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Our Mission: “To increase the competitive advantage of credit unions.”
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Credit Union Central

As the financial, trade and

consulting services organization for

Ontario’s credit unions, Credit Union

Central of Ontario (Central) develops

and delivers tailored products, services

and technology solutions for our 

245 members, and acts as the voice of

the provincial credit union system.

Financial services  

Central’s key financial role is to

manage a liquidity pool for member

credit unions. Central’s liquidity

arrangements mean credit union

member deposits are backed by 

a larger organization and by the

combined strength of more 

than 700 affiliated credit unions

across Canada. 

Central also acts as a wholesale

bank for its members, offering a 

full range of banking products and

services. Members of Central also

benefit from our affiliation 

with national and international

organizations, including the Canadian

Payments Association and the

INTERAC network.

Trade services

Government relations,

communications, market research 

and risk management services are

provided to credit unions as a benefit

of membership. 

Consulting services

Central offers fee-for-service

expertise to credit union in the areas

of asset and liability management,

lending and human resources

consulting, in addition to strategic 

and operational planning, director

programs and training.

Our Members

Perhaps the biggest misconception

about credit unions is that they are

“restricted” in the services they

provide and the members they serve.

The reality is, many of Ontario’s 

credit unions are full-service financial

institutions that are accessible 

to everyone. In fact, more than 

1.6 million Ontario residents from 

all walks of life enjoy doing their

“banking” at credit unions. In

addition to offering the full range 

of financial services that today’s

consumers expect – such as wealth

management, credit cards, loans,

mortgages and more – credit unions

offer many advantages over traditional

banks, including:

Personal service

Credit unions are renowned

for their attention to personal service.

Unlike other financial institutions

whose primary commitment is to 

shareholders, credit unions are

committed to the needs of their

members. That explains why credit

unions consistently score top 

marks in independent surveys

on customer service.

Community focus

Credit unions are based in our

communities and are committed to

local economic development. Deposits

and profits are reinvested in the

community, through personal and

business loans, bursaries, sponsorship

of community events, local economic

development, and dividends paid on

member shares.

Democratic structure

Anyone can join a credit union by

purchasing membership shares in the

company. And membership has its

privileges. Credit union members are

not just customers, they are owners of

their financial institution. Your

“ownership” entitles you to share 

in the profits, attend annual meetings

and vote on credit union initiatives.

You can even run for a position 

on the board.

Peace of mind

Credit unions also offer financial

peace of mind. They are regulated by

the Financial Services Commission of

Ontario and the Deposit Insurance

Corporation of Ontario (DICO). DICO

insures Canadian currency deposits 

to a maximum of $100,000 per

individual, and insures each separate

RRSP/RRIF/OHOSP contract and each

unique trust or joint account to a

maximum of $100,000 per account.
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Success Stories of 2000 … and New Directions for 2001
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Reinventing Central

• To meet the needs of all credit

unions in a fair and cost-effective

manner, Central decided to reinvent

itself. But we did it with a bonus. 

To reinvent Central as a larger and

stronger organization, we signed a

letter of understanding with Credit

Union Central of British Columbia 

to pursue a merger of the two

organizations’ financial businesses.

The proposed merger will streamline

decision-making, drive credit union

development, improve market

presence and pursue longer-term cost

savings for member credit unions in

both provinces. The services provided

by this new association will include

treasury, lending, investments,

banking, payments and technology. 

If approved by members, the

transition and implementation of the

merger will occur throughout 2001,

with the transfer of financial

operations to the new interprovincial

Central taking place January 1, 2002. 

Budget benefits

• The provincial budget brought 

good news to Ontario’s credit unions.

Following several years of lobbying by

Central, deposit insurance premiums

were exempted from retail sales tax,

saving the system approximately 

$2 million annually. More significant

in the long-term, by harmonizing tax

rates, the budget enables qualifying

credit unions to pay the lower small

business tax rate on a larger portion of

income, like other small businesses. 

Focusing on growth

• Two new credit unions opened for

business in Ontario in 2000 to serve

the specific needs of two diverse

communities. Anishinabek Nation

Credit Union in northern Ontario was

born to help aboriginal peoples in

nearby communities increase their

economic independence and establish

self-government. In September,

politicians and community leaders

alike attended the launch of the

Italian Canadian Credit Union in

Woodbridge, the heart of southern

Ontario’s Italian community. 

• More than 50 credit unions

strengthened their balance sheets

through loan diversification by

participating in the Partners 2000 loan

syndication program. A testament to

the efficacy of this commercial

syndication venture, the program

approached the $400-million mark in

2000 with the lion’s share of the assets

going on credit union balance sheets.

Another benefit of the program 

is that working with new and larger

businesses has given credit unions the

opportunity to provide services to a

broader base of prospective members. 

Enhancing services

• In 2000, 14 new credit unions 

and 100 new companies were added

to Central’s Bill Payment Service,

rewarding credit union members 

with better and broader services. 

• MemberDirect, the national

solution to Internet banking, saw

growth in Ontario as seven credit

unions signed on to the service, 

for a total of 29 provincial users. 

As more banking systems support 

the product in 2001, these numbers

will continue to increase. 

e-Central

• CUnet, Central’s Intranet/Extranet,

went live in 2000, offering credit

unions online access to publications,

and manuals, current account

balances and transaction history. 

In addition, through CUnet, credit

unions are now able to receive cheque

clearing, Automated Funds Transfer

(AFT) clearing and MasterCard

payment and merchant transactions.

Late in the year, we implemented

electronic reporting over the Web and

introduced more user friendly access

methods. In 2001, CUnet will expand

to deliver more services electronically,

and the site will be renamed e-Central

– a name that captures our goal to put

Central right on members’ desktops.

• Our system’s presence on the

Internet also expanded this year,

further broadening access to

information for Ontario’s credit 

union members. More than 

30 per cent of Central’s members 

now have a Web site, with most

offering Internet banking as an option

for members. Three Ontario credit

unions also introduced online trading

through Credential Direct. Internet

brokerage service will be made more

widely available to credit union

members in 2001. 

Caring for communities

• In partnership with our member

credit unions, the Ontario Credit

Union Charitable Foundation gave

almost $70,000 to Ontario community

projects in 2000. Another $35,000 

was provided to support overseas

projects through the Co-operative

Development Foundation.

• Ten Ontario credit unions were

among 500 Canadian companies

recognized this year by the Canadian

Centre for Philanthropy for their

commitment – through the Imagine

program – to donate a minimum of

one per cent of pre-tax profits to

charities. Of these 10 credit unions,

several donate more than one per cent

of profits to support organizations in

their communities.
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New Directions

New technologies. Mergers and

alliances. Restructuring and

reinvention. In a word: change. 

It’s the way of the world in the new

millennium, and it’s been a constant

in the Ontario credit union system 

for at least a decade. But this year,

Central’s focus for change shifted from

our member credit unions to Central

itself, as we charted a bold new course

for our organization.

As credit unions have been

transforming themselves to improve

service and remain competitive, Central,

too, has been repositioning itself 

for the future. The past 12 months,

in particular, provided Central with 

the opportunity to establish the

foundation for reinvention.

The national initiative to merge

centrals across Canada taught us 

that our members wanted, and 

were emotionally prepared for,

monumental change. We accepted 

the challenge, and undertook several

major initiatives in 2000 designed 

to reinvent Central and revolutionize

the way services are delivered to

Ontario credit unions.

The reinvention of Central began

early in the year with a major review

of Central’s costs, structure and value,

aimed at improving Central’s value

proposition and communicating it 

to our credit unions. The Board set

three priorities to guide the venture:

making the source of services clear 

to members; ensuring the costs are

identified and transparent; and

providing a competitive return on

investments and deposits and offering

competitive pricing on products.

Members were surveyed to confirm

that this new direction would meet

their needs and wishes. 

This review paved the way for an

exciting, complementary venture – 

a proposed merger of our financial

operations with those of B.C. Central.

Our vision is to create a new financial

services organization that will deliver

a greater range of commercial banking

services; allow more streamlined

decision-making; and, in the long

term, offer substantial savings to

credit unions.

Together, these changes will create a

more responsive, self-sufficient Central

– and one that looks very different

than it does today. With our members’

approval, by 2002 there will be three

or more dedicated organizations 

to serve Ontario credit unions: the

interprovincial financial services

organization, a provincial trade

association, and one or more

independent credit union service

organizations to provide services to

credit unions on a consulting basis. 

Planning for these new directions

took a great deal of Central’s time 

and resources in 2000, but not to 

the exclusion of other important

initiatives. We accomplished a great

deal over the past year to position

Central and the system for current

and future challenges. 

Jonathan Guss
Jack Morneau

Message from the CEO and Chair – New Directions
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Technology figured prominently in

Central’s reinvention strategy. In the

year 2000, we launched our Extranet

site, allowing members to access

Central through a new channel. 

The Web site now offers credit unions

easy, online access to manuals,

publications, rates, current accounts

and transaction history, and the

ability to receive cheque clearing,

Automated Funds Transfer (AFT)

clearing and MasterCard payment 

and merchant transactions over the

Internet. In 2001, we will expand the

Web site to deliver more services to

members’ desktops and improve the

flow of  two-way communication. 

Our credit unions, too, capitalized

on the Internet as a delivery channel,

and had great success in redefining

convenience for members. In 2000,

more Ontario credit union members

than ever before were able to visit

their financial institution online and

conduct banking transactions at any

time of the day or night. Some

members were also introduced to the

convenience of conducting online

trades through their credit union’s

Internet brokerage service, Credential

Direct. Credential launched the

program in the fall, exclusively for

Canada’s credit unions.

There were other notable changes in

2000 of which Central and our system

can be proud, and which are poised 

to ensure the system’s future growth. 

The Deposit Insurance Corporation 

of Ontario’s (DICO) deficit was 

eliminated in 2000, allowing DICO 

to reduce credit unions’ deposit

insurance premiums on average 

by 50 per cent. Our rates are still not

competitive with the banks, but the

system has come a long way in

building its strength and stability. 

And after several years of lobbying by

Central, deposit insurance premiums

were exempted from retail sales tax,

saving the system approximately 

$2 million. More good news on 

the government front came in the 

last provincial budget, with the

announcement that qualifying credit

unions will pay a lower small business

tax rate on all income. Collectively,

these victories will save our system

millions of dollars annually.

Our syndicated commercial lending

program is another new direction for

the system of which we should be

extremely proud. Five years ago, 

most credit unions only marginally

participated in commercial lending;

today, it’s a huge area of growth for

us. In 2000, Central leveraged our 

$7 million of retained earnings 

into a $60-million loan portfolio 

in support of $300 million of

syndications on the books of credit

unions. Credit unions involved 

in the loan diversification program

have discovered the benefits: long-

term relationships with members; 

more money to give back to the 

community; and the opportunity to

strengthen their own balance sheets.

Looking ahead, there is tremendous

potential to position credit unions 

as the lenders of choice to the small

business market.

At the same time, Central’s financial

performance in 2000 was stellar.

Within our conservative lending

policies, our investment team

implemented an active approach to

money management, balanced by

strict controls. Our yield per dollar

invested has been exemplary and our

dividend of two per cent meets our

budgeted target.

We have also added to our retained

earnings to build a solid foundation

for the new interprovincial financial

organization.

The next year promises to be a

turning point for Central, as we

witness the fulfillment of some of 

the exciting initiatives that are now

taking shape and the expansion of

others currently underway. Regardless

of which new direction we ultimately

choose to follow, in a year’s time,

Central will be forever a changed

organization, but one that continues

to be both valuable and relevant 

to the members we are in business 

to serve. 

Jonathan J. Guss
President and CEO

John F. (Jack) Morneau
Chair, Board of Directors

Message from the CEO and Chair – New Directions
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To the Members of

Credit Union Central of Ontario Limited

We have audited the consolidated balance sheet of Credit

Union Central of Ontario Limited (Central) as at December

31, 2000, and the consolidated statements of income and

retained earnings and cash flows for the year then ended.

These financial statements are the responsibility of Central’s

management. 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 plan and perform an audit to obtain

reasonable assurance whether the financial statements 

are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts

and disclosures in the financial statements. An audit also

includes assessing the accounting principles used and

significant estimates made by management, as well as

evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements

present fairly, in all material respects, the financial position

of Central as at December 31, 2000, and the results of its

operations and its cash flows for the year then ended in

accordance with Canadian generally accepted accounting

principles including the accounting requirements of the

Superintendent of Financial Institutions Canada.

Chartered Accountants
Toronto, Ontario

February 3, 2001

Auditors’ Report

New Directions Credit Union Central of Ontario     2000 Annual Report



As at December 31 (in thousands) 2000 1999

Assets
Cash resources $ 81,164 $ 87,924

Securities (note 5) 1,249,961 1,024,020

Loans (note 6) 142,452 108,562

Other assets (note 7) 36,459 37,044

$ 1,510,036 $ 1,257,550

Liabilities & Retained Earnings
Members’ deposits (note 8) $ 1,243,307 $ 1,097,560

Other liabilities (note 9) 37,132 27,990

Obligations related to securities sold under repurchase agreements – 26,040

Obligations related to securities sold short 139,653 19,202

Dividend payable (note 10) 1,602 1,578

Membership shares (note 11) 80,245 78,731

1,501,939 1,251,101

Retained earnings 8,097 6,449

$ 1,510,036 $ 1,257,550

Approved by the Board:

John F. (Jack) Morneau Jack Smit
Director Director

811
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Consolidated Statement of Income and Retained Earnings
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For the year ended December 31 (in thousands) 2000 1999

Interest income

Securities $ 69,190 $ 58,911

Loans 9,897 5,353

Cash resources 3,192 1,439

82,279 65,703

Interest expense 68,667 53,775

Net interest income 13,612 11,928

Provision for credit losses (notes 5 & 6c) 375 226

13,237 11,702

Net gain on sale of securities 1,244 631

Financial margin 14,481 12,333

Operating revenue

Membership dues 3,335 3,023

Financial services and other income 18,709 17,344

22,044 20,367

Operating expenses

Salaries and benefits 14,189 12,531

Administrative and other 13,372 12,455

Occupancy and amortization 5,041 5,058

32,602 30,044

Income from ongoing operations 3,923 2,656

Restructuring costs (note 4) 500 626

Dividend (note 10) 1,600 1,561

Income before provision for income taxes 1,823 469

Provision for income taxes (note 13) 175 162

Net income 1,648 307

Retained earnings, beginning of year 6,449 6,142

Retained earnings, end of year $ 8,097 $ 6,449
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Consolidated Statement of Cash Flows
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For the year ended December 31 (in thousands) 2000 1999

Cash flows from operating activities:
Net income $ 1,648 $ 307

Adjustments for:

Net gain on sale of securities ( 1,244 ) ( 631 )

Provision for credit losses 375 226

Depreciation and amortization 1,310 1,735

Net changes in accrued interest receivable and payable 6,246 4,010

Dividends paid ( 1,578 ) ( 2,093 )

Other items, net 4,989 ( 1,624 )

Cash flows from operating activities 11,746 1,930

Cash flows from financing activities:
Net change in members’ deposits 145,747 18,000
Membership shares issued 2,204 5,979
Membership shares redeemed ( 690 ) ( 3,367 )
Net change in obligations related to securities sold
under repurchase agreements ( 26,040 ) ( 7,455 )
Net change in obligations related to securities sold short 120,451 19,202

Cash flows from financing activities 241,672 32,359

Cash flows used in investing activities:
Sale and maturity of securities 35,588,214 10,180,843

Purchase of securities ( 35,716,862 ) ( 10,129,037 )

Net change in loans ( 34,265 ) ( 32,872 )

Net change in securities purchased under resale agreements ( 96,049 ) ( 35,629 )

Proceeds on sale of fixed assets 2 356

Acquisition of fixed assets ( 1,372 ) ( 1,019 )

Cash flows used in investing activities ( 260,332 ) ( 17,358 )

Effect of exchange rate changes on cash resources 154 ( 55 )

Net inflow (outflow) of cash resources ( 6,760 ) 16,876

Cash resources, beginning of year 87,924 71,048

Cash resources, end of year $ 81,164 $ 87,924

Cash resources are comprised of:

Cash in bank and items in transit (net) $ 21,341 $ 26,815

Deposits maturing or callable within 90 days 59,823 58,800

Callable liquidity deposits – 2,309

$ 81,164 $ 87,924

Supplementary cash flow information:

Interest paid during the year $ 61,369 $ 52,415

Income taxes paid during the year $ 164 $ 185



1. Significant accounting policies

The consolidated financial statements of Credit Union Central

of Ontario Limited (Central) have been prepared in accordance

with Canadian generally accepted accounting principles

including the accounting requirements of the Superintendent

of Financial Institutions Canada. The significant accounting

policies followed are summarized below.

(a) Basis of consolidation

The consolidated financial statements include the assets,

liabilities and results of operations of Central and its wholly-

owned subsidiary, Landmark Credit Limited. All inter-company

transactions and balances have been eliminated.

(b) Cash resources

Cash resources include deposits with regulated financial

institutions and cheques and other items in transit representing

uncleared settlements with other financial institutions. Both

items are recorded at cost. Income on interest bearing deposits

is recorded on an accrual basis and is included in Interest income

– Cash resources in the Consolidated Statement of Income and

Retained Earnings.

(c) Securities

Investment account securities are securities where the original

intention is to hold the securities to maturity or until market

conditions render alternative investments more attractive.

Fixed-term securities are carried at amortized cost whereby

purchase discounts and premiums are amortized to income

over the term to maturity. Investments in shares of co-operatives

are carried at cost.

Gains and losses on the sale of fixed-term securities are

accounted for using the completed transaction method on the

settlement date. Securities are written down to fair value when

there has been a decline in value that is considered to be other

than temporary.

Any writedowns or gains and losses on disposal of securities

are recorded in the year they occur and are included in Net gain

on sale of securities in the Consolidated Statement of Income and

Retained Earnings.

(d) Loans

Loans are stated net of any unearned income and of an

allowance for credit losses. Interest income is accounted for on

the accrual basis except on loans classified as impaired. 

A loan is classified as impaired when, in management’s opinion,

there has been a deterioration in credit quality to the extent

that there is no longer reasonable assurance as to the timely

collection of the full amount of principal and interest. Loans

where interest or principal is contractually past due 90 days are

814
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automatically recognized as impaired, unless management

determines the loan is fully secured or in the process of

collection, and the collection efforts are reasonably expected

either to result in repayment of the loan or restoration to a

current status within 180 days from the date the payment has

become contractually in arrears. All loans are classified as

impaired when interest or principal is past due 180 days, except

for loans guaranteed or insured by the Canadian government,

the provinces, or a Canadian government agency. These loans

are classified as impaired when interest or principal is

contractually 365 days in arrears.

When a loan is classified as impaired, recognition of interest

in accordance with the terms of the original loan agreement

ceases. Subsequent payments (interest or principal) received

on an impaired loan are recorded as a reduction of the recorded

investment in the loan. Loans are generally returned to accrual

status when the timely collection of both principal and interest

is reasonably assured and all delinquent principal and interest

payments are brought current.

Properties held for resale represent power of sale properties

and properties transferred as settlement of unpaid mortgage

amounts. The properties are recorded at the lower of the

outstanding balance of the related mortgages and estimated

net realizable value.

(e) Allowance for credit losses

Central maintains an allowance for credit losses which,

in management’s opinion, is considered adequate to absorb 

all credit-related losses in its portfolio of both on- and off-

balance sheet items, including loans, derivative instruments

and other credit-related contingent liabilities, such as letters

of credit and guarantees.

The allowance for credit losses consists of specific provisions

and general provisions. The balance in the allowance for the

credit losses account is deducted from the related asset category,

except for provisions against off-balance sheet items, which are

included in Other liabilities on the Consolidated Balance Sheet.

Specific provisions are determined on an individual and

group basis and reflect the associated estimated credit loss.

In the case of loans, the individual specific provision is

the amount required to reduce the carrying value of an

impaired loan to its estimated realizable amount. 

Generally, the estimated realizable amount is determined

by discounting the expected future cash flows at the effective

interest rate inherent in the loan at the date of impairment.

When the amounts and timing of future cash flows cannot be

measured with reasonable certainty, either the fair value of any

security underlying the loan, net of any expected realization
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costs and any amounts legally required to be paid to the

borrower, or the observable market price for the loan, is used

to measure the estimated realizable amount. The change in the

present value attributable to the passage of time on expected

future cash flows is included in the Provision for credit losses in

the Consolidated Statement of Income and Retained Earnings.

Specific provisions for loans determined on a group basis

reflect exposures to particular asset classes which are related to

specific credit ratings, industry or credit quality.

Specific provisions for investments determined on a group

basis reflect exposures to particular investment types which are

related to specific credit ratings and term-to-maturity.

General provisions are established to absorb expected credit

losses on the aggregate exposures in each of Central’s business

lines, for which specific provisions cannot yet be determined.

The amount of the Provision for credit losses that is charged

to the Consolidated Statement of Income and Retained Earnings

is the actual net credit loss experience for the year. It is the

amount that is required to establish a balance in the allowance

for credit losses account that management considers adequate

to absorb all credit-related losses in its portfolio of on- and 

off-balance sheet items, after charging amounts written off

during the year, net of recoveries, to the allowance for credit

losses account.

(f) Fixed assets

Fixed assets are stated at cost, less accumulated amortization.

Office furniture, computer equipment and software are

amortized over their estimated useful life of one to 10 years

using the straight-line method. Leasehold improvements are

amortized on a straight-line basis over the lesser of their

estimated useful lives and the underlying lease terms.

(g) Derivative instruments

Derivative instruments are financial contracts whose value

is derived from interest rates, foreign exchange rates or other

financial or commodity indices.

In the ordinary course of business, Central enters into various

derivative contracts, including interest rate forwards, futures,

swaps, and options. Derivative contracts are either exchange

traded contracts (including futures and options) or negotiated

over-the-counter contracts (including forwards, swaps and

options). Central enters into such contracts to manage its

exposure to interest rate fluctuations as part of Central’s asset

liability management program. Central also manages other yield

enhancement positions to profit from pricing anomalies and

offsets the position risk by entering into contracts in other

related markets. 

Swaps and forwards entered into for the purpose of managing

Central’s interest rate exposures are accounted for on the

accrual basis. Premiums on options entered into for this purpose

are amortized to income over the life of the related assets

or liabilities. 

Accrued interest, receivable or payable, is recorded in

Other assets or Other liabilities, as applicable. Interest income

or expense and amortization of option premiums are included

in Interest income – Securities.

Trading derivatives entered into for yield enhancement

purposes are carried at their fair value. The gains and losses

resulting from changes in fair value are included in Net gain

on sale of securities. Fair values are determined using pricing

models that incorporate current market and contractual prices

of the underlying instruments, time value of money, yield

curve and volatility factors.

(h) Income taxes

Central follows the asset and liability method of accounting

for income taxes, whereby future tax assets and liabilities are

recognized for the expected future tax consequences attributable

to differences between the financial statement carrying amount

of existing assets and liabilities and their respective tax bases

and operating loss and tax carryforwards. Future tax assets and

liabilities are measured using enacted or substantively enacted

tax rates expected to apply to taxable income in the years in

which those temporary differences as expected to be recovered

or settled.

Future tax assets and liabilities are recorded either in

Other assets or Other liabilities as applicable, in the Consolidated

Balance Sheet.

(i)  Securities purchased under resale agreements and obligations
related to securities sold under repurchase agreements

Central enters into short-term agreements whereby it

purchases and simultaneously commits to resell securities, 

or sells and simultaneously commits to repurchase securities, at

a specified price on a specified date. Securities purchased under

resale agreements are recorded in Securities in the Consolidated

Balance Sheet. These transactions are recorded at cost. Interest

income (resale agreements) and interest expense (repurchase

agreements) are recorded on an accrual basis.

(j) Obligations related to securities sold short

Securities that Central has sold but not yet purchased

represent an obligation to deliver securities at the time of sale.

These obligations are recorded at cost. Adjustments to fair

value and gains and losses on sale are recorded as Net gain

on sale of securities in the Consolidated Statement of Income

and Retained Earnings.
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(k) Employee benefit plans

Commencing in 2000 (see note 2), Central accrues

its obligations under employee benefit plans (including pension

plans and post-retirement plans other than pensions) and the

related costs, net of plan assets. Central has adopted the

following policies:

• the cost of pensions and other post-retirement benefits

earned by employees is actuarially determined using the

projected  benefit method pro-rated on service and

management’s best estimate of expected plan investment

performance, salary escalation, retirement ages of employees

and expected health care costs;

• for the purpose of calculating the expected return on plan

assets, those assets are valued at fair value;

• past service costs from plan amendments are amortized on a

straight-line basis over the average remaining service period

of employees active at the date of amendment;

• the excess of the net actuarial gain (loss) over 10 per cent of

the greater of the benefit obligation and the fair value of plan

assets is amortized over the average remaining service period

of active employees. The average remaining service period of

the active employees covered by the pension plan is 15 years.

The average remaining service period of the active employees

covered by the other post-retirement plans is 21 years.

(l) Use of estimates

The preparation of the financial statements in conformity

with Canadian generally accepted accounting principles requires

management to make estimates and assumptions that affect the

reported amounts of assets and liabilities, disclosure of

contingent assets and liabilities at the date of the financial

statements, the reported amounts of revenues and expenses

during the year. Actual results could differ from those estimates.

(m) Comparative figures

Certain comparative figures have been reclassified to conform

to the presentation adopted in the current year.

2. Changes in accounting policies

Effective January 1, 2000, Central adopted the accounting

recommendations in CICA Handbook Section 3465, Income

Taxes. Section 3465, Income Taxes requires a change from the

deferred method of accounting for income taxes under CICA

Handbook Section 3470, Corporate Income Taxes, to the asset

and liability method of accounting for income taxes. Under the

asset and liability method of Section 3465, future tax assets and

liabilities are recognized for the future tax consequences

attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their

respective tax bases. Future tax assets and liabilities are

measured using enacted or substantively enacted tax rates

expected to apply when the asset is realized or the liability

settled. Under Section 3465, the effect on future tax assets and

liabilities of a change in tax rates is recognized in income in

the period that substantive enactment or enactment occurs.

This change in accounting policy had no impact on retained

earnings or net income.

Effective January 1, 2000, Central prospectively adopted the

accounting recommendations in CICA Handbook Section 3461,

Employee Future Benefits. In previous years, Central accounted

for the costs of its post-retirement benefit plans, other than

pensions, on a pay-as-you-go basis. Under Section 3461, these

costs are required to be accrued over the periods in which the

employees render services in return for the benefits. Previously,

the costs of providing these benefits were charged to income as

the expenditures were incurred. The current year’s expense and

the expenditures incurred for these non-pension benefits are

$281,000 and $150,000, respectively.

3. Merger proposal

On October 16, 2000, Central and Credit Union Central of

British Columbia announced their mutual intention to merge

their respective financial services operations, effective January 1,

2002. The proposed merger is planned to be effected by a

statutory amalgamation with the amalgamating centrals

continuing operations as an association under the Cooperative

Credit Associations Act (Canada). Pursuant to a letter of intent

approved by Central’s Board of Directors on February 3, 2001,

the merged financial services association will be owned by the

members of the combining centrals. 

Non-financial services, essentially those services described in

note 20 as the Trade Services and Consulting Services business

segments, are excluded from the merger. It is proposed that

certain of these non-financial services would be acquired by

a co-operative corporation to be incorporated and owned

by the members of Central, while other non-financial services

could be acquired by other parties. The merger is subject to the

negotiation of a binding amalgamation agreement, as well as

board, membership, regulatory and government approval.

4. Restructuring costs

In 2000, a provision for restructuring costs of $500,000

was established for employee severances and other

contractually committed costs in connection with restructuring

Central’s operations.



In 1999, the restructuring costs of $626,000 were for

Credit Union Central of Canada (CUCC) special assessments,

incurred in connection with national initiatives to restructure

the credit union system.

5. Securities

Below is an analysis of the carrying value and unrealized

gains and losses on investment securities:

Gross Gross
Carrying unrealized unrealized Estimated

2000 (in thousands) value gains losses fair value

Securities:

Government $ 198,456 $ 2,591 $ ( 32 ) $ 201,015

Chartered bank 453,521 7,322 ( 56 ) 460,787

Other debt 446,403 5,241 ( 757 ) 450,887

Securities purchased 
under resale 
agreements 131,679 – ( 27 ) 131,652

General allowance 
for credit losses ( 218 ) – – ( 218 )

$ 1,229,841 $ 15,154 $ ( 872 ) $ 1,244,123

Co-operative 
investments 
(note 19c) 20,120 – – 20,120

$ 1,249,961 $ 15,154 $ ( 872 ) $ 1,264,243

Gross Gross
Carrying unrealized unrealized Estimated

1999  (in thousands) value gains losses fair value

Securities:

Government $ 487,509 $ 2,883 $ ( 560 ) $ 489,832

Chartered bank 200,530 471 ( 388 ) 200,613

Other debt 281,070 1,402 – 282,472

Securities purchased 
under resale 
agreements 35,629 47 – 35,676

General allowance 
for credit losses ( 65 ) – – ( 65 )

$ 1,004,673 $ 4,803 $ ( 948 ) $ 1,008,528

Co-operative 
investments 
(note 19c) 19,347 – – 19,347

$ 1,024,020 $ 4,803 $ ( 948 ) $1,027,875

Central has pledged securities in the amount of $75,000,000

as security for clearing activity, investment transactions and

external borrowings. 
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6. Loans

(a) Loans

(in thousands) 2000 1999

Members’ loans $ 60,263 $ 50,967

Residential mortgage loans 15,130 15,227

Property held for resale – 51

Commercial, syndicated and other loans 68,002 43,084

143,395 109,329

Allowance for credit losses ( 943 ) ( 767 )

$ 142,452 $108,562

Members’ loans are comprised substantially of lines of credit

and demand loans that bear interest at floating rates and are

secured by general security agreements over the respective credit

union’s assets. Residential mortgage loans are issued for a

maximum term of five years and bear interest primarily at fixed

rates. Commercial, syndicated and other loans are issued on

both a fixed and floating interest rate basis and are secured

primarily by real property, inventory or accounts receivable of

the borrowers.

(b) Allowance for credit losses 

The activity in the allowance for credit losses and

resulting year-end balances are detailed below.

Specific General 2000 1999
(in thousands) provisions provision Total Total

Balance, beginning 
of year $ 625 $ 142 $ 767 $ 597

Collection of loans
previously 
written-off 1 – 1 9

Loans written-off as
uncollectible ( 46 ) – ( 46 ) –

Provision for 
credit losses 221 – 221 161

Balance, end of year
$ 801 $ 142 $ 943 $ 767

The allowance for credit losses has been established in

accordance with the applicable regulatory standards.



(d) Interest income – loans

Interest income from loans is comprised of:

(in thousands) 2000 1999

Members’ loans $ 4,229 $ 1,574

Residential mortgage loans 953 561

Commercial, syndicated and other loans 4,715 3,218

$ 9,897 $ 5,353

7. Other assets

(in thousands) 2000 1999

Accrued interest $ 20,322 $ 19,271

Accounts receivable 2,426 2,815

Option premiums 6,911 8,070

Prepaid and deferred costs 4,284 4,430

Fixed assets, net of accumulated amortization 
of $13,434  (1999-$12,573) 2,516 2,458

$ 36,459 $ 37,044

8. Members’ deposits

(a) Deposits

(in thousands) 2000 1999

Current accounts $ 102,507 $ 129,506

Demand deposits 11,509 14,754

Term deposits 102,533 78,438

Bond deposits and discount deposits 558,821 429,069

Non-callable deposits 410 410

Liquidity reserve deposits 467,527 445,383

$1,243,307 $ 1,097,560
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Liquidity reserve deposits are received from members in

accordance with a Central by-law that requires each member

to maintain on deposit an amount equal to five per cent of

the credit union’s own share capital and deposit accounts,

adjusted annually through an update procedure. Amounts on

deposit are callable within 90 days. A reaffirmation of the by-

law establishing these deposits is required on an annual basis.

By-law amendments approved in 1999 established that, effective

January 1, 2000, further Secondary Liquidity Reserve Deposits

of two per cent of the credit union’s own share capital and

deposit accounts be invested in qualifying liquidity deposit

instruments with Central.

Governing legislation that was enacted in 1995 enables

Central’s members to take advantage of special liquidity pool

regulations, provided that Central maintains liquid assets in

cash resources and short-term securities at least equal to five

per cent of members’ share capital and deposits. Central has

designated the following liquid assets to meet this requirement:

(in thousands) 2000 1999

Cash resources with CUCC $ – $ 2,309

Securities – 
Canada and provincial notes, 
short term bonds and treasury bills, 
chartered bank acceptances 467,527 443,074

$ 467,527 $ 445,383

(c) Impaired loans

2000 1999
Gross Specific Provisions General Net Net

(in thousands) impaired Individual By group provision impaired impaired

Members’ loans $ – $ – $ – $ – $ – $ –

Residential mortgages – – 70 – ( 70 ) 180

Commercial, syndicated and other – 8 723 142 ( 873 ) ( 623 )

$ – $ 8 $ 793 $ 142 $ ( 943 ) $ ( 443 )
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(b) Interest expense

Interest expense is comprised of:

(in thousands) 2000 1999

Current accounts $ 3,498 $ 2,569

Demand deposits 583 653

Term deposits 5,210 4,692

Bond deposits and discount deposits 27,968 21,196

Non-callable deposits 24 22

Liquidity reserve deposits 25,751 21,744

External borrowings 5,633 2,899

$ 68,667 $ 53,775

9. Other liabilities

(in thousands) 2000 1999

Accrued interest $ 23,165 $ 15,868

Accounts payable and other liabilities 13,034 9,198

Obligations on derivative instruments 933 2,924

$ 37,132 $ 27,990

10. Dividend

On February 3, 2001, the Board of Directors declared

a dividend in respect of 2000 operations of $1,602,000 (1999 –

$1,578,000), calculated at a rate of 2.0 per cent (1999 – 2.0 per

cent) on the average share capital outstanding during 2000,

payable on or before February 23, 2001, to members of record

on December 31, 2000.

11. Membership shares

As a condition of membership, Central’s members

are required to maintain an investment in share capital, which

is adjusted annually. Central’s by-laws require that each member

maintain share capital of 1.30 per cent (1999 – 1.30 per cent)

of its own shares and deposits subject to a maximum of

$1,635,000 (1999 – $1,635,000). Subject to approval by the

Board of Directors and compliance with statutory provisions,

share capital is redeemable and is classified as a liability on the

balance sheet. Notwithstanding the financial statement

classification of Central’s share capital, membership shares

qualify as regulatory capital.

12. Capital requirements

Regulations to the Credit Unions and Caisses Populaires Act,

1994 (Ontario) prescribe the ratio of regulatory capital to be at

least five per cent of total assets. The Cooperative Credit

Associations Act (Canada) requires the maximum ratio of 

debt-to-capital to be 20-to-1 after adjustments for investments

in subsidiaries and certain affiliates.

Central is in compliance with these capital requirements as

at December 31, 2000, the regulatory capital amounted to

5.85 per cent (1999 – 6.8 per cent) of total assets and the ratio

of debt-to-capital was 18.9-to-1 (1999 – 16.1-to-1).

13. Income taxes

The provision for income taxes recorded in the Consolidated

Statement of Income and Retained Earnings is primarily

composed of the federal Large Corporations Tax.

The components of future income tax balances are as

follows:

(in thousands) 2000 1999

Future income tax assets:

Allowance for credit losses $ 124 $ 33

Premises and equipment 178 385

Loss carryforwards 401 682

Other 200 136

903 1,236

Valuation allowance ( 903 ) ( 1,236 )

Net future income tax assets $ – $ –

The provision for income taxes that is reported in the Consoli-

dated Statement of Income and Retained Earnings varies from that

obtained by applying statutory income tax rates to the income

before provision for income taxes for the following reasons:

(in thousands) 2000 1999

Combined federal and 
provincial income taxes 
and statutory 
tax rate $ 421 23.1% $ 108 23.1%

Increase (decrease) due to:

Loss carryforward 
utilization ( 310 ) ( 17.0 ) – –

Non-deductible 
expenses 33 1.8 25 5.4

Other, net ( 144 ) ( 7.9 ) ( 133 ) ( 28.5 )

Large 
Corporations Tax 175 9.6 162 34.5

Provision for income tax 
and effective tax rate $ 175 9.6% $ 162 34.5%

Large Corporations Tax is calculated at the rate of 0.225% of

taxable capital (1999 – 0.225%).
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14. Credit facilities

Central has an operating line of credit with CUCC of

$75,000,000 at wholesale prime rates that is secured by an

assignment of Central’s book debts, Central’s deposits in CUCC

and Central’s investment in the shares of CUCC.

In addition, Central has operating lines of credit with other

financial institutions totalling $8,500,000 at retail prime rates

plus one per cent. These lines are established for cash parcel

services, money orders, wire transfers, guarantees and letters of

credit on behalf of member credit unions.

15. Related party transactions

(a) Stabilization Fund Corporation

Central acts as administrator of the Stabilization Fund

Corporation (the Corporation). The one outstanding share of

the Corporation, issued for nominal consideration, is held in

trust by Central on behalf of its members. The Corporation

provides limited loss prevention and rehabilitation activities

for member credit unions and administers the First Claims

Pool, a self-insurance program funded from member credit

union assessments.

In 2000, the Corporation was charged $94,000 (1999 –

$94,000) for administrative services provided by Central. In

addition, the Corporation has agreed to reimburse Central for

costs of $55,000 (1999 – $110,000) to support loss prevention

programs and an additional $100,000 (1999 – $100,000) for

ongoing support of the Operations Manuals program for the

members of Central. These amounts have been reflected at the

exchange amount in the consolidated financial statements.

(b) Other

As at December 31, 2000, there were two residential mortgage

loans totalling $497,000 owing by officers to Central. There is no

allowance for losses required in respect of these mortgage loans.

Remuneration to directors and committee members was

$148,000 (1999 – $151,000) and other expenses for the board

and committees were $314,000 for the year (1999 – $315,000).

16. Commitments and contingent liabilities

(a) Loans

As at December 31, 2000, Central had loaned $60,263,000

to members against approved lines of credit and term

loans of $590,131,000 and had outstanding letters of credit

of $5,147,000 against an authorized limit of $9,466,000.

In addition, Central had advanced $68,002,000 against

approved commercial loans and credit lines of $101,172,000.

(b) Lease commitments

Minimum annual lease payments required under operating

leases for premises and equipment were as follows:

(in thousands)

2001 $ 1,680

2002 1,577

2003 1,577

2004 1,495

Thereafter –

$ 6,329

(c) Mortgage securitizations

Central’s mortgage securitization programs expand the

lending capacity of participating credit unions whereby eligible

mortgages are financed by external investors through an

independent securitization vehicle. The credit union continues

to service the sold mortgages and, as an intermediary, Central

is responsible for fund collection, reporting and other

administration including certifying the credit union’s lending

practices to permit participation in the program.

Central is committed to act as stand-by servicer and,

in certain limited circumstances relating to credit union options

to repurchase maturing mortgages, Central could become

obligated to repurchase specific maturing mortgages. It is

management’s opinion that Central’s future obligation under

the securitization program will not have a material effect, if any,

on Central’s cash flows. As at December 31, 2000, $62,971,000

in mortgages had been administered in the securitization

program and no options had been exercised to repurchase

maturing mortgages.

17. Derivative instruments

In the normal course of business, interest rate swap contracts,

options and forward rate agreements are outstanding and are

not reflected in the financial statements. Central enters into

these off-balance sheet instruments as a service to meet the

needs of its members and to manage exposures to interest rate

fluctuations. Central also manages yield enhancement positions

to profit from pricing anomalies and offsets the position risk by

entering into contracts in other related markets.

Interest rate swaps are contracts between two parties in which

interest obligations are exchanged on a specified notional

principal amount for a predetermined period based on agreed

upon fixed and floating rates. Options are contractual

agreements under which the seller grants the purchaser the
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right, but not the obligation, to either buy (call option) or sell

(put option) at or by a set date, a specific amount of a financial

instrument at a predetermined price. In consideration for the

assumption of risk, the seller receives a premium from the

purchaser. Forward rate agreements call for a cash settlement 

at a future date for the difference between a contractual rate

of interest and the current market rate based on a notional

principal amount.

The table below provides an analysis of Central’s derivative

portfolio and related credit exposure:

2000 1999

Current Current
Notional replacement Notional replacement

(in thousands) amount cost amount cost

Asset Liability Management (ALM)
Interest rate contracts:

Forward rate 
agreements $ – $ – $ 210,000 $ 2

Interest rate 
swaps 2,754,110 9,139 1,557,000 4,912

Swaptions 10,000 – 10,340 89

Options written – – 55,000 2

Options purchased – – 155,000 68

Equity contracts:

Options written 191,461 – 267,121 –

Options purchased 212,570 49,623 267,249 49,719

Foreign exchange contracts:

Spot and forward 
contracts 1,950 – – –

Total ALM $3,170,091 $ 58,762 $ 2,521,710 $54,792

Yield enhancement
Interest rate contracts:

Forward rate 
agreements $ 175,000 $ – $ – $ –

Options written 781,000 1,019 – –

Options 
purchased 260,000 131 – –

Total yield 
enhancement $1,216,000 $ 1,150 – –

Total ALM and yield 
enhancement $4,386,091 $ 59,912 $ 2,521,710 $54,792

Notional amounts are the contract amounts used to calculate

the cash flows to be exchanged. They are a common measure of

volume of outstanding transactions, but do not represent credit

or market risk exposure.

Current credit exposure is limited to the amount of loss that

Central would suffer if every counterparty to which Central is

exposed were to default at once, which is represented by the

current replacement cost of all outstanding contracts in a gain

position. These amounts, detailed above, do not consider the

value on any collateral. Credit exposure is managed as part of

the overall borrowing limits granted to customers. Negotiated

over-the-counter derivatives often present greater credit

exposure than exchange-traded contracts. Central attempts to

limit its credit exposure by dealing with counterparties believed

to be creditworthy and by requiring counterparties to enter into

master netting agreements. The credit risk associated with

contracts in a favourable position is eliminated by these master

netting agreements, only to the extent that contracts in an

unfavorable position with the same counterparty will not be

settled before the favourable contracts. Central’s overall

exposure to credit risk on derivative instruments subject to a

master netting agreement can change substantially within a

short period, since it is affected by each transaction subject to

the agreement.

The following table summarizes the fair value of Central’s

derivative portfolio at December 31, segregating derivative

instruments between those that are in a favourable or receivable

position from those in an unfavourable or payable position.

2000 1999

Total Total Total Total
favourable unfavourable favourable unfavourable

(in thousands) position position position position

ALM
Interest rate contracts:

Forward rate 
agreements $ – $ – $ 2 $ –

Interest rate 
swaps 9,139 ( 11,739) 4,912 ( 6,495)

Swaptions – – 89 –

Options written – – 2 –

Options purchased – – 68 (29)

Equity contracts:

Options written – ( 48,048 ) – ( 49,664 )

Options purchased 49,623 – 49,719 –

Total ALM $ 58,762 $( 59,787 ) $ 54,792 $ ( 56,188 )

Yield enhancement
Interest rate contracts:

Forward rate 
agreements $ – $ ( 144 ) $ – $ –

Options written 1,019 ( 625 ) – –

Options 
purchased 131 ( 76 ) – –

Total yield 
enhancement $ 1,150 $ ( 845 ) $ – $ –

Total ALM and yield 
enhancement

$ 59,912 $( 60,632 ) $ 54,792 $ ( 56,188 )
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Fair values of over-the-counter derivative instruments are

determined using pricing models that take into account

current market and contractual prices of underlying

instruments, as well as time value and yield curve or volatility

factors underlying the positions.

The following table summarizes the notional amounts, by

remaining term to maturity, of Central’s derivative portfolio

at December 31, 2000, segregating derivative instruments

between those used by Central in its yield enhancement

activities and those used to manage its exposures to currency

and interest rate fluctuations as part of Central’s asset liability

management program.

2000 1999

Within 1 to 5 Over 5 
(in thousands) 1 year years years Total Total

ALM
Interest rate contracts:

Forward rate agreements $ – $ – $ – $ – $ 210,000

Interest rate swaps 1,595,990 1,125,727 32,393 2,754,110 1,557,000

Swaptions 10,000 – – 10,000 10,340

Options written – – – – 55,000

Options purchased – – – – 155,000

Equity contracts:

Options written 60,451 131,010 – 191,461 267,121

Options purchased 61,250 151,320 – 212,570 267,249

Foreign exchange contracts:

Spot and forward contracts 1,950 – – 1,950 –

Total ALM $ 1,729,641 $ 1,408,057 $ 32,393 $3,170,091 $ 2,521,710

Yield enhancement
Interest rate contracts:

Forward rate agreements $ 175,000 $ – $ – $ 175,000 $ –

Options written 281,000 500,000 – 781,000 –

Options purchased 150,000 110,000 – 260,000 –

Total yield enhancement $ 606,000 $ 610,000 $ – $1,216,000 $ –

Total ALM and yield enhancement  $ 2,335,641 $ 2,018,057 $ 32,393 $4,386,091 $ 2,521,710

18. Interest rate sensitivity

Central uses interest rate sensitivity and value-at-risk analysis

to monitor and manage interest rate risk.

Interest rate sensitivity measures the difference between the

amount of assets and liabilities that reprice in a particular time

period, plus the net off-balance sheet instruments repricing

in the same period. The off-balance sheet gap represents the

notional amounts of off-balance sheet financial instruments,

such as interest rate swaps, options and forward rate

agreements, which are used to manage interest rate risk.

Central’s interest rate sensitivity position at December 31,

2000, as presented below is based upon the earlier of

contractual repricing or maturity dates of assets and liabilities.

The table shows the cumulative gaps at various intervals with

the impact of off-balance sheet contracts shown separately.

Simulation modelling and value-at-risk (VAR) analysis allow

Central to review its interest rate exposure more dynamically.

VAR measures the change of the present value of future cash

flows for a potential change in interest rates at a specified

confidence level. Simulation models take explicit account of

pricing strategies, the growth, volume and mix of future

business, in addition to future changes in interest rates.     
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19. Fair value of financial instruments

The fair value amounts of Central’s financial instruments

have been estimated using the valuation methods and

assumptions, which are outlined below.

(a) Financial instruments valued at carrying value

The carrying values of certain on-balance sheet financial

instruments are assumed to approximate their fair values, due to

their short-term nature or repricing frequency. These financial

instruments include cash resources, certain other assets, other

liabilities, dividend payable and membership shares.

(b) Securities other than co-operative investments

The estimated fair values of securities other than co-operative

investments are based on either observable market prices or

discounting the expected future cash flows at prevailing market

interest rates.

(c) Co-operative investments

Co-operative investments are carried at cost. As there is no

available trading market for co-operative shares, fair values

cannot be readily determined with sufficient reliability and the

estimated fair value of Securities presented in these financial

statements does not include any unrealized gains or losses for

co-operative investments. The following table presents the book

values reflected in these financial statements, Central’s share of

the ownership in the companies, and Central’s proportionate

equity interest at the last reported fiscal year-end December 31,

1999 (September 30, 2000 for Ethical Funds Inc. and Credential

Earlier of contractual repricing or maturity periods

Within 3 to 6 6 to 12 1 to 5 Over Non-rate Average
(in thousands) 3 months Months months years 5 years sensitive Total Yield %

Assets
Cash resources $ 59,823 $ – $ – $ – $ – $ 21,341 $ 81,164 4.34

Securities 688,085 88,495 36,563 284,301 132,591 19,926 1,249,961 6.23

Loans 90,431 6,101 7,297 38,623 – – 142,452 8.10

Other assets – – – – – 36,459 36,459 –

$ 838,339 $ 94,596 $ 43,860 $ 322,924 $ 132,591 $ 77,726 $ 1,510,036 6.16

Weighted average yield rate (%) 6.71 5.93 6.25 6.64 6.64

Liabilities and retained earnings
Members’ deposits $ 692,828 $ 208,417 $ 301,225 $ 40,692 $ 145 $ – $ 1,243,307 5.75

Obligations related to 
securities sold short – – – 20,658 118,995 – 139,653 6.57

Other liabilities & dividend payable – – – – – 38,734 38,734 –

Membership shares – – – – – 80,245 80,245 –

Retained earnings – – – – – 8,097 8,097 –

$ 692,828 $ 208,417 $ 301,225 $ 61,350 $ 119,140 $ 127,076 $ 1,510,036 5.34

Weighted average yield rate (%) 5.65 5.85 5.77 6.34 6.47

On-balance sheet gap $ 145,511 $ (113,821 ) $ (257,365 ) $ 261,574 $ 13,451 $ ( 49,350 ) $ – 0.82

Off-balance sheet

Receiving 1,848,528 378,000 383,500 637,878 21,189 1,116,996 4,386,091 5.96

Paying ( 1,843,481 ) ( 408,500 ) ( 239,775 ) ( 1,112,550 ) ( 26,189 ) ( 755,596 ) ( 4,386,091 ) ( 5.98 )

Off-balance sheet gap 5,047 ( 30,500 ) 143,725 ( 474,672 ) ( 5,000 ) 361,400 – ( 0.02 )

Weighted average yield rates (%) 5.83 6.08 5.87 6.32 6.17

( 5.95 ) ( 5.79 ) ( 6.03 ) ( 6.08 ) (6.33 )

Total interest rate 
sensitivity gap $ 150,558 $ ( 144,321 ) $ ( 113,640 ) $ ( 213,098 ) $ 8,451 $ 312,050 $ – 0.80

Cumulative interest rate 
sensitivity gap $ 150,558 $ 6,237 $ ( 107,403 ) $ ( 320,501 ) $ ( 312,050 ) $ – $ –



2000 1999

(in thousands) Book Value Fair Value Book Value Fair Value

Assets
Cash resources $ 81,164 $ 81,159 $ 87,924 $ 87,954

Securities 1,249,961 1,264,243 1,024,020 1,027,875

Loans 142,552 144,299 108,562 108,950

Other assets 33,943 33,943 34,586 34,586

$1,507,620 $1,523,644 $ 1,255,092 $ 1,259,365

Liabilities
Members’ 

deposits $1,249,368 $1,250,399 $ 1,097,560 $ 1,097,048

Other liabilities 37,132 37,132 27,990 27,990

Obligations related 
to securities sold 
under repurchase 
agreements – – 26,040 26,079

Obligations related 
to securities 
sold short 139,653 142,606 19,202 19,422

Dividend payable 1,602 1,602 1,578 1,578

Membership shares 80,245 80,245 78,731 78,731

$1,508,000 $1,511,984 $ 1,251,101 $ 1,250,848

Off-balance sheet
ALM interest rate 

contracts $ – $ ( 2,600 ) $ – $ ( 1,451 )

Equity contracts – 1,575 – 55

$ – $ ( 1,025 ) $ – $ ( 1,396 )

The fair value amounts are designed to approximate amounts

at which instruments could be exchanged in a current

transaction between willing parties; however, some of Central’s

financial instruments lack an available trading market.

Therefore, fair values are based on estimates using present

value and other valuation techniques. These techniques are

significantly affected by the assumptions concerning the

amount and timing of estimated future cash flows and discount

rates, which reflect varying degrees of risk. Also, the estimated

fair values disclosed do not reflect the value of assets and

liabilities that are not considered financial instruments, such

as fixed assets. As explained in Note 19 (c), the fair value of 

co-operative investments cannot be readily determined. Due

to the use of judgement, the aggregate fair value amounts

should not be interpreted as being realizable in an immediate

settlement of the financial instruments.

Interest rate sensitivity is the main cause of changes in the

fair value of Central’s financial instruments. The carrying values

of Central’s financial instruments are not adjusted to reflect

unrealized increases or decreases in fair value due to interest rate

changes, except for those derivative instruments entered into for

yield enhancement purposes which are carried at their fair value.
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Securities Inc.), in the underlying book values reported by each

of the co-operatives.

In accordance with the by-laws of The Co-operators Group,

Central’s equity interest in the net assets of 

The Co-operators Group is realizable only in the event of

liquidation, dissolution or windup. Other co-operative

investments are, in addition, also transferable.

2000 1999

Ownership Equity
(in thousands) Book Value Book Value Share Interest

Credit Union Central of Canada

$ 5,527 $ 5,465 21% $ 5,899

Credential Securities Inc.:

Debentures 657 300 7% 281

Co-operative Trust Company 
of Canada: 
Voting share 3 3 9% 4

Non voting share 4,493 4,493 13% 6,440

Ethical Funds Inc.:

Common share – – 14% 687

Subordinated 
shareholders loan 300 300 16% 300

The Co-operators Group:

Co-op Shares 1 1 14% 82,055

Class B Series A non-cumulative
preference shares 
redeemable at par 213 213 3% 213

Class C Series A non-cumulative
preference shares 1,250 1,250 14% 1,250

The CUMIS Group 7,676 7,322 12% 12,336

$ 20,120 $ 19,347 $ 109,465

(d) Loans

For variable rate loans that reprice frequently, estimated fair

values are assumed to be equal to the carrying value. The fair

value of other loans is determined by discounting the expected

future cash flows at prevailing market interest rates.

(e) Members’ deposits

For variable rate deposits that reprice frequently, estimated

fair values are assumed to be equal to the carrying value. The

fair value of other deposits is determined by discounting the

contractual cash flows using prevailing market interest rates.

The estimated fair value of Central’s financial instruments

at December 31, 2000, was as follows:


