





















































CREDIT UNION DEPOSIT INSURANCE CORPORATION
OF BRITISH COLUMBIA

Notes to the Financial Statements
(Tabular amounts expressed in thousands of dollars, unless otherwise indicated)

Year ended March 31, 2014

10. Fair value of financial instruments (continued):

1.

The Corporation's investments are measured at fair value and are classified as Level 1 in the fair
value hierarchy. During the years ended March 31, 2014 and 2013, no financial instruments were
transferred between levels and there were no financial instruments measured using unobservable
market data (Level 3).

Financial risk management:

Investments are exposed to financial risks including credit risk, liquidity risk and market risk:

(@)

(b)

(c)

Credit risk:

Credit risk relates to the possibility that a loss may occur from the failure of another party to
comply with the terms of contract. The investment policy established by the Corporation
limits the credit risk of bonds held by permitting investment in Canadian federal, provincial or
municipal government bonds only. The credit risk within the pooled funds is managed by the
investment manager in accordance with their individual policies.

Liquidity risk:

Liquidity risk relates to the possibility that the Corporation does not have sufficient cash or
cash equivalent to fulfill its financial obligations as they come due. All of the Corporation’s
investments are classified as available-for-sale and are readily redeemable or saleable, and
can be sold if the need arises.

Market risk:

Market risk relates to the possibility that investments will change in value due to future
fluctuations in market prices. Investments are carried on the statement of financial position at
fair value and are exposed to fluctuations in fair value. Changes in unrealized gains (losses)
of investments are recorded in other comprehensive income, net of any impairments which
are recognized immediately in net income.

Market risk comprises the following three types of risk:
() Currency risk:

Currency risk relates to the possibility that the investments will change in value due to
future fluctuations in foreign exchange rates. At March 31, 2014 and 2013, all
investments were denominated in Canadian dollars.
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11. Financial risk management (continued):

(c) Market risk (continued):

(it) Interest rate risk:

Interest rate risk relates to the possibility that fixed income investments will change in
value due to future fluctuations in market interest rates. As fixed income investments are
carried at their fair value, the carrying value of investments has exposure to interest rate
risk. The Corporation is also exposed to interest rate risk on investment returns on
reinvestment following maturity or sale. Fluctuations in interest rates may adversely
impact the Corporation’s fair value of investments. The Corporation’s investment
manager monitors duration and re-pricing risk of fixed income investments. The effective
yield and duration of fixed income investments is described below:

Weighted Less than 1to 5 Over 5
2014 average rate one year years years Total
Bonds:
Canadian 1.28% $ 62,066 $ 242550 $ - $304,616
Provincial 1.57% 16,292 93,417 - 109,709
1.36% $ 78,358 $ 335967 $ - $414,325

As at March 31, 2014, a one percent increase or decrease in interest rates would result in
a decrease or increase, respectively, of $10,400 or 2.3% in the fair value of total
investments including money market investments.

Weighted Less than 1to5 Over 5
2013 average rate one year years years Total
Bonds:
Canadian 1.15% % 8,513 $ 266,476 $ 29,927 $ 304,916
Provincial 1.58% 3,797 83,011 - 86,808

1.25% $ 12,310 $ 349487 $ 29,927 $ 391,724

As at March 31, 2013, a one percent increase or decrease in interest rates would have
resulted in a decrease or increase, respectively, of $10,300 or 2.6% in the fair value of
total investments including money market investments.
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11. Financial risk management (continued):
(c) Market risk (continued):
(iii) Other price risk:

Other price risk relates to the possibility that the fair value of future cash flows from
financial instruments will change due to market fluctuations (other than due to currency or
interest rate movements). The Corporation’s investments are not exposed to other price
risks.

12. Capital management:

While the Corporation is not subject to externally imposed capital requirements, a target deposit
insurance fund size of 0.88% of total British Columbia credit union deposits and non-equity
shares has been adopted (note 8). FICOM determines the rate of annual assessment with the
view to growing the fund and maintaining it within range of the target. A risk based variable
assessment methodology is in place, resulting in higher rates of assessment being assigned to
those credit unions with higher risk indicators.
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