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INDEPENDENT AUDITORS’ REPORT

To: The Registrar of Co-operatives and Friendly Societies
Re: EduCom Co-operative Credit Union Limited

Repert on the Audit of the Financial Statements
Opinion

We have audited the financial statements of EduCom Co-operative Credit Union Limited set out on
pages 4 to 86, which comprise the statement of financial position as at 31 December 2019, and the
statements of surpius or deficit and other comprehensive income, changes in equity and cash flows for
the year then ended, and notes comprising significant accounting policies and other explanatory
information.

In our opinion, the accompanying financial statements give a true and fair view of the financial position
of the Credit Union as at 31 December 2019, and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards (IFRS) and the
requirements of the Co-operatives Societies Act.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Financial Statements section of our report. We .are independent of the Credit Union in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional - Accountants (IESBA Code) and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code.

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

Other Information

Management is responsible for the other information. The other information comprises the President’s,
Treasurers' and other reports included in the Annual Report but does not include the ﬂnanmal
statements and our auditors’ report thereon.

Our opiniori on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above when it becomes available and, in doing so, consider whether the other
information is materially inconsistent with the financial statements, or our knowledge obtained in the
audit, or otherwise appears to be materially misstated.

The Annual Report is expected to be made available to us after the date of this auditors’ report.
Therefore, when we read the Annual Report, if we conclude that there is a material misstatement
therein, we are required to communicate the matter to those charged with governance.

Partners: R.L. McFarlane, K.A. Wilson, S.M. McFarlane, J. Green-Hibbert, D. Hobson
Offices in Montego Bay, Mandeville and Ocho Rios )
BDO is a member of BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of independent member firms.
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INDEPENDENT AUDITORS’ REPORT (CONT’D)

To: The Registrar of Co-operative and Friendly Societies
Re: EduCom Co-operative Credit Union Limited

Responsibilities of Management and the Board of Directors for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs and the Co-operative Societies Act, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from materiat
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Credit Union's
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Credit
Union or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Credit Union’s financial reporting process.
Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also;

¢ Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

» Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Credit Union’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
- estimates and related disclosures made by management.
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INDEPENDENT AUDITORS’ REPORT (CONT’D)

To: The Registrar of Co-operatives and Friendly Societies
Re: EduCom Co-operative Credit Union Limited

Responsibilities of Management and the Board of Directors for the Financial Statements {cont’'d)

L]

Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Credit Union’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditors’ report to the related disclosures in the financial
statements or if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditors’ report. However, future
events or conditions may cause the Credit Union to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

We communicate with the Board of Directors regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Report on additional matters as required by the Co-operative Societies Act

We have obtained all the information and explanations which, to the best of our knowledge and belief,
were necessary for the purposes of our audit.

In our opinion, proper accounting records have been kept, so far as appears from our examination of
those records, and the financial statements, which are in agreement therewith, give the information
required by the Co-operative Societies Act, in the manner required.

Chartered Accountants

25 March 2020
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF SURPLUS OR DEFICIT AND OTHER COMPREHENSIVE INCOME

YEAR ENDED 31 DECEMBER 2019

Note 2019 2018
$’000 $°000
INTEREST INCOME:
Loans to members 875,841 844,297
Liquid assets 11,203 4,817
Financial investments 9,228 14,229
Reverse repurchase agreements 17,965 32,169
914,237 895,512
INTEREST EXPENSE AND OTHER FINANCIAL COSTS:
Deposits 107,596 130,685
Voluntary shares 28,935 36,915
Deferred shares 1,210 1,605
External credits 7,011 9,061
Other financial costs 10,361 5,947
155,113 184,213
NET INTEREST INCOME 759,124 711,299
Impairment loss on investments 515 -
Loan impairment losses 12 (_43,730) (__5,366)
NET INTEREST INCOME AFTER IMPAIRMENT
LOSSES ON LOANS AND INVESTMENTS 715,909 705,933
Non-interest income 6 177,517 148,150
893,426 854,083
Operating expenses 7 (788,644) (727,502)
NET SURPLUS BEFORE HONORARIUM 104,782 126,581
Honorarium (_10,000) -
NET SURPLUS AFTER HONORARIUM
FOR THE YEAR 94,782 126,581
OTHER COMPREHENSIVE INCOME:
Item that will not be reclassified to surplus
Re-measurement of defined benefit pension plan 17,587 (_15,606)

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 112,369 110,975




EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF FINANCIAL POSITION

ASSETS:
EARNINGS ASSETS:
Liquid assets
Reverse repurchase agreements
Financial investments
Loans receivables

NON-EARNINGS ASSETS:
Cash in hand and at bank
Inventories
Other assets
Asset held for sale
Property, plant and equipment
Right-of-use assets
Retirement benefit asset

TOTAL ASSETS

LIABILITIES AND EQUITY:
INTEREST BEARING LIABILITIES:

Saving deposits
Voluntary shares
Deferred shares
External credits
Lease liabilities

NON-INTEREST BEARING LIABILITY:

Payables
TOTAL LIABILITIES

EQUITY:
Institutional capital
Non-institutional capital

TOTAL EQUITY

TOTAL LIABILITIES AND CAPITAL

31 DECEMBER 2019

Notes

13

14
15
16
17
18

19
20
21

17

23

24
25

2019 2018
*000 '000
618,555 534,259
549,486 738,582
269,643 458,074
7,763,224 6,700,193
9,200,908 8,431,108
65,943 53,365
2,610 2,998
90,289 100,724
- 48,300
398,398 408,100
53,657 i
37,754 19,388
648,651 632,875
9,849,559 9,063,983
4,335,646 3,870,822
3,719,463 3,517,053
39,692 47,369
109,536 139,454
55,078 A
8,259,415 7,574,698
173,148 123,158
8,432,563 7,697,856
1,074,582 1,032,537
342,414 333,590
1,416,996 1,366,127
9,849,559 2,063,983

Approved i e Board of Directors on 25 March 2020 and signed on its behalf:

e

=

Dr. M. Nicely - President
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R. Nel$on - Treasurer



Page 6
EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF CHANGES IN EQUITY

YEAR ENDED 31 DECEMBER 2019

Non -
Institutional Institutional
Capital Capital Total
Note $’000 $’000 $’000
Balance at 1 January 2018 969,746 340,722 1,310,468
Total comprehensive income
- Net surplus for the year - 126,581 126,581
- Other comprehensive income - ( 15,606) ( 15,606)
Transactions with owners
- Entrance fees 1,868 - 1,868
- Dividend 21,249 ( 24,999) ( 3,750)
- Issue of permanent shares 8,029 ( 388) 7,641
Transfer to statutory reserve 24 31,645 ( 31,645) -
Decrease in other reserve 26(a) - (_61,075) (__61,075)
Balance at 31 December 2018 1,032,537 333,590 1,366,127
Total comprehensive income
- Net surplus for the year - 94,782 94,782
- Other comprehensive income - 17,587 17,587
Transactions with owners
- Entrance fees 1,775 - 1,775
- Dividend - ( 49,965) ( 49,965)
- Issue of permanent shares 14,074 ( 1,108) 12,966
Transfer to statutory reserve 24 26,196 ( 26,196) -
Decrease in other reserve 26(a) ((26,276) (__26,276)

1,074,582 342,414 1,416,996




EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF CHANGES IN EQUITY

YEAR ENDED 31 DECEMBER 2019

Page 7

INSTITUTIONAL CAPITAL
Business
Statutory  Special Permanent Combination
Reserve  Reserve Share Reserve Total
$°000 $’000 $°000 $°000 $°000
Balance at 1 January 2018 256,685 253,143 171,841 288,077 969,746
Transactions with owners
- Entrance fees 1,868 - 1,868
- Dividend - 21,249 21,249
- Issue of permanent shares - 8,029 8,029
Transfer from undistributed surplus 31,645 - 31,645
Balance at 31 December 2018 290,198 253,143 201,119 288,077 1,032,537
Transactions with owners
- Entrance fees 1,775 - 1,775
- Issue of permanent shares - 14,074 14,074
Transfer from undistributed surplus 26,196 - 26,196
Balance at 31 December 2019 318,169 253,143 215,193 288,077 1,074,582




Balance at 1 January 2018

Total comprehensive income
- Net surplus for the year
- Other comprehensive income-

Transactions with owners
- Dividend

- Issue of permanent shares
Decrease in retirement benefits
Transfer to statutory reserve

Transfer to reserves
Honorarium
Decrease in reserve

Balance at 31 December 2018

Total comprehensive income
- Net surplus for the year
- Other comprehensive income

Transactions with owners
- Dividend

- Issue of permanent shares
Increase in retirement benefits
Transfer to statutory reserve

Transfer to reserves

Increase in loan loss reserve

Honorarium
Decrease in reserve

Balance at 31 December 2019

EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF CHANGES IN EQUITY

YEAR ENDED 31 DECEMBER 2019

NON-INSTITUTIONAL CAPITAL

Retirement
Special Permanent Loan Loss Benefit General Revaluation
Reserve Shares Reserve Reserve Reserve Reserve Reserve
Note $°000 $°000 $°000 $°000 $°000 $°000
4,359 31,609 2,357 204,253
( 388) -
- (12,221)
47,800 3,700
- 10,000
26 (a) (47,800) (13,275)
3,971 19,388 2,782 204,253
( 1,108) -
- 18,366
- 19,300
25,706 -
- 10,000
26 (a) - - - - (26,276)
- 2,863 25,706 37,754 5,806 204,253

Undistributed

98,144

126,581
( 15,606)

( 24,999)

12,221
( 31,645)
( 51,500)
( 10,000)

103,196

94,782
17,587

( 49,965)

( 18,366)
( 26,196)
( 19,300)
( 25,706)
( 10,000)

340,722

126,581
( 15,606)

( 24,999)
( 388)

( 31,645)

(_61,075)
333,590

94,782
17,587

( 49,965)
( 1,108)

( 26,196)
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF CASH FLOWS
YEAR ENDED 31 DECEMBER 2019

CASH FLOWS FROM OPERATING ACTIVITIES:

Net surplus

Adjustments for:
Interest received
Interest income
Interest expense
Interest paid
Depreciation
Amortisation of right of use asset
Finance expense
Loss on disposal of assets held for sale
Unrealised foreign exchange gain
Pension expense
Impairment losses on investments
Loan impairment losses

Changes in operating assets and liabilities
Saving deposits
Voluntary shares
Retirement benefit assets
Inventories
Other assets
Loans
Payables
Decrease in reserves

Cash (used in)/provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property, plant and equipment
Proceed on disposal of asset held for sale

Reverse repurchase agreements
Financial investments
Cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
External credits
Increase/(decrease) in permanent shares
Deferred shares
Dividend paid
Entrance fees
Principal paid on lease liabilities
Interest paid on lease liabilities
Interest paid on external credit

Cash used in financing activities

Exchange gain on foreign cash balances

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
CASH AND CASH EQUIVALENTS AT END OF YEAR (note 13)

201
$’000

O

94,782

919,202

( 914,237)
137,741

( 137,053)
24,348
6,279
11,167
4,418

( 696)
4,438

( 515)
43,730
193,604

459,447
207,099

( 5,217)
388
10,435
(1,110,615)
49,990
(__26,276)
(_221,145)

( 14,646)
42,318
189,568
188,024
405,264

( 29,918)
12,966

( 7,677)
49,965)
1,775

—_—

——~—~
>
—_
Ul
o
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126,581

901,911
(895,512)

169,205
(155,181)

23,787

9,061

( 1,169)
2,024
3,201
5,366

189,274

591,866
116,602
( 5,409)
( 474)
12,844
(624,976)
16,684

(_13,275)
283,136

( 13,556)

99,431
27,249
113,124

( 23,165)
( 21,108)
( 535)

1,868

(__9,061)
(_52,001)

344,259
154

344,413
243,211
587,624
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

STATEMENT OF CASH FLOWS

31 DECEMBER 2019

STATUS AND PRINCIPAL ACTIVITIES:

EduCom Co-operative Credit Union Limited (the Credit Union) is incorporated under the laws of
Jamaica and is registered under the Co-operative Societies Act. The registered office of the
Credit Union is located at 10 Oxford Terrace, Kingston 5, Jamaica. The Credit Union was
formed following the merger of A.A.M.M Co-operative Credit Union Limited and UWI (Mona) &
Community Co-operative Credit Union Limited on 1 April 2015. On 1 January 2017, the Credit
Union merged its operation with St. Catherine Co-operative Credit Union Limited.

The main activities of the Credit Union are to promote thrift among its members by affording
them an opportunity to accumulate their savings and to create for them a source of credit for
provident or productive purposes at reasonable rates of interest.

Membership to the Credit Union is obtained by members’ subscribing to a minimum of $2,000
permanent shares and a minimum of $600 voluntary shares. Voluntary shares are deposits
available for withdrawals on demand, while permanent shares are paid in cash and invested in
risk capital and are redeemable only upon transfer to another member. Individual membership
may not exceed 20% of the total of the members’ shares of the Credit Union.

The Co-operative Societies Act requires, among other provisions, that at least 20% of the net
surplus of the Credit Union be transferred annually to a reserve fund. Section 59 (1) & (11) of
the Act provides for the exemption from income tax and stamp duty for the Credit Union.

The Credit Union’s operations are located in the parishes of Kingston, St. Andrew, St.
Catherine, Manchester and St. James.

FUNCTIONAL CURRENCY:

These financial statements are presented in Jamaican dollars which is the Credit Union’s
functional currency. Except where indicated to be otherwise, financial information presented
are shown in thousands of Jamaican dollars.

SIGNIFICANT ACCOUNTING POLICIES:

The principal accounting policies applied in the preparation of the financial statements are set
out below. These policies have been consistently applied to all the years presented, unless
otherwise stated.

() Basis of preparation

These financial statements have been prepared in accordance with International
Financial Reporting Standards, International Accounting Standards as issued by the
International Accounting Standards Board (IASB) and Interpretations (collectively IFRS).
The financial statements have been prepared under the historical cost convention as
modified by the revaluation of certain properties and financial assets that are
measured at fair value or revalued amounts.
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2019

3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(@)

Basis of preparation (cont’d)

The preparation of financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. It also requires management to exercise its
judgement in the process of applying the Credit Union’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the financial statements are disclosed in note 4.

New standards, interpretations and amendments effective in the current year

Certain new standards, amendments and interpretations to existing standards have been
published that became effective during the current financial year. The Credit Union has
assessed the relevance of all such new standards, amendments and interpretation and
has put into effect the following, which are is immediately relevant to its operations:

IFRS 16, 'Leases’(effective for annual reporting periods beginning on or after 1
January 2019). The standard eliminates the current dual accounting model for
lessees, which distinguishes between on-balance sheet finance leases and off-
balance sheet operating leases. Instead, there is a single, on-balance sheet
accounting model that is similar to current finance lease accounting. Entities will be
required to bring all major leases on balance sheet, recognizing new assets and
liabilities. The on-balance sheet liability will attract interest; the total lease
expense will be higher in the early years of a lease even if a lease has fixed regular
cash rentals. Optional lessee exemption will apply to short- term leases and for low-
value items with value of US$5,000 or less.

Lessor accounting remains similar to current practice as the lessor will continue to
classify leases as finance and operating leases.

The adoption of IFRS 16 from the 1 January resulted in changes in accounting
policies and adjustments to amounts recognized in the 2019 financial statements. In
accordance with the transitional provisions in IFRS 16, comparative figures have not
been restated. Details of the new accounting policies are outlined in Note 3 (n) and
the impact on the financial statements on the adoption of the new standard is
disclosed in Note 29.

Amendment to IAS 19, Employee Benefits, (effective for annual periods
beginning on or after January 1, 2019). This standard specifies how an entity
determine pension expenses when there are changes to a defined pension plan. The
amendment requires the entity to use updated actuarial assumptions to determine
its current service cost and net interest for the remaining period when there is an
amendment, curtailment or settlement of a defined benefit plan. The effect of the
net asset ceiling is disregarded when calculating the gain or loss on the settlement
of the defined benefit plan and is dealt with separately in other comprehensive
income. The adoption of the standard did not have an impact on financial statement
of the Credit Union.
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2019

3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):
() Basis of preparation (cont’d)

New standards, interpretations and amendments effective in the current year
(cont’d)

Amendment to IFRS 9, ‘Financial Instruments - Prepayment features with negative
compensation and modifications of financial liabilities’, (effective for annual
periods beginning on or after 1 January 2019). The amendment was issued to
address the concerns about how IFRS 9 classifies particular pre-payable financial
assets. It amends the existing requirements in IFRS 9 regarding termination rights in
order to allow measurement at amortized cost (or, depending on the business
model, at fair value through other comprehensive income) even in the case of
negative compensation payments. However, the calculation of this compensation
payment must be the same for both the case of an early repayment penalty and the
case of an early repayment gain. The final amendments also contain (in the Basis for
Conclusions) a clarification regarding the accounting for a modification or exchange
of a financial liability measured at amortised cost that does not result in the de-
recognition of the financial liability. The amendments to the Basis for Conclusions
clarify that an entity recognises any adjustment to the amortised cost of the
financial liability arising from a modification or exchange in surplus or deficit at the
date of the modification or exchange.

There was no impact from adoption of these amendments and clarification.

Annual improvements to IFRSs 2015 - 2017 cycles, (effective for annual periods
beginning on or after 1 January 2019). There were four amendments as part of the
2015-2017 Annual Improvements Cycle. These were made to IFRS 3 Business
Combinations and IFRS 11 Joint Arrangements, IAS 12 Income Taxes and IAS 23
Borrowing Costs.

- IFRS 3: A credit union re-measures its previously held interest in a joint operation
when it obtains control of the business.

- IFRS 11: A credit union does not re-measure its previously held interest in a joint
operation when it obtains joint control of the business.

- IAS 12: A credit union accounts for all income tax consequences of dividend
payments in the same way.

- IAS 23: A credit union treats as part of general borrowings any borrowing
originally made to develop a specific asset when that asset is ready for its
intended use or sale.

There was no impact from adoption of these amendments.
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2019

3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(@)

Basis of preparation (cont’d)

New standards, amendments and interpretations not yet effective and have not
been early adopted

At the date of authorization, there are a number of standards, amendments to
standards and interpretations which have been issued by the IASB that are effective in
future accounting periods that the Credit Union has decided not to adopt early. The
most significant of these are:

Amendment to IAS 1 Presentation of Financial Statements and IAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors, (effective for annual
periods beginning on or after January 1, 2020). These standards are conceptual
amendments to other IFRSs and provides the following definition of ‘material’ to
guide preparers of financial statements in making judgements about information to
be included in financial statements: “Information is material if omitting, misstating
or obscuring it could reasonably be expected to influence decisions that the
primary users of general purpose financial statements make on the basis of those
financial statements, which provide financial information about a specific reporting
entity.” The Credit Union does not expect the amendment to have a significant
impact on its 2020 financial statements

Revised Conceptual Framework for Financial Reporting (effective for annual
periods beginning on or after 1 January 2020). The revised conceptual
framework will be used in standards-setting decisions with immediate effect,
however no changes will be made to any of the current accounting standards.
Entities that apply the Conceptual Framework in determining accounting policies
will need to consider whether their accounting policies are still appropriate under
the revised Framework. The Credit Union is currently assessing the impact of this
revision.

The Credit Union does not expect any other standards or interpretations issued by the
IASB, but not yet effective, to have a material effect on its financial position.

Foreign currency translation

Transactions entered into by the Credit Union in a currency other than the currency of
the primary economic environment in which they operate (their “functional currency”)
are recorded at the rates ruling when the transactions occur.

Foreign currency monetary assets and liabilities are translated at the rates ruling at the
reporting date. Exchange differences arising on the retranslation of unsettled monetary
assets and liabilities are recognized immediately in surplus or deficit.
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2019

3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(©)

Financial assets

A financial asset is any contract that gives rise to both a financial asset in one entity
and a financial liability or equity of another entity.

Classification and subsequent measurement

The Credit Union classifies its financial assets based on the business model used for
managing the financial assets and the asset’s contractual terms. These are measured
at either:

=  Amortised cost, and;
= Fair value through profit or loss (FVPL).

The classification requirements for debt and equity instruments are described below:
Debt instruments

Measurement of debt instruments depends on the Credit Union’s business model for
managing the asset and the cash flow characteristics of the asset. The Credit Union
classifies its debt instruments into one of the following two measurement categories.

Amortised cost

Assets that are held for collection of contractual cash flows, where those cash flows
represent solely payments of principal and interest, are measured at amortised cost.
Interest income from these financial assets is included in the income statement using
the effective interest rate method. Any gain or loss arising on derecognition is
recognised directly in the surplus or deficit. Impairment losses are presented as a line
item in the income statement as credit impairment losses. Bad debt recoveries are
included in other income.

Fair value through profit or loss (FVPL)

Assets that do not meet the criteria for amortised cost or FVOCI are measured at fair
value through profit or loss. A gain or loss on a debt instruments that is measured at
fair value through profit is recognised in profit or loss in the period in which it arises.
Interest income from these financial assets is included in ‘Interest income’ using the
effective interest method.
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EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2019

3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(©)

Financial assets (cont’d)
Classification and subsequent measurement (cont’d)
Equity instruments

Upon initial recognition, the Credit Union elects to classify irrevocably some of its
equity investments as equity instruments at FVOCI when they are not held for trading.
Such classification is determined on an instrument-by-instrument basis. Gains and
losses on such equity instruments are never reclassified to profit or loss and no
impairment is recognised in profit or loss. Dividends are recognised in profit or loss
unless they clearly represent a recovery of part of the cost of the investment, in which
case they are recognised in OCl. Cumulative gains and losses recognised in OCl are
transferred to accumulated surplus on disposal of an investment. Equity instruments at
FVOCI are not subject to an impairment assessment.

Equity instruments held for trading are measured at FVPL and changes in the fair value
are recognized in surplus for the period.

Derecognition

The Credit Union derecognises a financial asset when the contractual rights to the
cash flows from the financial asset expire, or it transfers the rights to receive the
contractual cash flows in a transaction in which substantially all of the risks and
rewards of ownership of the financial asset are transferred or in which the Credit
Union neither transfers nor retains substantially all of the risks and rewards of
ownership and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of
the asset (or the carrying amount allocated to the portion of the asset derecognised)
and the sum of (i) the consideration received (including any new asset obtained less
any new liability assumed) and (ii) any cumulative gain or loss that had been
recognised in OCI is recognised in surplus or deficit.

Measurement and gains and losses
Financial assets at amortised cost are initially measured at fair value plus incremental
direct transaction costs, and subsequently at their amortised cost using the effective
interest method. The amortised cost is reduced by impairment losses.
The investment securities' caption in the statement of financial position includes:

- debt investment securities measured at amortised cost which are initially

measured at fair value plus incremental direct transaction costs, and
subsequently at their amortised cost using the effective interest method;
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3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(©)

Financial assets (cont’d)
Measurement and gains and losses (cont’d)

The investment securities’ caption in the statement of financial position includes
(cont’d):

equity investment securities mandatorily measured at FVTPL or designated as
at FVTPL which are at fair value with changes recognised immediately in profit
or loss;

equity investment securities designated as at FVOCI.
Impairment

The Credit Union assesses on a forward looking basis the expected credit losses (ECL)
associated with its financial assets classified at amortised cost.

The ECL will be recognised in surplus before a loss event has occurred. The
measurement of ECL reflects an unbiased and probability-weighted amount that is
determined by evaluating a range of possible outcomes. The probability-weighted
outcome considers multiple scenarios based on reasonable and supportable forecasts.
Under current guidance, impairment amount represents the single best outcome; the
time value of money; and reasonable and supportable information that is available
without undue cost or effort at the reporting date about past events, current
conditions and forecasts of future economic conditions.

ECL is calculated by multiplying the Probability of default (PD), Loss Given Default
(LGD) and Exposure at Default (EAD).

The impairment model uses a three-stage approach based on the extent of credit
deterioration since origination:

Stage 1 - 12 month ECL applies to all financial assets that have not experienced
a significant increase in credit risk since origination and are not non-
performing. The ECL will be computed using a 12-month PD that
represents the probability of default occurring over the next 12
months.



3.

Page 17
EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2019

SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(©)

Financial assets (cont’d)
Impairment (cont’d)

The impairment model uses a three-stage approach based on the extent of credit
deterioration since origination (cont’d):

Stage 2 - When a financial asset experiences a significant increase in credit risk
subsequent to origination but is not non-performing, it is considered to
be in Stage 2. This requires the computation of ECL based on lifetime
PD that represents the probability of default occurring over the
remaining estimated life of the financial asset. Provisions are higher in
this stage because of an increase in risk and the impact of a longer
time horizon being considered compared to 12 months in Stage 1.

Stage 3 - Financial assets that have an objective evidence of impairment will be
included in this stage. Similar to Stage 2, the allowance for credit
losses will continue to capture the lifetime ECL.

The Credit Union uses judgement when considering the following factors that affect
the determination of impairment:

Assessment of Significant Increase in Credit Risk (SICR)

The assessment of a significant increase in credit risk is done on a relative basis. To
assess whether the credit risk on a financial asset has increased significantly since
origination, the Credit Union compares the risk of default occurring over the expected
life of the financial asset at the reporting date to the corresponding risk of default at
origination, using key risk indicators that are used in the Credit Union’s existing risk
management processes. At each reporting date, the assessment of a change in credit
risk will be assessed on a collective basis, this would require the segmentation of credit
exposure on the basis of shared credit risk characteristics. This assessment is
symmetrical in nature, allowing credit risk of financial assets to move back to Stage 1 if
the increase in credit risk since origination has reduced and is no longer deemed to be
significant.

Macroeconomic Factors, Forward Looking Information and Multiple Scenarios
The Credit Union applies an unbiased and probability weighted estimate of credit losses

by evaluating a range of possible outcomes that incorporates forecasts of future
economic conditions.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(©)

Financial assets (cont’d)
Impairment (cont’d)
Macroeconomic Factors, Forward Looking Information and Multiple Scenarios (cont’d)

Macroeconomic factors and forward looking information are incorporated into the
measurement of ECL as well as the determination of whether there has been a
significant increase in credit risk since origination. Measurement of ECLs at each
reporting period reflect reasonable and supportable information at the reporting date
about past events, current conditions and forecasts of future economic conditions.

The Credit Union uses three scenarios that are probability weighted to determine ECL:
base, optimistic and pessimistic.

Expected Life

When measuring ECL, the Credit Union considers the maximum contractual period over
which the Credit Union is exposed to credit risk. All contractual terms are considered
when determining the expected life. For certain revolving credit facilities that do not
have a fixed maturity, the expected life is estimated based on the period over which
the Credit Union is exposed to credit risk and where the credit loss would not be
mitigated by management’s actions.

Application of the Simplified Approach

For other receivables, the Credit Union applies the simplified approach permitted by
IFRS 9, which requires that the impairment provision is measured at initial recognition
and throughout the life of the receivables using a lifetime ECL. As a practical
expedient, a provision matrix is utilised in determining the lifetime ECLs for other
receivables.

The lifetime ECLs are determined by taking into consideration historical rates of
default for each segment of aged receivables as well as the estimated impact of
forward looking information.

Financial liabilities

The Credit Union’s financial liabilities net of transaction costs, are initially measured
at fair value, and are subsequently measured at amortised cost using the effective
interest method. At the reporting date, the items classified as financial liabilities are
members’ voluntary shares, saving deposits, deferred shares, payables, external credits
and lease liabilities.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(e)

Reverse repurchase agreements

The purchase and sales of securities under resale and repurchase agreements are
treated as collateral lending and borrowing transactions. The related interest income
and expense are recorded on the accrual basis.

Cash and cash equivalents

Cash and cash equivalents are carried in the statement of financial position at cost. For
the purposes of the cash flow statement, cash and cash equivalents comprise cash in
hand and in bank and deposits not held to satisfy statutory requirements and short
term highly liquid investments with original maturities of three months or less, net of
bank overdraft.

Inventories

Inventories are initially recognised at cost, and subsequently stated at the lower of
cost and fair value less cost to sell, cost being determined on the first-in-first-out
basis.

Other assets

Other receivables are carried at anticipated realizable value. An estimate is made for
doubtful receivables based on all outstanding amounts at year end. Bad debts are
written off in the year in which they are identified.

Asset held for sale

Non-current assets are classified as held for sale if their carrying amount will be
recovered principally through a sale transaction rather than through continuing use and
a sale is considered highly probable. They are measured at the lower of their carrying
amount and fair value less costs to sell except for assets such as investment property
that are carried at fair value.

An impairment loss is recognised for any initial or subsequent write-down of the asset
to fair value less costs to sell. A gain is recognised for any subsequent increases in fair
value less costs to sell of an asset, but not in excess of any cumulative impairment loss
previously recognised. A gain or loss not previously recognised by the date of the sale
of the non-current asset is recognised at the date of derecognition.
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3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

()

Property, plant and equipment

Iltems of property, plant and equipment are recorded at historical cost less
accumulated depreciation and impairment. Historical cost includes expenditure that is
directly attributable to the acquisition of the items.

Freehold buildings are subsequently carried at fair value, based on periodic valuations
by a professionally qualified valuer. These revaluations are made with sufficient
regularity to ensure that the carrying amount does not differ materially from that
which would be determined using fair value at the end of the reporting period. Changes
in fair value are recognised in other comprehensive income and accumulated in the
revaluation reserve except to the extent that any decrease in value in excess of the
credit balance on the revaluation reserve, or reversal of such a transaction, is
recognised in surplus or deficit.

Subsequent costs are included in the asset’s carrying amount or recognised as a
separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Credit Union and the cost of the item can be
measured reliably. The carrying amount of any replaced part is derecognised. All other
repairs and maintenance are charged to surplus or deficit during the financial period in
which they are incurred.

Depreciation is calculated on the straight-line method at annual rates estimated to
write off the costs of the assets over the period of their estimated useful lives. Land is
not depreciated. Annual rates are as follows:

Buildings 2Y2%
Leasehold Improvement 14 1/3%
Computer and Equipment 20%
Computer software 331/3%
Furniture and Fixtures 10%
Motor vehicles 20%

Property, plant and equipment are periodically reviewed for impairment. Where the
carrying amount of the assets is greater than the estimated recoverable amount, it is
written down immediately to its recovery amount.

Gains and losses on disposals of property, plant and equipment are determined by
reference to their carrying amounts and are taken into account in determining profit or
loss.

The assets’ residual values and useful lives are reviewed and adjusted if appropriate,
at each reporting date.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(k)

Employee benefits

The Credit Union contributes to two separate pension funds on behalf of its employees
a defined contribution plan and a defined benefit plan independently administered as
follows:

Defined contribution plan

This is a money purchase plan whereby it pays contributions to a privately administered
fund. Once the contributions have been paid, the Credit Union has no further
obligations. The regular contributions constitute net periodic costs for the year in
which they are due and are included in staff costs.

Defined benefit plan

This is a multi-employer defined benefit pension scheme. The pension is funded from
payments from employee and by the Credit Union, taken into account the
recommendation of independent qualified actuaries.

The asset or liability in respect of defined benefit plans is the difference between the
present value of the defined benefit obligations and fair value of plan assets at the
reporting date.

Where a pension asset arises, the amount recognized is limited to the present value of
any economic benefits available in the form of funds from the plan or reductions in the
future contributions to the plan. The valuation is performed annually by independent
actuaries using the projected unit credit method. Under this method, the cost of
providing pensions is charged to net surplus so as to spread the regular cost of service
over the service lives of the employees. The pension obligation is measured as the
present value of the estimated future cash outflows using discount rates based on
market yields on government securities which have terms to maturity approximating
the terms of the related liability. The pension plan assets are allocated based on the
Credit Union’s obligations as a proportion of the total obligations of the plan.

Actuarial gains and losses arising from experience adjustments, changes in actuarial
assumptions and amendments to pension plans are charged or credited to the
undistributed surplus in other comprehensive income in the period in which they arise.

Past-service costs are recognised immediately in the statement of comprehensive
income.
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SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(k)

Employee benefits (cont’d)
Leave accrual

All obligation in respect of outstanding leave are recognised in the statement of
comprehensive income in the year to which it relates.

External credit

External credit is recognized initially as the proceeds received, net of transaction costs
incurred. External credits are subsequently stated at amortised cost using the
effective yield method. Any difference between proceeds, net of transaction costs,
and the redemption value is recognized in surplus or deficit over the period of the
external credit.

Saving deposits

Saving deposits are recognized initially at the normal amount when funds are received.
Deposits are subsequently stated at amortised cost.

Leases
Policy applicable from 1 January 2019

From 1 January 2019, all leases are accounted for by recognising a right-of-use asset
and a corresponding lease liability, except for:

e Leases of low value assets; and
e Leases with a duration of 12 months or less.

Lease liabilities are measured at the present value of the contractual payments due to
the lessor over the lease term, with the discount rate determined by reference to the
rate inherent in the lease unless (as is typically the case) this is not readily
determinable, in which case the Credit Union’s incremental borrowing rate on
commencement of the lease is used. Variable lease payments are only included in the
measurement of the lease liability if they depend on an index or rate. In such cases,
the initial measurement of the lease liability assumes the variable element will remain
unchanged throughout the lease term. Other variable lease payment and non-lease
components are expensed in the period to which they relate.



3.

Page 23
EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2019

SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(n)

Leases (cont’d)
Policy applicable from 1 January 2019 (cont’d)
On initial recognition, the carrying value of the lease liability also includes:

e amounts expected to be payable under any residual value guarantee;

» the exercise price of any purchase option granted in favour of the Credit Union
if it is reasonable certain to assess that option;

e any penalties payable for terminating the lease, if the term of the lease has
been estimated on the basis of termination option being exercised.

Right-of-use assets are initially measured at an amount equal to the initial value of the
lease liabilities reduced for any lease incentives received, and increased for:

» lease payments made at or before commencement of the lease;

o initial direct costs incurred; and

« the amount of any provision recognised where the Credit Union is contractually
required to dismantle, remove or restore the leased asset (typically leasehold
dilapidations).

Subsequent to initial measurement, lease liabilities increase as a result of interest
charged at a constant rate on the balance outstanding and are reduced for lease
payments made. Right-of-use assets are amortised on a straight-line basis over the
remaining term of the lease or over the remaining economic life of the asset if, rarely,
this is judged to be shorter than the lease term.

Policy applicable up to 31 December 2018

Leases of property where the entity has substantially all the risks and rewards of
ownership are classified as finance leases. Finance charges are expensed in the
statement of surplus or deficit over the lease period. Leases where a significant
portion of the risks and rewards of ownership are retained by the lessor are classified
as operating leases. Payments under operating leases are charged as an expense in the
statement of surplus or deficit on the straight- line basis over the period of the lease.

Shares

Permanent shares

Permanent shares represent a member’s ownership in the Credit Union and may be
redeemable subject to the sale, transfer, or repurchase of such shares. Classified as

equity, these shares form part of the capital of the Credit Union. Dividends may be
paid on permanent shares subject to the profitability of the Credit Union.
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3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(0)

Shares (cont’d)
Voluntary shares

Members’ voluntary shares represent deposit holdings of the Credit Union’s members,
to satisfy membership requirements and to facilitate eligibility for loans and other
benefits. These shares are classified as financial liabilities. Interest payable on these
shares are determined at the discretion of the Credit Union and reported as interest in
the statement of income in the period in which they are approved.

Deferred shares

Deferred shares form part of the capital of the Credit Union. These shares represent
placement by members which are not withdrawable for a period of five (5) years. Any
redemption before the expiration would result in a penalty being levied.

Interest payable on deferred shares is set at an interest rate of 8% per annum from the
date of origination to 30 September 2017. Thereafter, the interest rate payable will be
determined by the Bank of Jamaica 90-day Treasury Bill weighted average interest rate
plus 1% on a quarterly basis until maturity.

Institutional capital

Institutional capital includes the statutory reserve fund, as well as any other reserve
established from time to time which, in the opinion of the directors, are necessary to
support the operations of the Credit Union and, thereby, protect the interest of the
members. These reserves are not available for distribution.

Related party

A party is related to the Credit Union, if:

(i) Directly, or indirectly through one or more intermediaries, the party:
(a) is controlled by, or is under common control with, the Credit Union;
(b) has an interest in the Credit Union that gives it significant influence
over the entity; or
(c) has joint control over the Credit Union.
(ii) The party is a member of the key management personnel of the entity or its

parent;
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3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(q)

Related party (cont’d)

A party is related to the Credit Union, if (cont’d):

(iii) The party is a close member of the family of any individual referred to in (i) or
(iv);

(iv) The party is an entity that is controlled, jointly controlled or significantly
influenced by, or for which significant voting power in such entity resides with,
directly or indirectly, any individual referred to in (ii) or (iii).

A related party transaction is a transfer of resources, services or obligations between
related parties, regardless of whether a price is charged. The Credit Union has a
related party relationship with its directors and key management personnel
representing certain senior officers of the Credit Union.

Revenue recognition

Revenue represents income that arises in the course of the ordinary activities of the
Credit Union. The Credit Union offers financial services to its approved members.
These services are provided on a time and fixed-price contact, with terms ranging from
one year to thirty-five years. Revenue is generally recognised when the performance
obligations are satisfied either at a point in time or over time as the services are
provided. Accordingly, revenue comprises interest income, fees and commissions,
dividends, rental and income.

(i) Interest income

Interest income is calculated by applying the effective interest rate to the
gross carrying amount of financial assets, except for:

- Purchased or originated credit-impaired (POCI) financial assets, for
which the original credit-adjusted effective interest rate is applied to
the amortised cost of the financial asset.

- Financial assets that are not ‘POCI’ but have subsequently become
credit impaired (or ‘stage 3’), for which interest revenue is calculated
by applying the effective interest rate to their amortised cost (i.e., net
of the expected credit loss provision).
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3. SIGNIFICANT ACCOUNTING POLICIES (CONT’D):

(r)

Revenue recognition (cont’d)

(if)

(iff)

(iv)

Fees and commission

Fees and commission income are recognized on the accrual basis when the
service has been provided. Fees and commission arising from negotiating or
participating in the negotiation of a transaction are recognized on completion
of the underlying transaction at a point in time or over time as the services are

provided. It is the Credit Union’s policy not to defer loan origination fees over
the life of the loan.

Dividend

Dividend income from equity financial investments is recognized at the point
when the shareholder’s right to receive payment has been established.

Rental income

Rental income from operating leases is recognised on a straight-line basis over
the term, period of occupancy, of the relevant lease.

Other income

Other income is recognised on an accrual basis.

Provisions

The Credit Union has recognised provision for liabilities of uncertain timing or amount.
The provision is measure at the best estimate of the expenditure required to settle the
obligation at the reporting date.

4. CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATION UNCERTAINTY:

The Credit Union makes estimates and assumptions concerning the future. The resulting
accounting estimates will, by definition, seldom equal the related actual results. The
estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below:

(i)

Fair value estimation

A number of assets included in the Credit Union’s financial statements require
measurement at, and/or disclosure of, at fair value.
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4. CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATION UNCERTAINTY (CONT’D):

(i)

Fair value estimation (cont’d)

Fair value is the amount for which an asset could be exchanged, or a liability settled,
between knowledgeable, willing parties in an arm’s length transaction. Market price is
used to determine fair value where an active market (such as a recognized stock
exchange) exists as it is the best evidence of the fair value of a financial instrument.

The fair value measurement of the Credit Union’s financial and non-financial assets and
liabilities utilizes market observable inputs and data as far as possible. Inputs used in
determining fair value measurements are categorized into different levels based on the
degree to which the fair value is observable.

The standard requires disclosure of fair value measurements by level using the
following fair value measurement hierarchy:

(i) Level 1 - Quoted prices (unadjusted) in active markets for identical assets or
liabilities.
(i1) Level 2 - Inputs other than quoted prices included within level 1 that

are observable for the asset or liability, either directly (that is, as
prices) or indirectly (that is, derived from prices).

(iii) Level 3 - Inputs for the asset or liability that are not based on
observable market data (that is, derived from prices).

The classifications of an item into the above levels are based on the lowest level of the
inputs used that has a significant effect on the fair value measurement of these items.

The Credit Union measures a number of items at fair value -
Financial investments - (note 11)

Revalued building - property, plant and equipment (note 16)
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CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATION UNCERTAINTY (CONT’D):

(if)

(iff)

Retirement benefit obligation

The cost of these benefits and the present value of the future obligations depend on a
number of factors that are determined by actuaries using a number of assumptions.
The assumptions used in determining the net periodic cost or income for retirement
benefits include the expected long-term rate of return on the relevant plan assets and
the discount rate. Any changes in these assumptions will impact the net periodic cost
or income recorded for retirement benefits and may affect planned funding of the
pension plan. The Credit Union determines the appropriate discount rate at the end of
each year, which represents the interest rate that should be used to determine the
present value of estimated future cash outflows expected to be required to settle the
retirement benefit obligations. In determining the appropriate discount rate, the
Credit Union considers interest rate of high-quality corporate bonds that are
denominated in local currency and has terms to maturity approximating the terms of
the related obligations. Other key assumptions for the retirement benefits are based on
current market conditions.

Impairment losses on financial assets

The measurement of the expected credit loss allowance for financial assets measured
at amortised cost requires the use of complex models and significant assumptions about
future economic conditions and credit behaviour such as the likelihood of members’
defaulting and the resulting losses.

A number of significant judgements are also required in applying the accounting
requirements for measuring ECL, such as:

Determining criteria for significant increase in credit risk

Choosing appropriate models and assumptions for the measurement of ECL.
Establishing the number and relative weights of forward looking scenarios.
Establishing groups of similar financial assets for the purpose of measuring ECL.
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FINANCIAL RISK MANAGEMENT:

The Credit Union’s activities are principally related to the use of financial instruments, which
involve analysis, evaluation and management of some degree of risk or combination of risks.
The Credit Union manages risk through a framework of risk principles, organizational structures
and risk management and monitoring processes that are closely aligned with the activities of
the Credit Union. The Credit Union’s risk management policies are designed to identify and
analyze the risks faced by the Credit Union, to set appropriate risk limits and controls, and to
monitor risks and adherence to limits by means of regularly generated reports. The Credit
Union’s aim is therefore to achieve an appropriate balance between risks and return and
minimize potential adverse effects on the Credit Union’s financial performance.

The Credit Union has exposure to the following risks from its use of financial instruments:

e Credit risk
e Liquidity risk
e Market risk

In common with all other businesses, the Credit Union’s activities expose it to a variety of risks
that arise from its use of financial instruments. This note describes the Credit Union’s
objectives, policies and processes for managing those risks to minimize potential adverse
effects on the financial performance of the Credit Union and the methods used to measure
them.

(i) Principal financial instruments

The principal financial instruments used by the Credit Union from which financial
instrument risk arises, are as follows:

- Financial investments

- Loans receivables

- Liquid assets

- Reverse repurchase agreements
- Cash in hand and at bank
- Payables

- Voluntary shares

- Deferred shares

- Saving deposits

- Lease liabilities

- External credits
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(if)

Financial instruments by category

Financial assets

As at 31 December 2019:

Cash in hand and bank

Liquid assets

Reverse repurchase
agreements

Loans receivables

Financial investments

As at 31 December 2018:

Cash in hand and bank

Liquid assets

Reverse repurchase
agreements

Loans receivables

Financial investments

Assets at fair

Assets at Value through
Amortised cost  Profit or loss
$’000 $°000

65,943
618,555
549,486
7,763,224 -
101,623 116,687
9,098,831 116,687
Assets at fair
Assets at Value through
Amortised cost  Profit or loss
$’000 $°000
53,365
534,259
738,582
6,700,193 -
239,993 166,748
8,266,392 166,748
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Assets at Fair
value through

other
comprehensive
income Total
$’000 $’000
65,943
618,555
549,486
- 7,763,224
51,333 269,643
51,333 9,266,851
Assets at Fair
value through
other
comprehensive
income Total
$’000 $’000
53,365
534,259
738,582
- 6,700,193
51,333 458,074
51,333 8,484,473
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(if)

(iif)

Financial instruments by category (cont’d)

Financial liabilities

At amortised cost

2019

$°000
Payables 121,175
Saving deposits 4,335,646
Voluntary shares 3,719,463
Deferred shares 39,692
External credits 109,536
Lease liabilities 55,078
8,380,590

Financial instruments measured at fair value

2018
$’000

92,357
3,870,822
3,517,053

47,369

139,454

7,667,055
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Financial investment which is comprised of unquoted equities classified as measured
through other comprehensive income (OCl) are measured at historical cost as their
values cannot be reliably determined. The Credit Union has no immediate intention of

disposing of these investments.

Fair value is the amount for which an asset could be exchanged, or liability settled,

between knowledgeable willing parties in an arm’s length transaction.

The following table provides an analysis of Credit Union’s financial instruments held as

at 31 December that, subsequent to initial recognition, are measured at fair value.

The financial instruments are grouped into level 1 to 3 based on the degree to which

the fair values are observable as follows:

. Level 1 includes those instruments which are measured based on quoted prices in

active markets for identical assets or liabilities.

. Level 2 includes those instruments which are measured using inputs other than
quoted prices within level 1 that are observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived from prices).
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FINANCIAL RISK MANAGEMENT (CONT’D):

(iii) Financial instruments measured at fair value (cont’d)
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e Level 3 includes those instruments which are measured using valuation techniques
that include inputs for the instrument that are not based on observable market

date (unobservable inputs).

2019
Level 1 level 2 Total
$°000 $°000 $°000
Financial assets at fair
Value through other
comprehensive income:
Unquoted equities - 51,333 51,333
Financial assets at fair
through profit or loss:
Quoted equities 9,839 - 9,839
Others - 106,848 106,848
9,839 106,848 116,687
9,839 158,181 168,020
2018
Level 1 level 2 Total
$’000 $’000 $’000
Financial assets at fair
Value through other
comprehensive income:
Unquoted equities - 51,333 51,333
Financial assets at fair
through profit or loss:
Quoted equities 9,408 - 9,408
Others - 157,340 157,340
9,408 157,340 166,748
9,408 208,673 218,081
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iiff)

Financial instruments measured at fair value (cont’d)
There were no transfers between levels during the year.

The valuation technique used in determining the fair value measurement of level 1
financial instrument is the Jamaica Stock Exchange trading rates.

Financial investments which have been categorized as level 2 valuation model is based
on yields derived from pricing services which may include data not observed in actual
market transaction but indicative information.

Measurement of fair value property, plant and equipment

The fair value of building was determined by independent property values, having
appropriate recognized professional qualification and recent experience in the location
and categorizing of property.

The fair value measurement of building has been categorized as level 3 for fair value
based on inputs to the valuation techniques relating to expected market yields, see
note 16 for further details.

Financial risk

The Board of Directors is ultimately responsible for the establishment and oversight of
the Credit Union’s risk management framework. The Board has established committees
for managing and monitoring risks.

Five key committees for managing and monitoring risks are as follows:
(@) Supervisory Committee

The Supervisory Committee oversees the Internal Audit function of the Credit
Union and ensures that internal procedures and controls are adhered to. The
Supervisory Committee is assisted in its oversight role by Internal Audit.
Internal Audit undertakes both regular and ad hoc reviews of management
controls and procedures, the results of which are reported to the Supervisory
Committee.
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(iv)

Financial risk (cont’d)

Five key committees for managing and monitoring risks are as follows:

(b)

Credit Committee

The Credit Committee oversees the approval of the credit facilities to
members. It is also primarily responsible for monitoring the quality of the loan
portfolio.

Finance Committee

The Finance Committee is responsible for overseeing the management of the
Credit Union’s assets and liabilities and the overall financial structure. It is
also primarily responsible for managing the funding and liquidity risks of the
Credit Union.

Risk and Compliance Committee

The Risk and Compliance Committee monitors the Credit Union’s exposure to
business risks, primarily credit risk by ensuring that collaterals used to secure
members’ loans are adequate prior to loan approval. It is also responsible for
monitoring the Credit Union’s compliance to the rules and regulations
governing the Credit Union as well as management’s policies and procedures.

Delinquency Committee

The Delinquency Committee is responsible for overseeing the management of
the Credit Union’s delinquency ratios and the recoverability of overdue loan
balances. The committee also oversees the disposal of repossessed collateral
with the assistance of the Risk and Compliance Committee.

These committees comprise persons independent of management and reports
to the Board on a monthly basis.

The Credit Union’s overall risk management programme seeks to minimize potential
adverse effects on the Credit Union’s financial performance. There have been no
significant changes to the Credit Union’s exposure to financial risks or the manner in
which it manages and measures its risks.
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(iv)

Financial risk (cont’d)

(i)

Credit risk

The Credit Union takes on exposure to credit risk, which is the risk that a
counterparty will cause a financial loss by being unable to pay amounts in full
when due. Credit exposures arise principally in lending activities. For loans,
strategic decisions are primarily made by the Board of Directors, with some
delegation of credit approval authority to the Credit Committee and certain
members of executive management. The Credit Union’s credit policy forms the
basis for all its lending operations. The policy aims at maintaining a high
quality loan portfolio, as well as enhancing the Credit Union’s mission and
strategy. The policy sets the basic criteria for acceptable risk and identifies
risk areas that require special attention.

Additionally, the Credit Union is exposed to credit risk in its treasury activities,
arising from financial assets that the Credit Union uses for managing, its
liquidity and interest rate risks, as well as other market risks.

There is also credit risk in relation to financial items not included in the
statement of financial position at year end such as loan commitments.

Credit review process

The Credit Union has established a credit quality review process involving
regular analysis of the ability of borrowers and other counterparties to meet
interest and loan repayment obligations.

The Credit Union assesses the probability of default of individual borrowers
using internal ratings. The Credit Union assesses each borrower on four critical
factors. These factors are the member’s credit history, ability to pay linked to
the industry benchmarked debt service ratio of 75%, character profile and the
member’s economic stability, based on employment and place of abode.

Borrowers of the Credit Union are segmented into two rating classes: performing
and non-performing.
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The credit quality review process allows the Credit Union to assess the
potential loss as a result of the risk to which it is exposed and take corrective
action. Exposure to credit risk is managed, in part, by obtaining collateral and

personal guarantees.

Credit risk limits

The Credit Union manages concentrations of credit risk by placing limits on the
amount of risk accepted in relation to a single borrower or group of related

borrowers, and to product segments.

Borrowing limits are established by the use of the system described above.
Limits on the level of credit risk by product categories and for investment
categories, are reviewed and approved annually by the Board of Directors.

Collateral

The amount and type of collateral required depends on an assessment of the
credit risk of the borrower. With the exception of loans, debt securities are
generally unsecured while reverse repurchase agreements are secured by
portfolios of financial instruments. Guidelines are implemented regarding the
acceptability of different types of collateral. The Credit Union’s policy
regarding obtaining collateral have not significantly changed during the
reporting period and there has been no significant change in the overall quality
of the collateral held by the Credit Union since the prior period. The principal

collateral types for loans and advances are:

Charges over business assets such as premises,
Bill of sale over motor vehicles
Charges and hypothecations over deposit balances

Mortgages over residential and commercial properties
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Management monitors the market value of collateral, request additional
collateral in accordance with the underlying agreement, and monitors the
market value of collateral obtained during its annual review of individual credit
facilities as well as during its review of the adequacy of the provision for credit

losses.

Financial investments and resale agreements

External rating agency grades are used to assess credit quality.

These

published grades are continuously monitored and updated. Default probabilities

and recovery rates are assigned as published by the rating agency.

The Credit Union limits its exposure to credit risk by investing mainly in liquid
securities, with counterparties that have high credit quality. As a consequence,

management’s expectation of default is low.

Liquid assets and bank balances

All liquid assets and bank balances are held in financial institutions which
management regards as strong and reputable and are therefore assessed as
having low credit risk at reporting date. The strength of these financial

institutions is constantly reviewed by the Finance Committee.

Impairment of financial assets

The Credit Union has three (3) types of financial assets that are subject to the

expected credit loss model:

e Loans receivable,
e Debt investments carried at amortised cost, and;
e Reverse repurchase agreement.

While cash and cash equivalents are also subject to the requirements of IFRS 9,
all bank balances are assessed to have low credit risk at each reporting date as
they are held with reputable banking institution. No impairment loss was

recognised.



Page 38

EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2019

5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iv) Financial risk (cont’d)

(i)

Credit risk (cont’d)

Impairment - loans receivables

The Credit Union applies the ‘three stage’ model under IFRS 9 in measuring the
expected credit losses on loans, and makes estimations about likelihood of
defaults occurring, associated loss ratios, changes in market conditions and
expected future cash flows. This is measured using the Probability of Default
(PD), Exposure at Default (EAD) and Loss Given Default (LGD) for a portfolio of
assets.

Probability of Default - This represents the likelihood of a borrower
defaulting on its financial obligation either over the next 12 months (12
months PD) or over the remaining lifetime (Lifetime PD) of the
obligation.

Exposure at Default - This represents the expected balance at default,
taking into account the repayment of principal and interest from the
statement of financial position date to the default event together with
any expected drawdowns of committed facilities.

Loss Given Default - The LGD represents expected losses on the EAD
given the event of default, taking into account the mitigating effect of
collateral value at the time it is expected to be realized and also the
time value of money.

The ‘three stage’ model is used to categorize financial assets according to
credit quality as follows:

Stage 1 - If a financial asset is subject to low credit risk at the reporting
date, an amount equal to 12 month expected losses would be
recognized.

Stage 2 - If the credit risk increases significantly from initial recognition,
an amount equal to lifetime expected credit losses would be recognized.
Interest revenue would be on the gross basis.

Stage 3 - If the financial asset meets the credit impaired definition, an
amount equal to lifetime expected credit losses would be recognized
and interest revenue would be on the net basis, rather than on the gross
amount.
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(iv) Financial risk (cont’d)

(i)

Credit risk (cont’d)
Impairment - loans receivables (cont’d)
Transfer between stages

Loans, at any point in time, are either in stage 1, 2, or 3. At origination all loans
are in stage 1 and a lifetime PD established based on the current risk score at that
time. At future reporting dates loans are again rated and another lifetime PD
establishes based on the remaining term of the loan. This remaining lifetime PD is
then compared with the expected remaining lifetime PD to determine if there is
any significant increase in credit risk based on the difference, if any, of the two.
If there are major differences the loan moves to stage 2. Notwithstanding the
above, loans on a watch list are placed in stage 2. Stage 2 loans are moved to
stage 3 if the loan rating result in the borrower being rated as non-performing or
in default.

If there are no significant increase in credit but the borrower is in for more than 30
days past due then the loan is placed in stage 2. Also, for those in arrears for more
than 90 days past due, the loan is placed in stage 3. This rebuttable presumption is
an after the fact measure. Stage 3 loans are said to be impaired and are subject to
write-offs, cures, or debt consolidation. Transition means the ability to move from
one stage (state) to the next.

Forward Transition

By forward transition we mean moving from stage 1 to 2, stage 2 to 3, or stage 1
to 3 between reporting and measurement periods.

Backward Transition

Backward transition means moving from stage 3 to 2, 2 to 1 but not directly from
stage 3 to 1. All rehabilitated stage 3 loans, called “cured”, will remain in stage 3
for 6-month in good standing before moving to stage 2 and will have to remain in
stage 2 for another 6 months before going to stage 1. Before a backward transition
is made all arrears must be fully paid.
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(iv) Financial risk (cont’d)

(i)

Credit risk (cont’d)
Impairment - loans receivables (cont’d)
Cured Loans

A “cured” loan is a loan that was in default and has recovered through the
following routes or a combination thereof.

e All past due payments have been made and the borrower has made 6
monthly payments on time.

e The loan has been restructured with due regards to a new payment plan
which reduces the monthly payments by extending the maturity date.

Watch List

A “watch list” is a mechanism used to track and report on loans from when
they first reach stage 2 and, after they fall in arrears of over 30 days. The list
also includes loans for which a significant increase in credit risk (SICR) has
occurred using both quantitative and qualitative measures.

Significant increase in credit risk (SICR)

The Credit Union considers a financial asset to have experienced a significant
increase in credit risk when one or more of the following qualitative criteria
have been met:

® Deterioration in the Borrower's Risk Rating (BRR) below established
threshold

® Failure to comply with provisions of any statute under which the
borrower conducts business

® Actual or expected restructuring
® Early signs of cash flow/liquidity problems

Loan commitments are assessed along with the category of loan the Credit
Union is committed to provide.
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iv) Financial risk (cont’d)

(i)

Credit risk (cont’d)

Impairment - loans receivables (cont’d)

Significant increase in credit risk (SICR) (cont’d)

The assessment of SICR is performed for individual loans, taking into
consideration the sector grouping of the individual exposures, and incorporates
forward-looking information. This assessment is performed on an annual basis.
Backstop

Irrespective of the above qualitative assessment, the Credit Union presumes
that the credit risk on a financial asset has increased significantly since initial
recognition when contractual payments are more than 30 days past due.

Non-performing

The Credit Union defines a financial instrument as non-performing, when it
meets one or more of the following criteria:

Quantitative criteria
The borrower is more than 90 days past due on its contractual payments.
Qualitative criteria

The borrower meets unlikeliness to pay criteria as outlined below, which
indicates the borrower is in significant financial difficulty:

Delinquency in contractual payments of principal and interest;
Cash flow difficulties experienced by the borrower;

Breach of loan covenants or conditions, and;

Initiation of bankruptcy proceedings.

The criteria above have been applied to all loans held by the Credit Union and
are consistent with the definition of ‘non-performing’ used for internal credit
risk management purposes.
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(i) Credit risk (cont’d)

Impairment - loans receivables (cont’d)
Measuring the ECL- Inputs, Assumptions and Estimation Techniques
The ECL is determined by projecting the PD, LCD, and EAD which are multiplied
together and discounted back to the reporting date. The discount rate used in
the ECL calculation is the original effective interest rate or an approximation
thereof.
The 12 month PD is calculated by observing the rate of historical default within
the first year of a portfolio of loans and adjusted for the expected impact of
forward looking economic information.
The lifetime PD is calculated by observing the rate of historical default over
the life of a portfolio of loans and adjusted for the impact of forward looking
economic information.

Forward looking information

The most significant period end assumptions used in determining the ECL as at
the reporting date are set out below:

Rate
Economic factor Scenarios 2019 2018
Gross Domestic Product (GDP) Base 1.7% 1.6%
Optimistic 2.0% 1.8%
Pessimistic 1.4% 1.4%
Inflation rate Base 0.8% 1.0%
Optimistic 0.7% 0.9%
Pessimistic 0.9% 1.1%
Unemployment rate Base 9.5% 10.0%
Optimistic 9.0% 9.5%

Pessimistic 9.5% 10.0%
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iv) Financial risk factors (cont’d)

(i)

Credit risk (cont’d)
Impairment - loans receivables (cont’d)
Forward looking information (cont’d)

The underlying models and their calibration, how they react to forward-looking
economic conditions was based on how the relationship of the Credit Union’s
existing portfolio to these variables and remains subject to review and
refinement as the Credit Union builds data. Other forward-looking
considerations not otherwise incorporated within the above scenarios, such as
the impact of any regulatory, legislative or political changes, have also been
considered, but not deemed to have a material impact and therefore no
adjustment has been made to the ECL for such factors. This is reviewed and
monitored for appropriateness on an annual basis.

Sensitivity Analysis

Forward looking indicators having the most significant impact on the ECL are
GDP growth, unemployment rate and inflation rate.

Set out below are the changes to the ECL as at 31 December that would result
from reasonably possible changes in these parameters from the actual
assumptions used in the Credit Union's economic variable assumptions.

Forward Forward
Change in Effect on Change in Effect on
basis points ECL basis points ECL
% $’000 % $’000
Forward looking
indicator:
2019
GDP growth +100bp 5,174 -100bp ( 5,174)
Unemployment rate +100bp 4,139 -100bp ( 4,139)
Inflation rate +100bp 1,034 -100bp (_1,034)
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Forward Forward
Change in Effect on Change in Effect on
basis points ECL basis points ECL
% $’000 % $’000
Forward looking
indicator:
2018
GDP growth +100bp 6,159 -100bp ( 6,159)
Unemployment rate +100bp 4,927 -100bp ( 4,927)
Inflation rate +100bp 1,231 -100bp (1,231)

Portfolio Segmentation

Expected credit loss provisions are modelled on a collective basis, by grouping
exposures on the basis of shared risk characteristics, such that risk exposures
within a group are homogeneous. In performing this grouping, there must be

sufficient information for the group to be statistically credible.

Exposures are grouped according to loan type (Unsecured, mortgage, home
equity, motor vehicle, line of credit, restructured and other). The
appropriateness of groupings is monitored and reviewed on a periodic basis by

the Credit Committee.

Stage 3 loans are assessed on an individual basis for impairment.
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(i) Credit risk (cont’d)
Impairment - loans receivables (cont’d)
Loss allowance - Loans receivables
The loss allowance recognized in the period is impacted by a variety of factors.

The following table explains the changes in the loss allowance between the
beginning and the end of the annual period due to these factors:

Stage 1 Stage 2 Stage 3
12 Months Lifetime Lifetime

ECL ECL ECL Total
$’000 $’000 $’000 $’000
At 1 January 38,059 11,487 6,450 55,996
Movements with income
statement impact:
Transfer:
Transfer from Stage 1 to 2 ( 1,949) 1,949 -
Transfer from Stage 2 to 3 - ( 702) 702
Transfer from Stage 2 to 1 175 ( 175) -
New financial assets originated 3,831 5,055 60,372 69,258
Changes in PDs/LGDs/EADs ( 7,052) 3,981 (3,841) ( 6,912)
Financial assets derecognized
during the period (_3,348) (10,341) (4,927) (_18,616)
Total net income statement
change 29,716 11,254 58,756 99,726
Write-offs - - (52,835) (52,835)

At 31 December 29,716 11,254 5,921 46,891
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(iv) Financial risk factors (cont’d)

(i)

Credit risk (cont’d)
Maximum exposure to credit risk
Loans receivables

The Credit Union measures ECL considering the risk of default over the
maximum contractual period (including extension options) over which it is
exposed to credit risk and not a longer period, even if contract extension or
renewal is common practice.

The gross carrying amount of financial assets below also represents the Credit
Union’s maximum exposure to credit risk on these assets.

The following tables contains an analysis of the credit risk exposure of financial
instruments for which an ECL allowance is recognised. The gross carrying
amount of financial assets below also represents the Credit Union's maximum
exposure to credit risk on these assets.

2019
Stage 1 Stage 2 Stage 3
12 Months Lifetime Lifetime
ECL ECL ECL Total
$’000 $°000 $°000 $’000

Performing 6,760,326 849,339 - 7,609,665
Non-performing - 178,894 178,894

Gross carrying
amount 6,760,326 849,339 178,894 7,788,559
Loan impairment losses (_29,716) (_11,254) (__5,921) (__ 46,891)

Carrying amount 6,370,610 838,085 172,973 7,741,668
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(iv) Financial risk factors (cont’d)

(i)

Credit risk (cont’d)
Maximum exposure to credit risk (cont’d)

Loan receivables (cont’d)

2018
Stage 1 Stage 2 Stage 3
12 Months Lifetime Lifetime
ECL ECL ECL Total
$’000 $°000 $°000 $’000

Performing 6,102,630 522,733 - 6,625,363
Non-performing - 105,417 105,417

Gross carrying
amount 6,102,630 522,733 105,417 6,730,780
Loan impairment losses (_ 38,059) (_11,487) (__6,450) (__ 55,996)

Carrying amount 6,064,571 511,246 98,967 6,674,784

Loans exposure by product type

The following table summarizes the Credit Union’s credit exposure for loans at
their carrying amounts.

2019 2018

$°000 $’000
Educational 11,098 14,297
Real estate 1,524,884 1,553,460
Motor vehicle 2,778,678 1,885,183
Personal 2,314,118 2,542,150
Other 1,159,781 735,690

7,788,559 6,730,780
Less: Loan impairment losses (__46,891) (__55,996)

7,741,668 6,674,784
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(iv) Financial risk factors (cont’d)

(i)

Credit risk (cont’d)
Maximum exposure to credit risk (cont’d)
Loans receivables

Loans are written off, in whole or in part, when the Credit Union has
exhausted all practical recovery efforts and has concluded that there is no
reasonable expectation of recovery. Indicators that there is no reasonable
expectation of recovery include ceasing enforceable activity, and where the
Credit Union’s recovery method is foreclosing on collateral, and the value of
the collateral is such that there is no reasonable expectation of recovery in
full.

As at 31 December 2019, the fair value of collateral held in respect of
non-performing financial assets is $140,151,742 (2018-$79,015,924).

Debt Investments

The Credit Union used external credit ratings as published by established rating
agencies in its assessment of the probability of default on debt investments.
The PDs and LGDs for government bonds have been developed by the rating
agencies based on statistics on the default loss and rating transition experience
of government bond issuers.

The loss allowance on debt investments carried at amortised cost is measured
using lifetime PDs. The credit ratings and associated PDs are reviewed and
updated on an annual basis.

Based on available credit ratings for debt, debt securities were classified in
stage 2 as they were below investment grade as defined by reputable rating
agencies.

Maximum exposure to credit risks

The following table summarizes the Credit Union’s credit exposure for debt
securities at their carrying amounts, as categorized by issuer:
2019 2018

00
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At amortised cost 101,62 239,993
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(iv)

Financial risk factors (cont’d)

(i)

Credit risk (cont’d)

Maximum exposure to credit risk (cont’d)
Debt Investments (cont’d)

Allowance

The loss allowance for investments at amortised cost as at 31 December is as
follows:

2019 2018

$°000 $’000
At the 1 January 3,201 3,201
Decrease in impairment losses (_515) -

2,686 3,201

Reverse repurchase agreements

Similarly, to debt investments, the Credit Union used published external credit
rating in assessing the probability of default on reverse repurchase agreement.
The credit ratings and associated PDs are reviewed and updated on an annual
basis.

Based on available credit ratings, reverse repurchase agreement were
classified in stage 2 as they were below investment grade as defined by
reputable rating agencies.

Other than exposure on Government of Jamaica securities, there is no
significant concentration of credit risk related to reverse repurchase
agreements. As a consequence, management’s expectation of default is low.
Therefore, no impairment provision was recognised.

Maximum exposure to credit risks

The following table summarizes the Credit Union’s credit exposure for reverse
repurchase agreement at their carrying amounts:

2019 2018
$’000 $’000

At amortised cost 549,486 738,582
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FINANCIAL RISK MANAGEMENT (CONT’D):

(iv)

Financial risk factors (cont’d)

(if)

Liquidity risk

Liquidity risk is the risk that the Credit Union is unable to meet its payment
obligations associated with its financial liabilities when they fall due and to
replace funds when they are withdrawn. The consequence may be the failure
to meet obligations to repay depositors and fulfil commitments to lend.

The Credit Union’s approach to managing liquidity is to ensure as far as
possible, that it will always have sufficient liquidity to meet its liabilities when
due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damages to the Credit Union’s reputation.

Liquidity risk management process

The Credit Union’s liquidity management process, as carried out within the
Credit Union, includes:

(i) Monitoring future cash flows and liquidity on a daily basis. This
incorporates an assessment of expected cash flows and the availability
of high grade collateral which could be used to secure funding if
required;

(i1) Maintaining a portfolio of highly marketable and diverse assets that can
easily be liquidated as protection against any unforeseen interruption
to cash flow;

(iii)  Optimising cash returns on investments;
(iv)  Managing the concentration and profile of debt maturities.

Monitoring and reporting take the form of an analysis of the cash balances and
expected investment maturity profiles for the next day, week and month,
respectively, as these are key periods for liquidity management. The starting
point for those projections is an analysis of the contractual maturity of the
financial liabilities and the expected collection date of the financial assets.
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(iv) Financial risk factors (cont’d)

(if)

Liquidity risk (cont’d)
Liquidity risk management process (cont’d)

The maturities of assets and liabilities and the ability to replace, at an
acceptable cost, interest-bearing liabilities as they mature, are important
factors in assessing the liquidity of the Credit Union and its exposure to
changes in interest rates and exchange rates.

The tables below present the undiscounted cash flows payable (both interest
and principal cash flows) of the Credit Union’s financial liabilities based on
contractual repayment obligations. The Credit Union expects that many
customers will not request repayment on the earliest date the Credit Union
could be required to pay. The expected maturity dates of financial liabilities
are based on estimates made by management and determined by retention
history.
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(ii) Liquidity risk (cont’d)

Total Total
Within3 3to12 1-5 Over 5 contractual carrying
Months Months Years Years cash flows Amounts

$’000 $’000 $’000 $’000 $’000 $’000

As at 31 December 2019:

Payables 121,175 - - - 121,175 121,175
Voluntary shares 2,086,326 281,138 987,674 371,626 3,726,764 3,719,463
Deferred shares - 10,009 32,895 - 42,904 39,692
Saving deposits 3,455,644 462,552 439,240 47,681 4,405,117 4,335,646
Lease liabilities 1,998 6,111 47,627 19,938 75,674 55,078
External credit - 71 148,439 100,256 248,766 109,536
Total financial liabilities
(Contractual dates) 5,665,143 759,881 1,655,875 539,501 8,620,400 8,380,590
As at 31 December 2018:
Payables 92,357 - - - 92,357 92,357
Voluntary shares 1,673,055 205,165 1,001,951 761,771 3,641,942 3,517,053
Deferred shares - - 51,190 - 51,190 47,369
Saving deposits 3,342,554 395,453 133,560 25,971 3,897,538 3,870,822

External credit 8,129 101,565 70,558 180,252 139,454

Total financial liabilities
(Contractual dates) 5,107,966 608,747 1,288,266 858,300 7,863,279 7,667,055
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FINANCIAL RISK MANAGEMENT (CONT’D):

(iv)

Financial risk (cont’d)

(if)

(iif)

Liquidity risk (cont’d)

Assets available to meet all the liabilities and to cover outstanding loan
commitments include cash, deposits short-term investments, reverse
repurchase agreements and advances to customers.

The members’ voluntary shares are contractually on call except in cases where
these balances are held as security for loans.

Items not carried on the statement of financial position

At 31 December 2019, the Credit Union’s commitment to extend credit to
members, in respect of loans approved but not yet disbursed, amounted to
$278,729,841 (2018: $282,491,000).

Market risk

The Credit Union takes on exposure to market risk, which is the risk that the
fair value or future cash flows of a financial instrument will fluctuate because
of changes in market prices. Market risk mainly arises from changes in foreign
currency exchange rates and interest rates. Market risk is monitored by the
Finance Committee which carries out extensive research and monitors the price
movement of financial assets on the local and international markets. Market
risk exposures are measured using sensitivity analysis.

Currency risk
Currency or foreign exchange risk is the risk that the fair value of future cash
flows of a financial instrument will fluctuate because of changes in foreign

exchange rates.

The Credit Union’s exposure to foreign currency risk at statement of financial
position date was as follows:
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iv) Financial risk (cont’d)

(iif)

Market risk (cont’d)

Currency risk (cont’d)

Reverse repurchase agreements-

usD

GBP

Financial investments-

usD

Cash in hand and at bank -

usD

Foreign currency sensitivity
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The following tables indicate the currencies to which the Credit Union had
significant exposure on its monetary assets and its forecast cash flows. The
change in currency rates below represents management assessment of the
possible change in foreign exchange rates.

Currency:
usD

GBP
usb

GBP

% Change in

Effect on

Currency Rate Net Surplus

Change in Effect on
Currency Rate Net Surplus

2019 2019

% $’000

+6 3,302

+6 310

-4 (2,201)

-4 (__206)

2018
%

+4

2018
$’000

2,437

198
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FINANCIAL RISK MANAGEMENT (CONT’D):

(iv)

Financial risk (cont’d)

(iif)

Market risk (cont’d)
Price risk

Price risk is the risk that the value of a financial instrument will fluctuate as a
result of changes in market prices, whether those changes are caused by
factors specific to the individual instrument or its issuer or factors affecting all
instruments traded in the market. The Credit Union is exposed to equity
securities price risk arising from its holding of investment measured at fair
value through surplus or deficit.

The impact of a 10% (2018-10%) change in the quoted prices for these equities
would result in an increase or decrease in the carrying value of $983,894 (2018-
$940,763) in surplus.

Interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial
instrument will fluctuate because of changes in market interest rates, and
arises mainly from investments, loans, saving deposits, deferred shares, reverse
repurchase agreements, lease liabilities and external credit.

Floating rate instruments expose the Credit Union to cash flow interest risk,
whereas fixed interest rate instruments expose the Credit Union to fair value
interest risk.

The Credit Union’s interest rate risk policy requires it to manage interest rate
risk by maintaining an appropriate mix of fixed and variable rate instruments as
determined by the Finance Committee. The policy also requires it to manage
the maturities of interest bearing financial assets and interest bearing financial
liabilities. The Board sets limits on the level of mismatch of interest rate re-
pricing that may be undertaken, which is monitored daily by the Finance
department.
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(iv)
(iif)

Financial risk (cont’d)

Market risk (cont’d)

Interest rate risk (cont’d)
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The following tables summarize the Credit Union’s exposure to interest rate risk. They
include the Credit Union’s financial instruments at carrying amounts, categorized by the
earlier of contractual re-pricing or maturity dates.

2019
Non-
Within 3 3to12 1-5 Over 5 Interest
Months Months Years Years Bearing Total
$’°000 $°000 $°000 $°000 $’000 $’000
Financial Assets:
Liquid assets 618,555 618,555
Reverse repurchase
agreements 438,702 110,784 - - 549,486
Financial investments 53,743 12,000 25,860 178,040 269,643
Loans receivables 41,771 205,927 3,353,291 4,162,235 - 7,763,224
Total 1,152,771 328,711 3,379,151 4,162,235 178,040 9,200,908
Financial Liabilities:
Savings deposits 3,454,372 454,407 391,123 35,744 4,335,646
Voluntary shares 2,003,085 218,542 991,344 506,492 3,719,463
Deferred shares - 9,366 30,326 - 39,692
Lease liabilities 902 2,936 32,712 18,528 55,078
External credits 109,536 - 109,536
Total 5,458,359 685,251 1,555,041 560,764 8,259,415
Total interest rate
Sensitivity gap (4,305,588) (__356,540) 1,824,110 3,601,471 178,040 941,493
Cumulative
Gap (4,305,588) (4,662,128) (2,838,018) _ 763,453 941,493
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5. FINANCIAL RISK MANAGEMENT (CONT’D):
(iv) Financial risk (cont’d)
(iii) Market risk (cont’d)

Interest rate risk (cont’d)

2018
Non-
Within 3 3to12 1-5 Over 5 Interest
Months Months Years Years Bearing Total
$’°000 $°000 $°000 $’000 $’000 $’000

Financial Assets:

Liquid assets 534,259 - - - - 534,259

Reverse repurchase

agreements 738,582 - - - 738,582

Financial investments 136,164 56,794 187,925 - 77,191 458,074

Loans receivables 85,923 195,145 3,156,251 3,262,874 - 6,700,193
Total 1,494,928 251,939 3,344,176 3,262,874 77,191 8,431,108
Financial Liabilities:

Savings deposits 3,315,838 395,453 133,560 25,971 - 3,870,822

Voluntary shares 1,673,055 205,165 877,063 761,770 - 3,517,053

Deferred shares - - 47,369 - - 47,369

External credits - 7,920 93,137 38,397 - 139,454
Total 4,988,893 608,538 1,151,129 826,138 - 7,574,698
Total interest rate
Sensitivity gap (3,493,965) (__356,599) 2,193,047 2,436,736 77,191 856,410

Cumulative
Gap (3,493,965) (3,850,564) (1,657,517) _ 779,219 856,410
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FINANCIAL RISK MANAGEMENT (CONT’D):

(iv)

Financial risk (cont’d)
(iii) Market risk (cont’d)
Interest rate sensitivity

The following table indicates the sensitivity to a reasonable possible change in
interest rates, with all other variables held constant, on the Credit Union’s net
surplus.

The sensitivity of the net surplus or deficit is the effect of the assumed changes
in interest rates on net surplus or deficit based on the floating rate financial
assets and financial liabilities. The correlation of variables will have a
significant effect in determining the ultimate impact on market risk, but to
demonstrate the impact due to changes in variable, variables had to be on an
individual basis. It should be noted that movements in these variables are non-

linear.
Effect on Effect on
Net Surplus Net Surplus
2019 2018
$’000 $’000
Change in basis points:
+100 - 143
-100 - (143)

Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of
causes associated with the Credit Union’s processes, personnel, technology and
infrastructure, and from external factors other than credit, market and liquidity risks
such as those arising from legal and regulatory requirements and generally accepted
standards of corporate behaviour. Operational risks arise from all of the Credit Union’s
operations.
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5. FINANCIAL RISK MANAGEMENT (CONT’D):

(v)

Operational risk (cont’d)

The Credit Union’s objective is to manage operational risks so as to balance the
avoidance of financial losses and damage to the Credit Union’s reputation with overall
cost effectiveness and to avoid control procedures that restrict initiative and
creativity.

The primary responsibility for the development and implementation of controls to
address operational risk is assigned to senior management within each department.
This responsibility is supported by the development of overall standards for the
management of operational risk in the following areas:

e requirement for appropriate segregation of duties, including the independent
authorisation of transactions;

e requirements for the reconciliation and monitoring of transactions;
« compliance with regulatory and other legal requirements;
o documentation of control and procedures;

e Requirement for the periodic assessment of operational risks faced, and the
adequacy of controls and procedures to address the risks indentified;

« Requirements for the reporting of operational losses and proposed remedial action;
» Development of a contingency plan;

« Risk mitigation, including insurance where this is effective.

Compliance with the Credit Union’s standards is supported by a programme of periodic
reviews undertaken by Internal Audit. The results of internal audit reviews are

discussed with the department heads, with summaries submitted to senior
management.
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FINANCIAL RISK MANAGEMENT (CONT’D):

(vi)

Capital management

The Credit Union’s objectives when managing institutional capital, which is a broader
concept than the ‘equity’ on the face of the statement of financial position.

(iff)
(iv)

(v)

To comply with the capital requirements set by the Jamaica Co-operative
Credit Union League and the Bank of Jamaica for the financial sector in which
the Credit Union operates;

To safeguard the Credit Union’s ability to continue as a going concern so that it
can continue to provide returns and benefits for members;

To maintain a 10% ratio of institutional capital to total assets;
To maintain a strong capital base to support the development of its business
through the allocation of 20% (minimum) of net surplus to institutional capital;

and

To increase the permanent share capital as the main focus of building
institutional capital.

Capital adequacy and the use of regulatory capital are monitored by the Credit Union’s
management, based on the guidelines in its Capital Asset Management Policy.

The table below summaries the composition of regulatory capital and the ratios of the
Credit Union as at 31 December 2019 and 2018. The total regulatory capital is
comprised of institutional capital and deferred shares. During the year, the Credit
Union complied with all externally imposed capital requirements to which they are

subject.
Actual Required Actual Required
2019 2019 2018 2018
’000 $°000 ’000 ’000
Total regulatory capital 1,114,274 729,164 1,079,906 678,685

Risk - weighted assets:
Total risk-weighted assets 7,291,637 6,786,855
Risk weighted capital

adequacy ratio 15%

—
o
R
—
o
R
—
o
I
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5. FINANCIAL RISK MANAGEMENT (CONT’D):
(vi) Capital management (cont’d)

In determining the Credit Union’s capital base (institution capital), the institutional
capital of the acquired credit unions at their dates of merger were included. UWI Mona
& Community Co-operative Credit Union Limited (UWI) and A.A.M.M Co-operative
Credit Union Limited (A.A.M.M.) merged to form EduCom Co-operative Credit Union
Limited on 1 April 2015. St. Catherine Credit Union Limited (SCCU) merged with
EduCom Cooperative Credit Union Limited as at 1 January 2017. As at the date of each
merger, the institutional capital of the acquired entities included the following

reserves:
uwi SCCU
$ $
Statutory reserve 163,881,381 154,586,335
Retained earnings/ (deficit) 22,312,866 (140,711,327)
General reserve 24,390,297 -
210,584,544 13,875,008
6. NON-INTEREST INCOME:
2019 2018
$’000 $’000
Dividends from equity securities 897 670
Rental income 2,683 6,034
Fees 107,582 83,420
Miscellaneous income 66,355 58,026
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OPERATING EXPENSES:

2019 2018
000 ’000
Utilities 16,067 15,544
Depreciation 24,348 23,787
Amortisation of right-of-use asset 6,279 -
Audit and supervision 4,580 5,180
Repairs and maintenance 7,611 6,580
Telecommunication 20,075 20,301
Printing, stationery and supplies 18,339 13,763
Insurance premium 7,570 8,128
Professional and consulting 20,003 19,357
Subscription 114 395
Administrative expenses 56,989 55,046
Security 20,896 18,997
Loss on disposal of asset held for sale 4,418 -
Bad debt - 10,184
Members’ security 23,361 22,273
Marketing and promotion 28,273 23,933
Representation and affiliation 48,910 54,480
Staff costs (note 8) 480,811 429,554
788,644 727,502
STAFF COSTS:
2019 2018
’000 ’000
Employee salaries and allowances 365,851 323,317
Other staff benefits 110,522 104,213
Pension (note 17) 4,438 2,024
480,811 429,554
The number of persons employed at December 31:
Full-time 139 148
Contract 10 _ 4

—_
N
\O
—_
N




10.

11.

EduCom CO-OPERATIVE CREDIT UNION LIMITED
NOTES TO THE FINANCIAL STATEMENTS
31 DECEMBER 2019

LIQUID ASSETS:

Cumax Money Market Fund 618,555

REVERSE REPURCHASE AGREEMENTS:
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The Credit Union enters into reverse repurchase agreements collaterised by Government of

Jamaica securities as follows:

Principal 547,541
Interest receivable

2018
$’000

736,826
1,756

N

738,58

These agreements may result in a credit exposure in the event that the counter party to the

transactions is unable to fulfill its collateral obligations.

FINANCIAL INVESTMENTS:

2019 2018
$°000 $’000

Amortised costs:
Government of Jamaica Securities - 58,005
Victoria Mutual Building Society 71,779 154,919
Special mortgage 20 20
C & W Co-operative Credit Union 10,063 10,034
First Heritage Co-operative Credit Union 22,447 20,216
104,309 243,194
Less impairment losses (_2,686) (_3,201)
Total (page 64) 101,623 239,993
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11. FINANCIAL INVESTMENTS (CONT’D):

2019 2018
$’000 $’000
Total (page 63) 101,623 239,993
Fair value through profit or loss:
Jamaica Co-operative Credit
Union League (JCCUL) 45,853 98,593
Jamaica Money Market Brokers 11,366 10,396
Scotia Investment Limited 26,515 25,237
Quoted equities 9,839 9,408
Jamaica Money Market Brokers
Preference Shares 23,114 23,114
116,687 166,748
Fair value through other comprehensive
income:
Jamaica Co-operative Credit
Union League (JCCUL) 14,161 14,161
Quality Network (QNET) 11,383 11,383
C.0.K Sodality Co-operative
Credit Union Limited 11,002 11,002
Credit Union Fund Management Company 13,787 13,787
Jamaica Co-operative Insurance
Agency Limited 1,000 1,000
51,333 51,333
269,643 458,074
2019 2018
$°000 $’000
Maturity:
Due within one year 65,743 192,958
Due after one year 25,860 188,200
No set maturity 178,040 77,191
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FINANCIAL INVESTMENTS (CONT’D):

(@)

(b)

Government of Jamaica securities investment was disposed of during the period. In the
period year, interest receivable amounting to $623,030.

The Victoria Mutual Building Society deposits include Certificate of Deposits which are
held to secure joint mortgage facilities which are extended to members of the Credit
Union.

Investments with Credit Union Fund Management Company represent deposits and
mortgage fund instruments, used to secure joint mortgage facilities which are extended
to members of the Credit Union.

The rules of the League stipulate that a minimum of 1,000,000 shares, each with a par
value of $1.00, must be held with the League for the Credit Union to retain membership
status. The equivalent of amounts held in the statutory reserve (Note 24 (a) must either
be used to purchase League shares or placed in League term deposits (Note 9).

The QNET amount represents investment by the Credit Union in the company which will
provide information services to participating Credit Unions. In total, the participating
Credit Unions will account for 80% of the cost of the project and the remaining 20% will
be funded by the League.

FHCCU Investment represents deferred shares held by the Credit Union in First Heritage
Co-operative Credit Union. The shares are held for five years on which the Credit Union
receives a fixed income.
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LOANS RECEIVABLES:

Movement in loans during the year is as follows-

Balance at beginning of year
Add: disbursements

Less: repayments and transfers

Less: Provision for loan impairment

Accrued interest

Maturity:
Due within 1 year
Due after 1 year
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2019 2018
3’000 2’000
6,700,193 6,124,431
13,021,988 5,741,157
19,722,181 11,865,588
(11,933,621) (_5,134,808)
7,788,560 6,730,780
( 46,891) 55,996)
7,741,669 6,674,784
21,555 25,409
7,763,224 6,700,193
247,698 281,068
7,515,526 6,419,125
7,763,224 6,700,193

The aggregate amount of non-performing loans on which interest was not being accrued
amounted to $145,397,164 (2018: $142,577,644). Uncollected interest not accrued in the
financial statements on these loans was estimated at $17,856,572 (2018: $12,902,292).
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LOANS RECEIVABLES (CONT’D):

Provision for loan impairment
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The movement in the provision for loan impairment determined under the requirements of IFRS
is as follows:

Balance at beginning of year
Restated through opening retained earnings

Impairment losses as at 1 January

Increase charged to revenue during the year
Bad debt written off

Impairment losses at year end

Loan Loss charge to revenue is as follows:

Increase in loan losses for the year
Transfer

2019 2018
$°000 "000
55,996 43,805

- 9,544
55,996 53,349
43,730 53,166
99,726 106,515
(52,835) (_50,519)
46,891 55,996

2019 2018
$7000 $’000
43,730 53,166

- (47,800)
43,730 _3,366

The provision for impairment losses under the JCCUL regulatory requirement is as follows:

As at 31 December 2019:

Number of  Total
Months in accounts Loan Savings held Loan Loss Provision
Arrears in arrears Balances against loans Exposure Provision Rate

$’000 $’000 $’000 $’000 %

2 - 3 months 134 64,394 6,680 57,714 6,439 10
3 - 6 months 193 89,702 15,811 73,891 26,911 30
7 - 12 months 105 41,119 15,180 25,939 24,671 60
12 months and over _ 20 14,576 5,961 8,615 14,576 100
Totals 452 209,791 43,632 166,159 72,597
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LOANS RECEIVABLES (CONT’D):
Provision for loan impairment (cont’d)

As at 31 December 2018:

Number of Total
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Months in accounts Loan Savings held Loan Loss  Provision

Arrears in arrears Balance against loans Exposure Provision Rate
$’000 $’000 $’000 $’000 %

2 - 3 months 66 41,518 3,333 38,185 4,152 10

3 - 6 months 114 36,268 4,719 31,549 10,880 30

7 - 12 months 181 46,844 5,143 41,701 28,106 60

12 months and over 23 3,732 494 3,238 3,732 100

Totals 38 128,362 13,689 114,673 46,870

The provision for loan impairment under the JCCUL regulatory requirement for 2019 is in
excess of the provision required under IFRS provisioning rules. The excess of the League’s
provision over the IFRS provision is dealt with through a transfer from undistributed surplus to a

loan loss reserve as follows -

2019 8
’000 $’000
IFRS provision as per above 46,891 55,996
Loan loss reserve (note 25 (f)) 25,706
72,597 55,996
CASH AND BANK BALANCES:
2019 8
$°000 $’000
Cash -
Cash at bank and in hand 65,943 53,365
Cash and cash equivalent in the cash flow comprise:
2019 8
’000 ’000
Cash and bank balances 65,943 53,365
Liquid assets (note 9) 618,555 534,259
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OTHER ASSETS:
2019 2018
’000 $’000
Other receivables 7,454 13,174
Payroll receivables 37,723 40,726
Foreclosed properties 31,808 40,768
Prepaid expenses 13,304 6,056
90,289 100,724

Foreclosed properties represent the fair value less costs to sell properties previously held as
collateral on which the Credit Union has foreclosed. These assets are to be disposed of within
three years.

ASSET HELD FOR SALE:
2019
$’000 $’000

Opening balance - 48,300
Reclassified to assets held-for-sale - (48,300)

This represented land and building at 6 West Street Old Harbour, St. Catherine. In 2018, the
Board of Directors decided to dispose of its investment property. The sale was completed in
January 2019. Currently, the property is being leased by the Credit Union.
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PROPERTY, PLANT AND EQUIPMENT:

At cost/ Valuation -
1 January 2018
Additions
Disposal

At 31 December 2018
Additions

At 31 December 2019
Depreciation -

1 January 2018

Charge for the year

At 31 December 2018
Charge for the year

At 31 December 2019

Net Book Value-
31 December 2019

31 December 2018

31 DECEMBER 2019
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Computer Furniture, Capital

Freehold Land Equipment Fixtures, Signs Leasehold Motor Work-in
& Buildings & Software & Equipment Improvement Vehicles Progress Total
$’000 $’000 $’000 $’000 $’000 $’000 $’000
376,269 151,192 109,059 22,215 12,269 380 671,384
- 4,145 7,896 1,049 - 466 13,556

- - 380 (__380) -

376,269 155,337 116,955 23,644 12,269 466 684,940
- 5,772 6,831 751 - 1,292 14,646
376,269 161,109 123,786 24,395 12,269 1,758 669,586
24,136 139,183 75,488 10,372 3,874 253,053
5,666 5,237 8,512 1,918 2,454 23,787
29,802 144,420 84,000 12,290 6,328 276,840
5,662 5,405 8,850 2,010 2,421 24,348
35,464 149,825 92,850 14,300 8,749 301,188
340,805 11,284 30,936 10,095 3,520 1,758 398,398
346,467 10,917 32,955 11,354 5,941 466 408,100
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16. PROPERTY, PLANT AND EQUIPMENT (CONT’D):

The Credit Union’s land and building were revalued on 4 November 2015, by independent
qualified valuers. The valuation surplus was credited to other comprehensive income and is
shown in non-institutional capital.

The fair value measurement of the building has been categorized as level 3 for fair value,
based on inputs to the valuation technique relating to expected market rental growth, yields
and rental rates. A reconciliation to the closing fair value balance is as follows -

2019 2018
’000 $’000
Historical cost 135,542 135,542
Gains included in ‘other comprehensive income’
Gain on property revaluation 204,253 204,253
Closing balance (level 3 fair values) 339,795 339,795

17. RIGHTS-OF-USE ASSET:

The Credit Union recognized the right-of-use asset for its leased premise as follows:

2019
’000
Adoption of IFRS 16 59,936
Amortisation (_6,279)
Balance 31 December 2019 53,657

2019
$°000
Adoption of IFRS 16 58,372
Interest expense on lease obligation 4,156
Rent payments (_7,450)

Balance 31 December 2019 55,078
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RIGHTS-OF-USE ASSET (CONT’D):

The following table presents the lease liabilities obligation for the Credit Union (cont’d):
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Current portion
Non-current portion
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Balance 31 December 2019
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Short term lease expense 51

The Credit Union leases various office spaces for fixed periods of up to five (5) years with
option to renew and obtain lease term extensions. When measuring the lease obligation, the
Credit Union discounted the remaining lease payments using its incremental borrowing rate at
the date of initial application, which is 8% per annum.

PENSION, RETIREMENT BENEFIT ASSETS:

The credit union has both a defined contribution pension scheme and a defined benefit pension
scheme.

Defined Contribution Scheme

The Credit Union is a participatory employer in a money purchase pension scheme administered
by Sagicor Life Jamaica Limited. The scheme is open to all employees who satisfy eligibility
requirements. Contributions are determined by reference to gross salary with minimum
contributions of 5% for employees with an option for additional amounts up to 5% and a
contribution of 10% by the Credit Union for each employee contributing to the scheme.
Employer’s contributions to the pension scheme are expensed annually. Contributions for the
year amounted to $19,490,654 (2018: $17,332,671).

The most recent actuarial valuation, which was conducted as at 30 June 2016 disclosed a
surplus of $10,523,000.
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PENSION, RETIREMENT BENEFIT ASSETS (CONT’D):
Defined Benefit Scheme

The Credit Union participates in a joint contributory pension scheme, which is restricted to all
former permanent employees of AAMM Co-operative Credit Union and operated by the Jamaica
Co-operative Credit Union League Limited. The plan provides benefits to members based on
average earnings for their final three years of service, with each employee contributing 5-10%
of pensionable salaries and the Credit Union contributing currently 8%

The plan is valued by independent actuaries annually for financial reporting purposes using the
projected unit credit method. Additionally, the plan is valued by independent actuaries
annually to determine the adequacy of funding. The latest such valuation was at 31 December
2019 revealed that the scheme was adequately funded.

(a) The defined benefit asset recognised in the statement of financial position was
determined as follows:

2019 2018

3’000 $°000

Fair value of plan assets 157,118 138,594
Present value of obligations (119,364) (119,206)
Asset recognised in the statement of financial position _ 37,754 19,388

(b) Movements in the net asset recognised in the statement of financial position:

2019 2018

$°000 $’000

Net assets at beginning of the year 19,388 31,609

Contributions 5,217 5,409

Income recognised in surplus ( 4,438) (2,024)
Re-measurement recognised in other

comprehensive income 17,587 (15,606)

Net assets at the end of the year 37,754 19,388
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PENSION, RETIREMENT BENEFIT ASSETS (CONT’D):

(©)
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The movement in the fair value of pension plan assets during the year was as follows:

At beginning of year

Interest income on plan assets
Actuarial gains/(loss) on plan assets

Contributions:

Employer

Employee
Administrative expenses
Benefits paid

At the end of the year

The movement in the present value of the defined benefit obligation during the year

was as follows:

At the beginning of the year

Current service cost

Employees’ contributions

Interest cost on plan obligations
Actuarial (losses)/gains on obligations

Benefits paid

At end of the year

Expected contributions to the plan for

million.

(__4,076)

the year ended 31 December 2020 is $4.73
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18. PENSION, RETIREMENT BENEFITS ASSETS (CONT’D):

(e)

The amounts recognised in surplus for the year are as follows:

2019

’000
Current service cost 5,067
Interest cost on obligations 8,351
Income on plan assets (9,891)
Administrative expenses 911
Total included in staff costs (note 8) 4,438
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The amounts recognized in other comprehensive for the year are as follows:

201
$’000

O

Actuarial gain/ (loss) on net plan assets 58

—
H>I
Ny

2018
$’000

(15,60

)

:

The pension plan assets are allocated based on the Credit Union’s obligation as a
proportion of the total obligation of the plan. The distribution of plan assets was as

follows:
2019
%
Quoted equities 24
Real estate - investment trust and property 23
Government of Jamaica securities 33
Repurchase agreements 4
USS Bonds 8
Other _8
100

2018
%

17
25
37

—_
w ol w

—_
o
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18. PENSION, RETIREMENT BENEFITS ASSETS (CONT’D):

(h)

The five-year trend for the fair value of plan assets, the defined benefit obligation, the
surplus in the plan, and experience adjustments for plan assets and liabilities are as

follows:

2019 2018 2017 2016 2015
$’000 $’000 $’000 $’000 $’000

Fair value of plan assets 157,118 138,594 122,258 102,931 84,823
Defined benefits obligation (119,364) (119,206) (_90,649) (72,978) (60,639)

Surplus

N

37,754 19,388 31,609 29,953 24,18

Experience adjustments:
Fair value of plan assets 4,149 ( 1,641) 2,133 3,649 (11,385)
Defined benefit obligation  (__5,902) 1,421 (_717) (_1,703) (_6,695)

The principal actuarial assumptions used were as follows:

2019 2018
% %
Discount rate 7.50 7.00
Future salary increases 8.00 7.50
Expected average remaining working lives of employees
(years) _4 31

Impact on Defined Benefit Obligation (DBO) of 1% change in key economic assumptions

The change in the Defined Benefit Obligation (DBO) that would arise from a one
present (1%) change in each of the key economic assumptions is shown below. In
determining the impact of each assumption, the others are held constant.

Sensitivity Analysis of Key Economic Assumptions

Measurement 2019 2018
Assumptions +1% -1% +1% -1%
$°000 $°000 $°000 $’000
Discount rate (23,606) 32,199 (25,203) 34,950
Future salary increase 15,088 (12,636) 17,057 (14,062)

Future pension increases 14,005 (11,541) 14,426 (11,785)
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PENSION, RETIREMENT BENEFITS ASSETS (CONT’D):

(k) Liability duration

Category of participant

Active members
Deferred pensioners
Retirees

All participants
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Liability duration (years)

2019

—_ AN
— U1 Ul
o1 O o

ND
(98]
[ee]

2018

27.4
15.8
11.5

N

5.5

There was no movement in the liability duration of the active members during the year

under review. However, reduction can result from changes

in the actuarial

assumptions, to include rates of withdrawal from service on grounds other than

retirement or death.

SAVING DEPOSITS:

Ordinary deposits -
Balance at 1 January
Deposits and transfers

Less withdrawals and transfers

Loan scheme deposits
Fixed deposits

Interest accrued
Maturity:

Due within 1 year
Due after 1 year

2019

000

3,870,822
29,066,822

32,937,644
(29,948,457)

2,989,187
452,706
841,900

4,283,793

51,853

4,335,646

3,908,779
426,867

4,335,646

N

01

$’000

3,272,769
29,560,996

o]

32,833,765
(30,100,662)

2,733,103
441,574
649,669

3,824,346
46,476

3,870,822
3,711,291
159,531

3,870,822



20.

21.

EduCom CO-OPERATIVE CREDIT UNION LIMITED

NOTES TO THE FINANCIAL STATEMENTS

31 DECEMBER 2019

Page 78

VOLUNTARY SHARES:
2019 2018
$’000 $’000
Regular deposits:
Balance at 1 January 3,517,053 3,395,762
Share deposited 3,600,407 4,234,881
7,117,460 7,630,643
Share withdrawn (3,397,997) (4,118,279)
3,719,463 3,512,364
Interest payables - 4,689
3,719,463 3,517,053
Maturity:
Due within 1 year 2,221,627 1,878,220
Due after 1 year 1,497,836 1,638,833
3,719,463 3,517,053
DEFERRED SHARES:
2019 2018
$’000 $’000
Balance at1 January 47,369 44,753
Withdrawal ( 2,096) ( 535)
Interest (paid)/ payable (_5,581) 3,151
39,692 47,369
Maturity:
Due within 1 year 9,366 -
Due after 1 year 30,326 47,369
39,692 47,369

These amounts are issued at a par value of $1,000.00. They are not withdrawable for a period
of five (5) years and attract interest rate at 8% for the first two years. Thereafter the interest
rate will be reset every three (3) months, at the average three (3) months treasury bill yield
held prior to the commencement of each payment period, plus one hundred basis point (100).
Based on the proposed Bank of Jamaica Credit Union Regulations, deferred shares are treated
as institutional capital, and as such are included in the calculation of the capital to asset ratio.
They are, however, classified in these financial statements as liabilities in accordance with the
requirements of IFRS. Interest payable on this portfolio amounted to SNIL (2018 - 5,581,000).
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EXTERNAL CREDITS:

Credit Union Fund Management Company Limited - 10.5%
Jamaica Co-operative Credit Union League - 7%
NHT Micro Financing Facility - 4.5%

Maturity:
Due within 1 year
Due after 1 year

—_
o
\O
o1
(98]
o
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The Credit Union has a revolving term loan of $100M with the Credit Union Fund Management
Company secured by loan receivables of the Credit Union. The loan was repaid during the

period.

The Jamaica Co-operative Credit Union League loan is secured by First legal mortgage stamped
to cover $ 76.5 million over commercial property located at 10 Oxford Road, Kingston 5,
registered at volume 956 Folio 140 in the name of EduCom Cooperative Credit Union limited

and charge over loan receivables.

The NHT Micro Financing Facility allows members of the Credit Union to apply through the
Credit Union to access NHT Housing Financing. The facility is secured by the members’ loan

receivable balances.

PAYABLES:

Accounts payables
Staled-dated cheques
Withholding tax

Accrued employee benefits
Audit & accounting fees
Others

201
$’000

17,684
7,999
6,329
3,722
4,366

133,048

O

173,148
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INSTITUTIONAL CAPITAL:

2019 2018
$’000 $°000

Statutory and legal reserves -
Balance brought forward 290,198 256,685
Current year transfer 26,196 31,645
Entrance fee 1,775 1,868
318,169 290,198
Special reserve 253,143 253,143
571,312 543,341
Members’ permanent shares 215,193 201,119
786,505 744,460
Business combination reserve 288,077 288,077
1,074,582 1,032,537

Statutory and legal reserves -

As required by the Co-operative Societies Act and the rules of the EduCom Co-operative
Credit Union Limited, a minimum of twenty-five percent (25%) of the annual surplus
and amounts collected for entrance fees are transferred to this reserve.

Special reserves -

The special reserves represent amount appropriated by members to strengthen the
capital based of the Credit Union and is not available for distribution.

Members’ permanent shares -
Permanent shares are shares issued at no par value, paid up in cash and form a
permanent part of the capital of the Credit Union. Permanent shares may be
redeemable subject to the sale, transfer, or repurchase of such shares per ‘Rule 16’ of
the Credit Union’s Rule Book.

Business combination reserve -

This represents the excess of the net assets acquired and the deemed value for shares
issued to members in the business combinations.
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NON-INSTITUTIONAL CAPITAL:

2019 2018

’000 ’000

Undistributed surplus 66,032 103,196

Retirement benefit reserve 37,754 19,388

General reserves 5,806 2,782

Revaluation 204,253 204,253

Reserve for Permanent Shares 2,863 3,971
Loan loss reserve 25,706

342,414 333,590

Undistributed surplus:

This represents surplus not distributed at the statement of financial position date.
Retirement benefit reserve:

This represents actuarial gain on plan assets as per annual revaluation.

General reserves:

These represent appropriations for scholarships, donations and for other miscellaneous
purposes.

Revaluation reserve:

This represents unrealised gain on the revaluation of the Credit Union’s freehold land
and buildings.

Permanent share reserve:

This represents amount set aside from surplus to be ascribed as permanent shares for
members. These permanent shares were issued to members during the year. The
balance above represents shares bought back by the Credit Union from resigning and
deceased members.

Loan loss reserve:

This is the excess of the loan loss provision over IFRS 9 requirement.
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26. APPROPRIATIONS TO AND DECREASE IN OTHER RESERVES:

(a) The following payments/ transfers were made from reserve during the year:
2019 2018
$’000 ’000
Payments:

Honorarium 10,000 10,000

BPR Project 13,064 -
Community Outreach Program 3,212 3,275
26,276 13,275

IFRS 9 appropriation:

1 January - 12,745

Amount charged to surplus during the period - 35,055

- 47,800

(b) The following amounts were transferred from accumulated surplus to other reserves as
per approval at special general meeting:

2019 2018

$’000 ’000

IFRS 9 appropriation - 47,800

Dividend 49,965 24,999

Community Outreach Program 4,300 3,700
BPR Project 15,000 -

Honorarium 10,000 10,000

79,265

|
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INSURANCE:

(@)

Fidelity Insurance Coverage -

Page 83

During the year the Credit Union had fidelity insurance coverage with British Caribbean
Insurance Company Limited. The total premium for the year was $2,673,946 (2018:

$2,557,452).

Life Savings and Loan Protection Coverage -

During the year the Credit Union had life savings and loan protection coverage with
CMFG Life Insurance Company. Total premium for the year was $20,881,164 (2018:

19,694,896).

Golden Harvest Premium Insurance Coverage -

During the year the Credit Union had insurance coverage with CMFG Life Insurance
Company. The total premium for the year was $2,480,789 (2018: $2,578,213). These
policies remained in force throughout the year with all premiums being paid promptly.

RELATED PARTY TRANSACTIONS:

The Credit Union entered into the following transactions with related parties:

2019
$’000
Loan balances (including interest) -
Board and committee members 156,019
Members of staff 237,623
Deposits (including interest) -
Board and committee members 62,342
Members of staff 76,835

being repaid in accordance with their loan agreements.

55,096

92,766

At 31 December 2019 all loans owing by directors, committee members and staff were
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RELATED PARTY TRANSACTIONS (CONT’D):

(©)

Compensation of key management personnel -

The remuneration of key members of management during the year was as follows-

2019 2018

$°000 $°000

Salaries and other short-term benefits 83,549 75,654
Post employment benefits 6,560 5,729
90,109 81,383

Their remuneration is determined by the Board of Directors, having regard to their
performance and prevailing macro economic factors. The remuneration of key
members of management is fixed for two (2) years.

Post employee benefits represent employee’s contribution to a money purchase
pension scheme.

EFFECT OF CHANGE IN ACCOUNTING POLICY:

The Credit Union adopted IFRS 16 ‘Leases’ with a transition date of 1 January 2019. The Credit
Union has chosen not to restate comparatives on adoption the standard, and therefore, the
revised requirements are not reflected in the prior year financial statements. There was no
impact on the undistributed surplus in the opening statement of financial position on 1 January
2019. The Credit Union does not have significant leasing activities acting as a lessor.

IFRS 16 provides for certain optional practical expedients, including those related to the initial
adoption of the standard. The Credit Union applied the following practical expedients when
applying IFRS 16 to leases previously classified as operating leases under IAS 17:

Apply a single discount rate to a portfolio of leases with reasonably similar
characteristics;

Exclude initial direct costs from the measurement of right-of-use assets at the date of
initial application for leases where the right-of-use asset was determined as if IFRS 16
had been applied since the commencement date;

Reliance on previous assessments on whether leases are onerous as opposed to
preparing an impairment review under IAS 36 as at the date of initial application; and
Applied the exemption not to recognise right-of-use assets and liabilities for leases
with less than 12 months of lease term remaining as of the date of initial application,
and

The use of hindsight in determine the lease term where the contract contains options
to extend or terminate the lease.
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EFFECT OF CHANGE IN ACCOUNTING POLICY (CONT’D):

As a lessee, the Credit Union previously classified leases as operating based on its
assessment of whether the lease transferred substantially all of the risks and rewards of
ownership. Under IFRS 16, the Credit Union recognizes right-of-use assets and lease
liabilities for most leases.

On adoption of IFRS 16, the Credit Union recognised right-of-use assets of $ 59,936,000 and
lease liabilities of 58,372,000 as follows:

Right-of-use assets

Lease liabilities

Right-of-use assets are measured at
an amount equal to the lease
liability, adjusted by the amount of
any prepaid or accrued lease
payments.

Measured at the present value of the remaining
lease payments, discounted using the Credit
Union’s incremental borrowing rate as at 1
January 2019. The Credit Union’s incremental
borrowing rate is the rate at which a similar

borrowing could be obtained from an
independent creditor under comparable terms
and conditions. The weighted-average rate
applied was 8.00%.

In the prior period, operating lease commitment was immaterial and not disclosed. The
following shows the reconciliation of the operating lease commitment as at 31 December
2018 to the lease liabilities as at 1 January 2019:

2019
$°000
Minimum operating lease commitment at
31 December 2018 2,032
Plus: effect of extension option reasonably
certain to be exercised 31,598
Plus: effect of discounting using the incremental
borrowing rate as at the date of initial application 24,742
Lease liability as at 1 January 2019 58,372

COMPARISON OF LEDGER BALANCES:

The detailed records of balances relating to loans to members, deposits and share capital
deferred from their respective control accounts as follows:

Loans to Saving Deferred Voluntary Permanent
Members Deposits Shares Share Share
$’000 $’000 $’000 $’000 $’000
Balance as per general
ledger 7,789,559 4,335,642 39,693 3,719,463 215,193
Balance as per members’
Ledger 7,789,559 4,335,642 39,693 3,719,463 215,193

Difference
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SUBSEQUENT EVENT:

In December 2019, a novel strain of coronavirus (“COVID-19”) emerged in Wuhan China
which began to spread suddenly, at first locally but subsequently nationally, regionally and
globally. Due to the rapid outbreak, on 30 January 2020; the World Health Organization
declared the COVID-19 outbreak as a “Public Health Emergency of International Concern”
and on 10 March 2020, declared it to be a pandemic.

In response to the pandemic, the Jamaican Government instituted quarantine areas, travel
and logistics restrictions to control the spread of the virus. In adhering to local government
restrictions, the Credit Union took appropriate steps to manage foot traffic and better
protect its members. As a result, one branch was closed and a limit placed on the number
of customers allowed in branch at any one time; which reduced members trafficking.
Effective 24 March 2020, there was a reduction in operating hours. The Credit Union
business is dependent upon the willingness and ability of its employees and customers to
conduct banking and other financial transactions. These measures caused significant
disruption in daily banking activities and could potentially create business continuity issues
for the Credit Union.

Given the uncertainty around the extent and timing of the potential future spread or
mitigation of the Coronavirus and around the imposition or relaxation of protective
measures; management cannot reasonably estimate the impact to the Credit Union’s
financial statements, results of its operations and liquidity in 2020.



