivalents - beginning of year 12,952,545 18,055,800

Cash and cash equivalents - end of year $ 6,939,689 $ 12,952,545

Cash flow supplementary information
Interest received $ 10,412,896 $ 10,279,618
Interest paid 2,337,951 2,461,875
Income taxes paid 622,412 64,635

Notes 1 - 21 are an integral part of these financial statements
6
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 Increase in amount due from CU PEI Investment Corp. (601,512) (1,108,764)

21,832,645 8,157,128

Net change in cash and cash equivalents (6,012,856) (5,103,255)

Cash and cash equivalents - beginning of year 12,952,545 18,055,800

Cash and cash equivalents - end of year $ 6,939,689 $ 12,952,545

Cash flow supplementary information
Interest received $ 10,412,896 $ 10,279,618
Interest paid 2,337,951 2,461,875
Income taxes paid 622,412 64,635

Notes 1 - 21 are an integral part of these financial statements
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

1. DESCRIPTION OF BUSINESS    

On October 1, 2013 Metro Credit Union Limited amalgamated with Stella Maris Credit Union Limited
to form Provincial Credit Union Ltd.  On January 1, 2015 the Provincial Credit Union Ltd.
amalgamated with Montague Credit Union Ltd and is operating under Provincial Credit Union Ltd.  It
is incorporated under the Companies Act of Prince Edward Island and is governed by the Prince
Edward Island Credit Unions Act. Provincial Credit Union Ltd. is a member-owned financial
institution whose principal business activities include financial and banking services for its members
at is branches in Charlottetown, Stratford, Montague and North Rustico, Prince Edward Island.

These financial statements were authorized for issue by the Board of Directors on February 20,
2018.

2. BASIS OF PRESENTATION    

These financial statements have been prepared in accordance with and are in compliance with
International Financial Reporting Standards (IFRS) as issued by the International Accounting
Standards Board (IASB).  The principal accounting policies applied in the preparation of the financial
statements are set out in Note 3.  

These financial statements have been presented on the historical cost basis except for certain
financial instruments as indicated in Note 3.  These financial statements are presented in Canadian
dollars, which is the Credit Union's functional currency.

3. SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents

Cash and cash equivalents is comprised of cash on hand and cash in financial institutions. 

Investments

Investments for which there are quoted prices in an active market are carried at fair value by the
Credit Union. Unrealized gains or losses are reported as part of net comprehensive income.
Investments for which there is not an active market are carried at amortized cost, except when it is
established that their value is impaired. Impairment losses, or reversal of previously recognized
impairment losses, are reported as part of net comprehensive income. 

Accounts receivable

Accounts receivable arise from miscellaneous rebates and accrued interest on loans and mortgages
and investments. An allowance for bad debts has been calculated through discussions with
management, assessment of the other circumstances influencing the collectibility of amounts, and
using historical loss experience.  Amounts deemed uncollectible are written off and deducted from
the carrying value of the receivable. Amounts subsequently recovered from accounts previously
written off are credited to the allowance account in the period of recovery.

(continues)
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans and mortgages

Member loans and mortgages are initially measured at fair value, net of origination fees and
inclusive of transaction costs incurred.  Member loans and mortgages are subsequently measured at
amortized cost, using the effective interest rate method, less any impairment losses.

Member loans and mortgages 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 and mortgages. 

Impairment

Loans and mortgages are considered impaired when there has been deterioration in credit quality.
In determining whether an impairment loss should be recorded in the statement of comprehensive
income, the Credit Union makes judgments as to whether there is any observable data indicating an
impairment followed by a measurable decrease in the estimated future cash flows from a loan or
mortgage.  Deterioration of estimated future cash flows is determined considering the financial
condition of the borrower, payment history and security pledged.

The Credit Union first assesses whether objective evidence of impairment exists individually for
member loans and mortgages.  If it is determined that no objective evidence of impairment exists for
individual assets, the asset is included in a group of financial assets with similar credit characteristics
and that group is assessed collectively for impairment.  Assets that are individually assessed for
impairment are not included in the collective assessment.  The expected cash flows for a group of
financial assets with similar credit risk characteristics are estimated based on historical loss
experience, future estimates based on current events and objective evidence of impairment similar
to those in the portfolio.

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

Member loans and mortgages considered uncollectible are written off.

Interest on an impaired loan or mortgage continues to be recognized in earnings on an accrual basis
and is provided for in the provision from impaired loans. At December 31, 2017, there was no
interest accrued on impaired loans and mortgages (2016 - $NIL).

Non-financial assets are assessed for impairment at least annually and, where impairment exists,
the carrying value is reduced to the recoverable amount. 

(continues)
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Deferred income taxes

Income tax expense comprises current and deferred tax.

Current income taxes are recognized for the estimated income taxes payable or receivable on
taxable income or loss for the current period and any adjustment to income taxes payable in respect
of previous periods.  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  and at the time of the transaction affects neither accounting or taxable profit or loss.

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 allows 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.

Property and equipment

Property and equipment is stated at cost less accumulated amortization. Property and equipment is
amortized over its estimated useful life at the following rates and methods:

Buildings 5% straight-line method
Buildings 5% declining balance method
Equipment 20% declining balance method
ATMs 10% straight-line method
Computer hardware 30%, 45%, and 55% declining balance method
Pavement 8% declining balance method
Computer software 100% declining balance method

One-half of the annual rate is recorded in the year of acquisition; no amortization is recorded in the
year of disposal.

Finance charges

The Credit Union periodically purchases mortgages from Concentra Financial, Omista Credit Union
and League Savings and Mortgage. Generally a premium is paid for the mortgages purchased,
calculated by reference to the interest rate inherent in the mortgages and the rate of interest in effect
at the time of purchase. The premium paid is amortized using the straight-line method over the life of
the mortgage purchase plan and is netted to the applicable mortgage asset. 

Fees related to the purchase of Index-Linked RRSP units are amortized using the straight-line
method over the term of the investment and are netted against the cost of the liability. 

(continues)
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Real estate held for resale

Real estate held for resale is carried at the market value of the loan or mortgage foreclosed,
adjusted for estimates of revenues to be received and costs to be incurred subsequent to
foreclosure, and the estimated net proceeds from the sale of the assets. 

Employee future benefits

The Credit Union records annually the estimated liabilities for pension and other benefit obligations,
which are payable to its employees in subsequent years under the Credit Union's policy.

The Credit Union provides post employment benefits through a defined contribution plan.  Pension
expenses for the defined contribution pension plan include the required employer contributions.
Contributions to the plan are recognized as an expense in the period that the relevant employee
services are rendered.  During the period, the contributions by the Credit Union to the defined
contribution pension plan were $233,511 (2016 - $235,490).

Liabilities are recorded for employee benefits including salaries and wages, deductions at source,
paid annual or sick leave and bonuses that are expected to be settled within 12 months of the
financial statement date.  These represent present obligations resulting from employees' services
provided to the financial statement date and are calculated at the undiscounted amounts based on
the remuneration rate that the Credit Union expects to pay at the financial statement date.  The
expected cost bonus payments is recognized as a liability when the Credit Union has a present legal
or constructive obligation to pay as a result of past events and the obligation can be estimated
reliably.

Benefits such as medical care are non-vesting and are expensed by the Credit Union as the benefits
are taken by the employees.

Severance benefits are recognized as an expense when the Credit Union is committed, without
realistic opportunity for withdrawal, to a formal detailed plan to provide severance benefits under
certain circumstances.  If material benefits are payable more than 12 months after the reporting
period, they are discounted to their present value.

Member deposits

Deposits are measured at fair value on recognition, net of transaction costs directly attributable to
issuance. Subsequent measurement is at amortized cost using the effective interest method.
Chequing accounts, call deposits, and term deposits are on a call basis and earn interest at various
rates.

Share deposits pay a dividend return at the discretion of the Board of Directors. Privileges of the
shares are under the authority of the Board of Directors. The dividend rate declared and paid for
2017 was 0.5% (2016 - 0.5%), and was based on the average of the lowest monthly share balances.

(continues)

10 27

Notes to the Financial Statements
Provincial Credit Union Limited

Year Ended December 31, 2017 



PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Share deposits

The Credit Union has authorized an unlimited number of voting equity shares, with a value of $5 per
share. The shares are non-transferable, redeemable by the Credit Union, retractable by members
subject to the Credit Union's right to suspend redemption, if the redemption would impair the
financial stability of the Credit Union, for a period of up to twelve months by Board resolution and
indefinitely by Board resolution with the approval of the Credit Union Deposit Corporation.

As at the financial statement date, the Credit Union has 15,164 member shares issued and
outstanding with a value of $75,820 (2016 - 15,502 shares with a value of $77,510).

Revenue and expense recognition

Revenues are recognized to the extent that it is probable that the economic benefits will flow to the
Credit Union and the revenue can readily be measured. The principal sources of revenue are
interest and fee income. Interest on loans and mortgages is recognized and reported on an accrual
basis using the effective interest method.  Dividend income is recognized when the shareholder's
right to receive payment is established.

Operating expenses are recognized upon the utilization of the services or at the date of their origin.
Expenses incurred directly in the origination of loans and mortgages are deferred and recognized in
the statement of comprehensive income, as a reduction to income over the expected life of the
relevant loans and mortgages.

Foreign currency translation

Accounts in foreign currencies have been translated into Canadian dollars using the temporal
method. Under this method, monetary assets and liabilities have been translated at the period end
exchange rate. Non-monetary assets have been translated at the rate of exchange prevailing at the
date of transaction. Revenues and expenses have been translated at the average rates of exchange
during the year, except for amortization, which has been translated at the same rate as the related
assets.

Foreign exchange gains and losses on monetary assets and liabilities are included in the
determination of net comprehensive income. 

Measurement uncertainty

The preparation of financial statements in compliance with IFRS requires management to make
certain critical accounting estimates.  It also requires management to exercise judgment in applying
the Credit Union's accounting policies.  The estimates and underlying assumptions are continually
reviewed on an ongoing basis based on historical experience, best knowledge of current events and
conditions, and other factors that are believed to be reasonable under the circumstances, including
expectations of future events.  The resulting accounting estimates will, by definition, seldom equal
the related actual results, and actual results may ultimately differ from these estimates.

Revisions to accounting estimates are recorded in the period in which the estimate is reversed if the
revision affects only that period or in the period of revision and in future periods if the revision affects
both the current and future periods.

(continues)
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Measurement uncertainty (continued)

The areas involving a high degree of judgment or complexity, or areas where assumptions and
estimates are significant to the financial statements include the provision for impaired loans,
measurement of employee benefits and the estimates of useful lives for depreciation of property and
equipment.

Financial instruments

The Credit Union classifies its financial assets and financial liabilities according to their
characteristics and management's intentions related thereto for the purposes of ongoing
measurements. Financial assets and liabilities are initially recognized at fair value regardless of
classification choice and are subsequently accounted for based on their classification as described
below.

Financial assets must be classified as fair value through profit or loss (FVTPL), available for sale
(AFS), held-to-maturity (HTM), or loans and receivables (L&R). Financial liabilities are required to be
classified as FVTPL or other financial liabilities (OFL). All financial instruments, including all
derivatives, are measured at fair value on the statement of financial position with the exception of
loans and receivables, held-to-maturity investments and other financial liabilities which are
measured at amortized cost. 

A financial asset is derecognized when the contractual rights to the cash flows from the asset have
expired, or the Credit Union transfers the contractual rights to receive the cash flows from the asset,
or has assumed an obligation to pay those cash flows to a third party and the Credit Union has
transferred all of the risks and rewards of ownership of that asset to a third party.  A financial liability
is derecognized when the obligation under the liability is discharged or cancelled or expires.

Changes in fair value of financial assets and financial liabilities classified as FVTPL are reported in
net income, while the changes in value of available for sale financial assets are reported within other
comprehensive income (OCI) until the financial asset is disposed of, or becomes impaired. 

Accumulated OCI is reported on the statement of financial position as a separate component of
members' equity. It includes, on a net of taxes basis, the net unrealized gains and losses on
available for sale financial assets.  The Credit Union has classified its equity investments as AFS;
however, because there is no active market for these investments and their fair value cannot be
estimated reliably, the Credit Union has not recorded any other comprehensive income as a result of
these.

The Credit Union has classified its financial instruments as follows:

  FVTPL Cash and cash equivalents

  AFS Investments - shares

  HTM Investments - debentures

  L&R Accounts receivable, member loans and mortgages and amount due from
CU PEI Investment Corp.

  OFL Accounts payable and accrued liabilities, employee benefits payable, accrued
interest payable, member deposits and share deposits

(continues)
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

The Credit Union utilizes settlement date accounting for all purchases and sales of financial assets
in its investment portfolio. Transactions costs other than those related to financial instruments
classified as fair value through profit or loss, which are expensed as incurred, are added to the fair
value of the financial asset or liability on initial recognition and amortized using the effective interest
method.

Changes in accounting standards

A number of new standards, and amendments to standards and interpretations, are not yet effective
for the year ended December 31, 2017 and have not been adopted by the Credit Union in preparing
these financial statements. Other than the introduction of IFRS 9, these changes are not expected to
have a material impact on the financial statements. 

IFRS 9 - Financial Instruments

In 2009 and 2010, the IASB issued IFRS 9 Financial Instruments which contains new requirements
for accounting for financial assets and liabilities, and will contain new requirements for impairment
and hedge accounting, replacing the corresponding requirements in IAS 39. It will lead to significant
changes in the way the Credit Union accounts for financial instruments. The key changes issued and
proposed relate to:

 Financial assets - financial assets will be held at either fair value or amortized cost, except for
equity investments not held for trading and certain eligible debt instruments, which may be
held at fair value through other comprehensive income;

 Financial liabilities - gains and losses on fair value changes arising on non-derivative financial
liabilities designated at fair value through profit or loss will be taken to other comprehensive
income;

 Impairment - credit losses expected (rather than only losses incurred in the year) on loans,
debt securities and loan commitments not held at fair value through profit or loss will be
reflected in impairment allowances; and 

 Hedge accounting - hedge accounting will be more closely aligned with financial risk
management.

In 2014, the IASB tentatively decided that the mandatory effective date of IFRS 9 will be for annual
periods beginning on or after January 1, 2018. The impact of IFRS 9 on the Credit Union has been
determined.

The IASB has issued two new standards, IFRS 16 Leases and IFRS 15 Revenue from Contracts
with Customers which are effective for annual periods beginning on or after January 1, 2019 and
January 1, 2018, respectively. The Credit Union is currently assessing the impact of these
standards.

(continues)
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair value of financial instruments

The determination of the fair value of financial instruments requires the exercise of judgement by
management. The fair value of financial instruments traded in active markets at the financial
statement date is based on their quoted market prices. Where independent quoted market prices do
not exist, fair value may be based on other observable current market transactions or based on a
valuation technique which maximizes the use of observable market inputs. 

For certain types of equity instruments, fair value is assumed to approximate carrying value where
the range of reasonable valuation techniques is significant and the probabilities of such valuation
techniques cannot be reasonably assessed. In such instances, fair value may not be reliably
measurable due to the equity instruments' unique characteristics, including trading restrictions or
that quoted market prices for similar securities are not available. 

4. CASH AND CASH EQUIVALENTS              

2017 2016

Cash in financial institutions $ 4,490,889 $ 10,375,281
Cash on hand 2,448,800 2,577,264

$ 6,939,689 $ 12,952,545
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair value of financial instruments

The determination of the fair value of financial instruments requires the exercise of judgement by
management. The fair value of financial instruments traded in active markets at the financial
statement date is based on their quoted market prices. Where independent quoted market prices do
not exist, fair value may be based on other observable current market transactions or based on a
valuation technique which maximizes the use of observable market inputs. 

For certain types of equity instruments, fair value is assumed to approximate carrying value where
the range of reasonable valuation techniques is significant and the probabilities of such valuation
techniques cannot be reasonably assessed. In such instances, fair value may not be reliably
measurable due to the equity instruments' unique characteristics, including trading restrictions or
that quoted market prices for similar securities are not available. 

4. CASH AND CASH EQUIVALENTS              

2017 2016

Cash in financial institutions $ 4,490,889 $ 10,375,281
Cash on hand 2,448,800 2,577,264

$ 6,939,689 $ 12,952,545
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

5. INVESTMENTS        
2017 2016

Shares
Atlantic Central Credit Union Limited - common shares $ 2,935,370 $ 2,944,580
Atlantic Central Credit Union Limited - Class B preferred

shares 821,400 821,400
Atlantic Central Credit Union Limited - Class LSM Shares 416,603 416,603
Concentra Financial - Class D preferred shares 250,000 250,000
League Data - 10.034 Class B Preferred Shares 100,340 100,340
Atlantic Central Credit Union Limited - Class PEI shares 2,400 2,400
CU PEI Investment Corp. - 2,000 Class A common shares,

25 Class B common shares and 1,510 Class A preferred
shares 60 60

Concentra shares 10 10

4,526,183 4,535,393

Debentures
Atlantic Central Credit Union Limited liquidity - 1.19% 21,259,551 19,790,994
Atlantic Central Credit Union Limited - 1.7%; matures April

2, 2018 5,085,000 5,000,000
Concentra Financial - 1.75%; matures August 7, 2018 5,000,000 -
Concentra Financial - 1.65%; matures May 4, 2018 5,000,000 -
Concentra Financial - 1.3%; matured March 19, 2018 5,000,000 -
Concentra Financial - 1.78%; matures October 17, 2018 4,000,000 -
Concentra Financial - 1.72%; matures November 19, 2018 4,000,000 -
Concentra Financial - 1.50%; matures February 5, 2018 3,000,000 -
Atlantic Central Credit Union Limited - 1.28%; matures

February 5, 2018 2,000,000 2,030,000
Concentra Financial - 2.60%; matures July 9, 2018 1,000,000 1,000,000
League Savings and Mortgage - 1.5% matured February 6,

2017 - 7,105,288
Concentra Financial - 1.5%; matured January 10, 2017 - 5,000,000
Concentra Financial - 2.36%; matured July 9, 2017 - 1,500,000

55,344,551 41,426,282

$ 59,870,734 $ 45,961,675

Liquidity deposits are investments placed with Atlantic Central Credit Union Limited to provide
protection against cash flow demands.  National standards have been established requiring 6% of
Provincial Credit Union Limited assets to be held on deposit.

6. ACCOUNTS RECEIVABLE          

2017 2016

Miscellaneous receivables $ 7,495,850 $ 6,239,605
Accrued interest - loans and mortgages 683,732 500,361
Accrued interest - investments 193,167 222,665

$ 8,372,749 $ 6,962,631
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

7. MEMBER LOANS AND MORTGAGES         

Total Specific Net
2017 loans allowance loans

Mortgages $102,070,393 $ (118,095) $101,952,298
Commercial 87,960,188 (40,526) 87,919,662
Concentra mortgage syndication 23,906,589 (17,791) 23,888,798
Indirect auto 16,545,151 (34,324) 16,510,827
Lines of credit and overdrafts 13,881,665 (140,863) 13,740,802
Personal 7,926,888 (32,602) 7,894,286
Farming and fishing 8,450,657 - 8,450,657
League Savings & Mortgage high ratio mortgages 2,517,131 - 2,517,131
Omista mortgage pool 2,069,637 - 2,069,637

$265,328,299 $ (384,201) $264,944,098

Total Specific Net
2016 loans allowance loans

Mortgages $ 85,344,908 $ (47,000) $ 85,297,908
Commercial 75,345,820 (141,864) 75,203,956
Concentra mortgage syndication 42,734,778 - 42,734,778
Indirect auto 14,802,780 (153,000) 14,649,780
Lines of credit and overdrafts 13,598,130 (26,063) 13,572,067
Personal 8,162,191 (9,604) 8,152,587
Farming and fishing 6,359,123 - 6,359,123
League Savings & Mortgage high ratio mortgages 2,912,065 - 2,912,065
Omista mortgage pool 2,237,695 - 2,237,695

$251,497,490 $ (377,531) $251,119,959

8. PROVISION FOR IMPAIRED LOANS            

2017 2016

Provision for impaired loans - beginning of year $ 377,531 $ 737,648

Provision for impaired loans 56,079 95,047
Recovery of loans written off 40,540 42,211
Loans written off - current year (89,949) (497,375)

Provision for impaired loans - end of year $ 384,201 $ 377,531

Members' loans can have either variable or fixed rate of interest. The rates offered to members are
determined by the type of security offered, the member's credit worthiness, competition from other
lenders and the current prime rate.
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
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9. LOANS IN ARREARS          

The following is an analysis of loans in arrears based on the age of repayments outstanding:

2017 2016

31 to 60 days $ 199,217 $ 302,381
61  to 90 days 240 3,095
91 to 180 days 723 1,061
Over 180 days - 5,020

$ 200,180 $ 311,557

10. DEFERRED TAX ASSET           

Deferred income taxes reflects the tax consequences of 'temporary differences' between the
statement of financial position carrying amounts and the tax bases of assets and liabilities.  These
deferred income taxes are calculated using the income tax rates and tax laws that are expected to
apply when these temporary differences are reflected in taxable income.

Temporary differences which give rise to deferred income tax assets are as follows:

2017 2016

Property and equipment $ 128,686 $ 128,228
Retirement allowance 191,158 204,171

$ 319,844 $ 332,399

11. DUE FROM CU PEI INVESTMENT CORP.    

Provincial Credit Union Ltd. owns Class A and B common shares of CU PEI Investment Corp.  The
amount due from CU PEI Investment Corp. bears interest at 1% and there are no set terms of
repayment.  Interest earned on the investment during the period was $24,213 (2016 - $14,520).

12. MEMBER DEPOSITS           

2017 2016

Chequing accounts $ 87,414,990 $ 73,537,238
Term deposits 55,950,374 57,037,011
Registered Retirement Savings Plan (RRSP) deposits 44,006,613 45,220,193
Call deposits 36,138,515 33,353,722
Tax Free Savings Account (TFSA) deposits 27,134,317 23,275,294
Registered Retirement Income Fund (RRIF) deposits 17,334,207 16,675,065

$267,979,016 $249,098,523
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13. CONTINGENT LIABILITIES   

Provincial Credit Union Limited has provided letters of credit on behalf of members in the amount of
$70,000.

14. MEMBERS' SHARES       

Number of
shares

December 31
2017

Number of
shares

December 31
2016

Balance - beginning of year 15,502 $ 77,510 16,205 $ 81,025
Shares issued (redeemed), net (338) (1,690) (703) (3,515)

Balance - end of year 15,164 $ 75,820 15,502 $ 77,510

15. COST OF CAPITAL AND BORROWINGS           

2017 2016

Interest and service charges $ 2,424,747 $ 2,383,774
Share dividends 195,948 179,895

$ 2,620,695 $ 2,563,669

16. INCOME TAXES    

The income tax provision recorded differs from the income tax obtained by applying the statutory
income tax rate of 31.00% (2016 - 31.00%) to the income for the year and is reconciled as follows:

2017 2016

Income before income taxes $ 1,748,000 $ 1,643,251

Income tax expense at the combined basic federal and
provincial tax rate: $ 541,880 $ 509,408

Increase (decrease) resulting from:
Financial statement loss in excess of taxable loss 724 -
Capital cost allowance claimed in excess of amortization (2,396) (983)
Non-deductible expenses 1,058 44,034
Adjustment to previous year - (2,991)
Tax reserves - 87,334
Provision for loan loss reserve 17,384 29,465
Recovery of loans previously written off 12,567 13,085
Loans written off in the current year (27,884) (154,186)

Effective tax expense $ 543,333 $ 525,166

The effective income tax rate is 31.08% (2016 - 31.96%).
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13. CONTINGENT LIABILITIES   

Provincial Credit Union Limited has provided letters of credit on behalf of members in the amount of
$70,000.

14. MEMBERS' SHARES       

Number of
shares

December 31
2017

Number of
shares

December 31
2016

Balance - beginning of year 15,502 $ 77,510 16,205 $ 81,025
Shares issued (redeemed), net (338) (1,690) (703) (3,515)

Balance - end of year 15,164 $ 75,820 15,502 $ 77,510

15. COST OF CAPITAL AND BORROWINGS           

2017 2016

Interest and service charges $ 2,424,747 $ 2,383,774
Share dividends 195,948 179,895

$ 2,620,695 $ 2,563,669

16. INCOME TAXES    

The income tax provision recorded differs from the income tax obtained by applying the statutory
income tax rate of 31.00% (2016 - 31.00%) to the income for the year and is reconciled as follows:

2017 2016

Income before income taxes $ 1,748,000 $ 1,643,251

Income tax expense at the combined basic federal and
provincial tax rate: $ 541,880 $ 509,408

Increase (decrease) resulting from:
Financial statement loss in excess of taxable loss 724 -
Capital cost allowance claimed in excess of amortization (2,396) (983)
Non-deductible expenses 1,058 44,034
Adjustment to previous year - (2,991)
Tax reserves - 87,334
Provision for loan loss reserve 17,384 29,465
Recovery of loans previously written off 12,567 13,085
Loans written off in the current year (27,884) (154,186)

Effective tax expense $ 543,333 $ 525,166

The effective income tax rate is 31.08% (2016 - 31.96%).
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PROVINCIAL CREDIT UNION LIMITED
Notes to Financial Statements
Year Ended December 31, 2017

17. LINE OF CREDIT AVAILABILITY

Provincial Credit Union Limited has an approved line of credit with Atlantic Central Credit Union
Limited for $6,100,000 which is due for renewal on December 31, 2020 and was not utilized at the
year end.   The line of credit bears an interest rate of 2.7% and is secured by a general security
agreement.

18. RELATED PARTY TRANSACTIONS           

Provincial Credit Union Limited provides financial services to members.  These members hold the
loans, deposits and share deposits and therefore the interest income and interest expense are
transacted in the ordinary course of business with these members.

As at year end, some members of the Board of Directors, management, and employees had loans
and mortgages from Provincial Credit Union Limited.  These loans and mortgages were in the
normal course of operations with interest rates at the regular rates offered to all members of the
Credit Union.  Interest rates on deposits and dividends on shares were at identical rates offered to all
Credit Union members.

Key management personnel include the General Manager and other senior officers of the Credit
Union. The components of total compensation received by key management personnel and
balances due to and from key management personnel including only non-joint accounts are as
follows:

2017 2016

Short-term employee benefits $ 1,154,509 $ 1,034,128
Contributions to a retirement pension plan 59,664 54,067
Mortgages, loan balances, and lines of credit due from key

management at December 31 135,053 135,683
Deposit balances due to key management at December 31 132,475 159,460

Short-term employee benefits include salaries, variable compensation and other benefits. The
mortgage and deposit transactions were made in the ordinary course of business and on
substantially the same terms, including interest rates and security, as for comparable transactions
with persons of a similar standing or, where applicable, with other employees. The transactions did
not involve more than the normal risk of repayment or present other unfavourable features. 

19. RISK MANAGEMENT      

The Credit Union manages significant risks through a comprehensive infrastructure of policies,
procedures, methods, oversight and independent review designed to reduce the significant risks and
to manage those risks within an appropriate threshold.  The Board of Directors is provided with
timely, relevant, accurate and complete reports on the management of significant risks.  Significant
risks managed by the Credit Union include credit, liquidity, currency and interest rate risks.

(continues)
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19. RISK MANAGEMENT (continued)

Credit risk

Credit risk is the risk that a member will fail to meet their obligation to the Credit Union.  Providing
credit facilities to qualified members is one of the Credit Union’s primary sources of earnings and is
the area where the Credit Union is exposed to the most significant risk.  Approval of these facilities is
based on the member’s ability to repay principal and interest over the term of the facility, which is
determined by following Board approved policies and procedures, which includes assessing the
member’s credit history, character, collateral and debt servicing capacity.  In addition, the Credit
Union provides to its employees comprehensive training to ensure compliance with Credit Union
lending policies and procedures.  Also, formal policies governing approval of credit facilities including
acceptable risk assessment and security requirements are in place.

Overdue loan accounts, or lending delinquency, is closely monitored and frequently reported to
senior management to ensure all allowances for potential loan losses are adequately provided for
and written-off when collection efforts have been exhausted.  Credit risk is mitigated primarily by the
nature and quality of the underlying security as described by approved lending agreements.

The Credit Union’s loan portfolio is focused in two main areas:  consumer loans and mortgages and
commercial loans and mortgages, the latter of which are to mainly small and mid-sized companies.
A syndication process is available with other Credit Unions for larger commercial loans, when
considered necessary, to appropriately mitigate the Credit Union’s credit risk.  Consumer mortgages
are made available on a conventional basis up to 80% of the lesser of cost or appraised value of
single family housing, up to 75% on other residential properties, up to 65% of the lesser of cost or
appraised value on commercial properties having general purpose usage and up to 50% of the
lesser of cost or appraised value on commercial properties designed for specific use.  Other credit
facilities provided include personal overdrafts that have no recourse to the Credit Union.

The Credit Union maintains both specific and collective allowances for credit losses.  Specific
allowances are established on an account by account basis using management’s knowledge of the
account and prevailing conditions.  In addition, accounts delinquent greater than ninety days are
included in the specific allowance.  Collective allowances are maintained to cover any impairment in
the loan portfolio that cannot yet be associated with specific loans and includes factors such as
market conditions, concentration of credit risk for member accounts and the general state of the
economy.  Senior management regularly monitors credit risk and reports to the Board of Directors on
a monthly basis.

The Credit Union's maximum exposure to credit risk at the reporting date in relation to each class of
recognized financial asset is the carrying amount of those assets indicated in the statement of
financial position.  The maximum credit exposure does not take into account the value of any
collateral or other security held, in the event parties fail to perform their obligations.  The principal
collateral and other credit enhancements held as security for loans include a) insurance and
mortgages over properties, b) recourse to sell assets such as real estate, equipment, inventory, and
accounts receivable and c) recourse to liquid assets, guarantees and securities. 

Cash and equivalents and investments have low credit risk exposure as these assets are high
quality investments with low risk counterparties.  For the loan portfolio, the Credit Union reviews the
member's capacity to repay the loan rather than relying exclusively on collateral.

(continues)
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19. RISK MANAGEMENT (continued)

Credit risk

Credit risk is the risk that a member will fail to meet their obligation to the Credit Union.  Providing
credit facilities to qualified members is one of the Credit Union’s primary sources of earnings and is
the area where the Credit Union is exposed to the most significant risk.  Approval of these facilities is
based on the member’s ability to repay principal and interest over the term of the facility, which is
determined by following Board approved policies and procedures, which includes assessing the
member’s credit history, character, collateral and debt servicing capacity.  In addition, the Credit
Union provides to its employees comprehensive training to ensure compliance with Credit Union
lending policies and procedures.  Also, formal policies governing approval of credit facilities including
acceptable risk assessment and security requirements are in place.

Overdue loan accounts, or lending delinquency, is closely monitored and frequently reported to
senior management to ensure all allowances for potential loan losses are adequately provided for
and written-off when collection efforts have been exhausted.  Credit risk is mitigated primarily by the
nature and quality of the underlying security as described by approved lending agreements.

The Credit Union’s loan portfolio is focused in two main areas:  consumer loans and mortgages and
commercial loans and mortgages, the latter of which are to mainly small and mid-sized companies.
A syndication process is available with other Credit Unions for larger commercial loans, when
considered necessary, to appropriately mitigate the Credit Union’s credit risk.  Consumer mortgages
are made available on a conventional basis up to 80% of the lesser of cost or appraised value of
single family housing, up to 75% on other residential properties, up to 65% of the lesser of cost or
appraised value on commercial properties having general purpose usage and up to 50% of the
lesser of cost or appraised value on commercial properties designed for specific use.  Other credit
facilities provided include personal overdrafts that have no recourse to the Credit Union.

The Credit Union maintains both specific and collective allowances for credit losses.  Specific
allowances are established on an account by account basis using management’s knowledge of the
account and prevailing conditions.  In addition, accounts delinquent greater than ninety days are
included in the specific allowance.  Collective allowances are maintained to cover any impairment in
the loan portfolio that cannot yet be associated with specific loans and includes factors such as
market conditions, concentration of credit risk for member accounts and the general state of the
economy.  Senior management regularly monitors credit risk and reports to the Board of Directors on
a monthly basis.

The Credit Union's maximum exposure to credit risk at the reporting date in relation to each class of
recognized financial asset is the carrying amount of those assets indicated in the statement of
financial position.  The maximum credit exposure does not take into account the value of any
collateral or other security held, in the event parties fail to perform their obligations.  The principal
collateral and other credit enhancements held as security for loans include a) insurance and
mortgages over properties, b) recourse to sell assets such as real estate, equipment, inventory, and
accounts receivable and c) recourse to liquid assets, guarantees and securities. 

Cash and equivalents and investments have low credit risk exposure as these assets are high
quality investments with low risk counterparties.  For the loan portfolio, the Credit Union reviews the
member's capacity to repay the loan rather than relying exclusively on collateral.

(continues)
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19. RISK MANAGEMENT (continued)

Liquidity risk

Liquidity risk is the risk of being unable to meet financial commitments without having to raise funds
at unreasonable prices or sell assets on a forced basis.  The Credit Union has established policies to
ensure the Credit Union is able to generate sufficient funds to meet all of its financial commitments in
a timely and cost effective manner.  The Credit Union's liquidity management practices include
ensuring the quality of investment acquired for liquidity purposes meet very high standards,
matching maturities of assets and liabilities and monitoring cash flow on a regular basis.
Management monitors the Credit Union's liquidity position and reports to the Board on a regular
basis.

The Credit Union is required to maintain 6% of prior quarter's assets in liquid investments in which
100% must be held by Atlantic Central Credit Union Limited and the Credit Union was in compliance
with this requirement at year end.  Cash flows payable under financial liabilities by remaining
contractual maturities are disclosed in Schedule 2.  The Credit Union expects that many members
will not request repayment on the earliest date the Credit Union could be required to pay. 

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates.  The Credit Union is exposed to currency risk through its cash accounts and
member deposits.  The Credit Union maintains deposits in foreign currencies to service its member
accounts.

Interest rate risk

Interest rate risk is the sensitivity of the Credit Union’s financial position to movements in interest
rates. The Credit Union is exposed to interest rate risk when it enters into banking transactions with
its members, namely deposit taking and lending. When asset and liability principal and interest cash
flows have different payment or maturity dates, this results in mismatched positions. An interest-
sensitive asset or liability is repriced when interest rates change, when there is cash flow from final
maturity, normal amortization, or when members exercise prepayment, conversion or redemption
options offered for the specific product. The Credit Union’s exposure to interest rate risk depends on
the size and direction of interest rate changes, and on the size and maturity of the mismatched
positions. It is also affected by new business volumes, renewals of loans or deposits and how
actively members exercise options, such as prepaying a loan before its maturity date.  The Credit
Union’s interest rate risk is subject to extensive risk management controls and is managed within the
framework of policies and limits approved by the Board. Overall responsibility for asset/liability
management rests with the Board. As such, the Board receives regular reports on risk exposures
and performance against approved limits.

20. FAIR VALUE OF FINANCIAL INSTRUMENTS   

Provincial Credit Union Limited has evaluated the fair value of its financial instruments based on the
current interest rate environment, market values and the actual prices of financial instruments with
similar terms. Fair value represents the amount at which a financial instrument could be exchanged
in an arm's length transaction between willing parties under no compulsion to act and is best
evidenced by a quoted market price, if one exists.  Quoted market prices are not available for a
significant portion of the Credit Union's financial instruments. 

(continues)
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20. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

A three-tier hierarchy is used as a framework for disclosing fair values based on inputs used to value
the Credit Union's financial instruments recorded at fair value.  Valuation methods used in this
framework are categorized under the following fair value hierarchy:

Level 1 - Quoted prices for active markets for identical financial instruments that the entity can
assess at the measurement date.

Level 2 - Quoted prices for similar instruments in active markets; quoted prices for identical or
similar financial instruments in markets that are not active; and model-derived valuations in which
all significant inputs are observable in active markets.

Level 3 - Valuations derived from valuation techniques in which one or more significant inputs are
not based on observable market data.

The carrying value of cash and cash equivalents approximates their fair value as they are short-term
in nature or are receivable on demand.

Long-term investments in shares in the Credit Union System and others have been classified as
available for sale and are required to be measured at fair value with any changes in fair value
recorded in other comprehensive income. The Credit Union has determined the fair value of these
investments cannot be measured reliably and therefore measures these investments at cost with no
adjustment to other comprehensive income. The Credit Union's investments in system debentures
have been classified as held-to-maturity and are required to be measured at amortized cost.

The differences between the book and fair values of the Credit Union's loans and deposits are
primarily due to changes in interest rates.  The carrying value of the Credit Union's financial
instruments are not adjusted to reflect increases or decreases in fair value as a result of interest rate
changes, as it is the Credit Union's intention to realize their value over time by holding them to
maturity.

21. CAPITAL MANAGEMENT        

Provincial Credit Union Limited provides lending services to its members in the form of loans, lines of
credit and mortgages.  The Credit Union's objective in the lending process is to remain within the
lending guidelines set for the institution and to provide an adequate return to its members through
adjusting risk premiums with the level of assessed risk on an individual basis.  These services are
provided to members at the discretion of the General Manager and lending personnel within the
established parameters. Total lending activities managed by the Credit Union at December 31, 2017
amounted to $265,328,299. 

Consistent with other Prince Edward Island Credit Unions, Provincial Credit Union Limited is
required by the Credit Union Deposit Insurance Corporation to maintain an equity level of 5% of the
Credit Union's total assets.  This ratio is calculated by adding the undistributed earnings at the end of
the previous year plus the operating surplus in the current year and members' shares, divided by the
total assets of the Credit Union.

2017 2016

Undistributed earnings $ 31,991,275 $ 30,799,163
Members' shares 75,820 77,510

Total regulatory equity 32,067,095 30,876,673

(continues)
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21. CAPITAL MANAGEMENT (continued)
Total assets 345,962,727 322,429,950

9.27 % 9.58 %

Credit Union bylaws require Provincial Credit Union Limited to maintain sufficient liquid assets and a
line of credit to meet its normal cash flow requirements.  Overall, a minimum liquid asset level of
10% of total assets must be maintained to ensure ongoing cash flow requirements are met.

2017 2016

Total assets $345,962,727 $322,429,950
Liquid assets 75,183,173 65,876,851

21.73 % 20.43 %
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21. CAPITAL MANAGEMENT (continued)
Total assets 345,962,727 322,429,950

9.27 % 9.58 %

Credit Union bylaws require Provincial Credit Union Limited to maintain sufficient liquid assets and a
line of credit to meet its normal cash flow requirements.  Overall, a minimum liquid asset level of
10% of total assets must be maintained to ensure ongoing cash flow requirements are met.

2017 2016

Total assets $345,962,727 $322,429,950
Liquid assets 75,183,173 65,876,851

21.73 % 20.43 %
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PROVINCIAL CREDIT UNION LIMITED
Schedules to Financial Statements (Schedule 2)

Interest Rate Sensitivity
Year Ended December 31, 2017

Under Over 1 to Over Not interest
1 year 5 years 5 years rate sensitive Total

ASSETS
Cash and cash equivalents $ 2,403,880 $ - $ - $ 4,535,809 $ 6,939,689

Effective interest rate %0.85 %- %- %-
Investments 55,344,551 - - 4,526,183 59,870,734

Effective interest rate %1.47 %- %- %-
Accounts receivable - - - 8,372,749 8,372,749
Personal and commerical

loans and mortgages 76,847,343 175,932,760 6,020,334 570,557 259,370,994
Effective interest rate %3.76 %3.68 %4.54 %-

Lines of credit and overdrafts 5,573,104 - - - 5,573,104
Effective interest rate %6.94 %- %- %-

Prepaid expense - - - 185,851 185,851
Deferred tax asset - - - 319,844 319,844
Property and equipment - - - 2,728,763 2,728,763
Due from CU PEI Investment Co 2,600,999 - - - 2,600,999

Effective interest rate %1.00 %- %- %-

$142,769,877 $175,932,760 $ 6,020,334 $ 21,239,756 $345,962,727

LIABILITIES AND MEMBERS' EQUITY

Accounts payable and
accrued liabilities $ - $ - $ - $ 267,296 $ 267,296

Employee benefits payable - - - 1,147,316 1,147,316
Accrued interest payable - - - 1,381,820 1,381,820
Income taxes payable - - - 15,176 15,176
Member deposits 116,657,568 64,721,143 - 86,600,305 267,979,016

Effective interest rate %1.06 %1.84 %- %-
Share deposits 43,105,008 - - - 43,105,008

Effective interest rate %0.50 %- %- %-
Members' shares 75,820 - - - 75,820

Effective interest rate %0.50 %- %- %-
Undistributed earnings - - - 31,991,275 31,991,275

$159,838,396 $ 64,721,143 $ - $121,403,188 $345,962,727

The above table sets out assets and liabilities on the earlier of contractual maturity or repricing date.  Use
of the table to derive information about the Credit Union's interest rate risk position is limited by the fact
that certain borrowers may choose to terminate their financial instruments at a date earlier than
contractual maturity or repricing dates.  For example, personal and commerical loans and mortgages are
shown at contractual maturity but could prepay earlier.

As at December 31, 2017, Provincial Credit Union Limited's net interest spread was 2.15%.  The net
interest spread is calculated by expressing the difference between (a) the percentage of income earned
on the average year end interest bearing assets and (b) the percentage of costs of capital and
borrowings on the average year end interest bearing liabilities.

Notes 1 - 21 are an integral part of these financial statements
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PROVINCIAL CREDIT UNION LIMITED
Schedules to Financial Statements (Schedule 2)

Interest Rate Sensitivity
Year Ended December 31, 2017

Under Over 1 to Over Not interest
1 year 5 years 5 years rate sensitive Total

ASSETS
Cash and cash equivalents $ 2,403,880 $ - $ - $ 4,535,809 $ 6,939,689

Effective interest rate %0.85 %- %- %-
Investments 55,344,551 - - 4,526,183 59,870,734

Effective interest rate %1.47 %- %- %-
Accounts receivable - - - 8,372,749 8,372,749
Personal and commerical

loans and mortgages 76,847,343 175,932,760 6,020,334 570,557 259,370,994
Effective interest rate %3.76 %3.68 %4.54 %-

Lines of credit and overdrafts 5,573,104 - - - 5,573,104
Effective interest rate %6.94 %- %- %-

Prepaid expense - - - 185,851 185,851
Deferred tax asset - - - 319,844 319,844
Property and equipment - - - 2,728,763 2,728,763
Due from CU PEI Investment Co 2,600,999 - - - 2,600,999

Effective interest rate %1.00 %- %- %-

$142,769,877 $175,932,760 $ 6,020,334 $ 21,239,756 $345,962,727

LIABILITIES AND MEMBERS' EQUITY

Accounts payable and
accrued liabilities $ - $ - $ - $ 267,296 $ 267,296

Employee benefits payable - - - 1,147,316 1,147,316
Accrued interest payable - - - 1,381,820 1,381,820
Income taxes payable - - - 15,176 15,176
Member deposits 116,657,568 64,721,143 - 86,600,305 267,979,016

Effective interest rate %1.06 %1.84 %- %-
Share deposits 43,105,008 - - - 43,105,008

Effective interest rate %0.50 %- %- %-
Members' shares 75,820 - - - 75,820

Effective interest rate %0.50 %- %- %-
Undistributed earnings - - - 31,991,275 31,991,275

$159,838,396 $ 64,721,143 $ - $121,403,188 $345,962,727

The above table sets out assets and liabilities on the earlier of contractual maturity or repricing date.  Use
of the table to derive information about the Credit Union's interest rate risk position is limited by the fact
that certain borrowers may choose to terminate their financial instruments at a date earlier than
contractual maturity or repricing dates.  For example, personal and commerical loans and mortgages are
shown at contractual maturity but could prepay earlier.

As at December 31, 2017, Provincial Credit Union Limited's net interest spread was 2.15%.  The net
interest spread is calculated by expressing the difference between (a) the percentage of income earned
on the average year end interest bearing assets and (b) the percentage of costs of capital and
borrowings on the average year end interest bearing liabilities.

Notes 1 - 21 are an integral part of these financial statements
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