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*Excluding Strategic Initiatives 
**Earnings per Share is calculated based on all classes of Shares 

Second Quarter Highlights 
 Total 

$14.8M 
YTD: $42.8M 

profit before tax 

Earnings per 
share**

2.9¢
YTD: 8.8¢

Efficiency Ratio

77.4%
YTD:68.3%

Borrowing Multiple

13.4:1
Tier 1 Capital Ratio

36.0%

Wholesale 
Financial Services 

$16.8M 
YTD: $40.6M 

profit before tax 
 

Mandatory  
Liquidity Pool 

$9.4M 
YTD: $20.0M  

profit before tax 

Digital & 
Payment Services* 

$3.8M 
YTD: $6.8M 

profit before tax 
 

System Affiliates 
& Other* 

$0.1M 
YTD: $0.8M loss 

profit before tax 

Spending on 
Strategic Initiatives 

$15.3M 
YTD: $23.8M 

 



 
 
 

 

Financial Highlights 
Second quarter highlights compared to the same period last year: 
 
 Profit after tax of $12.7 million, compared to $3.5 million, after excluding 

the one-time gains of $37.1 million reported in the same period last year.  
This represents a return on average equity of 4.5 per cent, compared to 
2.2 per cent in 2018. 

 Net financial income of $28.7 million, up $15.7 million from $13.0 million. 
 Assets of $17.9 billion, down 7.3 per cent from $19.3 billion. 
 Tier 1 capital ratio of 36.0 per cent, compared to 37.3 per cent. 

 

 
Year-to-date highlights compared to the same period last year: 
 
 Profit after tax of $37.8 million, compared to $1.3 million, after excluding 

the one-time gains of $80.2 million reported in the same period last year.  
This represents a return on average equity of 6.9 per cent, compared to 
1.5 per cent in 2018.  

 Net financial income of $64.6 million, up $38.7 million from $25.9 million. 
 

 
“We’ve had a strong second quarter. Our Treasury team has performed well, 
generating strong earnings, and we continue to invest in digital banking and 
payment solutions for our clients,” said Mark Blucher, President and CEO of 
Central 1. “With the rollout of our full retail suite on Forge, we’re creating a 
competitive edge for credit unions and other financial institutions. Our clients 
across Canada can now offer their members leading digital banking 
experiences. Central 1 is building momentum and making good strategic 
progress.”  

Quarterly Financial Results 
Central 1’s second quarter results reflected strong net financial income, up 
$15.7 million from the same period last year. The securities portfolio 
continued to show strong net realized and unrealized gains as decreasing 
market yields and narrowing credit spreads drove up the fair value of 
securities.  
 
Significant investments in strategic initiatives continued throughout the 
second quarter of 2019, consistent with last year and Central 1’s long-term 
strategic plan. Prior year’s comparative quarter results benefited from one-
time gains of $37.1 million relating to transactions surrounding Central 1’s 
equity investments. Excluding these one-time gains, profit after tax for the 
second quarter of 2019 was $9.2 million higher than the same period a year 
ago. 
 



 
 
 

 

 
 
 
The decrease in market yields and narrowing of credit spreads in the market 
created favourable gains within the Mandatory Liquidity Pool (MLP). These 
gains contributed to the $5.6 million increase in MLP’s profit before tax 
compared to the second quarter of 2018.  
 
The Wholesale Financial Services (WFS) portfolio showed strong net 
realized and unrealized gains, also benefiting from decreasing market yields 
and narrowing credit spreads. Net realized and unrealized gains were up 
$9.5 million from the same period last year. Interest margin also increased 
$1.0 million compared to the same period last year, due to a change in asset 
mix.  
 
Digital & Payment Services continued to invest in strategic initiatives in the 
second quarter. These costs of $13.1 million, partially offset by increased 
direct banking revenue, primarily contributed to the $9.3 million loss before 
tax reported in the second quarter, compared to a $2.5 million loss before tax 
(after strategic investments of $6.9 million) in the same period last year.  

 
 

Coast Capital Savings Federal Credit Union withdrew their mandatory 
deposits and most of their non-mandatory deposits during the fourth quarter 
of 2018, in connection with their continuance as a federal credit union. This 
withdrawal contributed to a year-over-year decrease in Central 1’s total 
assets in addition to the fall 2018 maturity of a $450.0 million medium-term 
note, as well as second quarter 2019 changes including a $200.0 million 
redemption of subordinated debt and a $206.5 million decrease in 
commercial paper. These drops were mitigated by strong growth in Central 
1’s non-mandatory deposits reflective of liquidity in the credit union system. 
Overall, this decreased the size of Central 1’s funding portfolio and led to the 
$1.4 billion decrease in total assets from June 30, 2018. 
 
The growth in our non-mandatory deposits also largely contributed to the 
increased size of Central 1’s funding portfolio from year-end and led to the 
$1.0 billion increase in total assets.  

Second Quarter Highlights 
Central 1 continues to deliver on strategic initiatives with digital banking, 
payments strategies, and expanding treasury services while also delivering 
on core products and services. 
 
Central 1 is accelerating the development of the Forge Digital Banking 
platform (Forge) to enable their clients across Canada to create market-
leading customized experiences for their customers. During the second 
quarter, Central 1 secured many additional Forge client commitments and 
have signed many new agreements giving Canadian financial institutions 
access to the tools and capabilities that come with the Forge platform. 



 
 
 

 

Central 1’s Forge implementation activities have also begun to expand 
beyond their initial Champions to their first full wave of clients.  
 
Central 1 reached additional milestones in the ongoing development of Forge 
with Alterna Savings and Credit Union Ltd.'s launch of their new Forge 
mobile app in July and First West Credit Union’s internal launch of the Forge 
online banking channel in August. All three channels – public website, mobile 
app and online banking – are now in active use by one or more of Central 1’s 
clients. 
 
During the quarter, Central 1 refined its Payment Modernization strategy to 
align with the strategy established by Payments Canada. This will ensure 
that what Payments Modernization delivers will meet the needs of payment 
providers and Canadians. 
 
Central 1 is continuing its transformation into a healthy, agile organization 
that will fuel a strong and stable credit union system and help members lead 
in a challenging market. In the quarter, Central 1 began their first prototype 
for organizational agility, gathering cross-functional groups of people to learn 
about the Agile way of working, discuss the business at hand and start to 
establish what work needs to be done. 
 
See “Cautionary Note Regarding Forward-Looking Statements” on Page 4 of 
Central 1’s Management Discussion & Analysis for the quarter ended June 
30, 2019. 
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In this Management’s Discussion and Analysis (MD&A), unless the context otherwise requires, references to "Central 1", "we", "us" and "our" refer to Central 1 
Credit Union and its subsidiaries. This MD&A is dated August 23, 2019. The financial information included in this MD&A should be read in conjunction with our 
Interim Consolidated Financial Statements for the periods ended June 30, 2019 (Interim Consolidated Financial Statements), which were authorized for issue by 
the Board of Directors (the Board) on August 23, 2019. The results presented in this MD&A and in the Interim Consolidated Financial Statements are reported in 
Canadian dollars. Except as otherwise indicated, financial information included in this MD&A has been prepared in accordance with International Financial 
Reporting Standards (IFRS) as described in Note 2 of the Interim Consolidated Financial Statements. Additional information may be found on the System for 
Electronic Document Analysis and Retrieval (SEDAR) at www.sedar.com. 
 
This MD&A also includes financial information about the credit union systems in British Columbia (B.C.) and Ontario. The B.C. credit union system is made up of 
all credit unions in B.C. except one credit union that has elected to become a federal credit union, while the Ontario credit union system is made up of only those 
credit unions that have elected to become our members. In the discussions presented in this report, the two provincial systems are individually referred to as the 
“British Columbia (B.C.) credit union system” or “B.C. system” and the “Ontario credit union system” or “Ontario system”. Where the term “system” appears without 
regional designation, it refers to our total membership, encompassing credit unions in both provinces. Financial information for the B.C. system has been provided 
by the Financial Institutions Commission of British Columbia (FICOM) and by the Financial Services Regulatory Authority (FSRA) for the Ontario system. The 
different provincial regulatory guidelines reduce the comparability of the information between the two systems. We have no means of verifying the accuracy of 
such information. This information is provided purely to assist the reader with understanding our results and should be read in the proper context. This financial 
information was prepared using the format and accounting principles developed by these regulators and are not fully consistent with IFRS. For instance, the net 
operating income reported in this MD&A is not equivalent to income from continuing operations under IFRS. 
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Central 1 Credit Union 
Management’s Discussion & Analysis

Overall Performance 

 
 
Second quarter results reflected higher net financial income, up $15.7 million from the same period last year. The securities portfolio continued to show strong net 
realized and unrealized gains as decreasing market yields and narrowing credit spreads drove up the fair value of securities. Strategic initiatives continued 
throughout the second quarter of 2019, consistent with our long-term strategic plan. Excluding one-time gains of $37.1 million in the prior year results relating to 
transactions surrounding our equity investments, profit after tax for the second quarter of 2019 was $9.2 million higher than the same period a year ago, driven by 
higher net financial income. 
 
Similar to the second quarter results, year-to-date results reflected higher net financial income, up $38.7 million from the same period last year. Decreasing market 
yields and narrowing credit spreads drove up the fair value of our securities, resulting in higher net realized and unrealized gains of $32.1 million compared to a 
year ago in addition to asset mix changes that contributed to a stronger interest margin during 2019. Investments in our strategic initiatives in 2019 continued and 
net of one-time gains of $80.2 million relating to our equity investments profit after tax for the first six months of 2019 was $36.5 million higher than the same 
period a year ago, primarily due to higher net financial income. 
 

(Millions of dollars) Jun 30 2019 Jun 30 2018 Change Jun 30 2019 Jun 30 2018 Change

Income statement

Net financial income 28.7$                    13.0$                    15.7$                    64.6$                    25.9$                    38.7$                    
Non-financial income 36.8                       34.5                       2.3                         70.4                       66.9                       3.5                        
Net financial and non-financial income 65.5                       47.5                       18.0                       135.0                    92.8                       42.2                      
Non-financial expense 35.4                       33.3                       2.1                         68.4                       68.3                       0.1                        

30.1                       14.2                       15.9                       66.6                       24.5                       42.1                      

Strategic initiatives (15.3)                     29.2                       (44.5)                     (23.8)                     64.7                       (88.5)                     

Profit before tax 14.8$                    43.4$                    (28.6)$                   42.8$                    89.2$                    (46.4)$                   

Profit after tax 12.7$                    40.6$                    (27.9)$                   37.8$                    81.5$                    (43.7)$                   

For the three months ended For the six months ended

12.7 

40.6 

Q2 2019 Q2 2018

Quarterly Profit (After Tax)
(Millions of dollars)

17,936 16,907 
19,347 

Jun 30 2019 Dec 31 2018 Jun 30 2018

Total Assets
(Millions of dollars)

37.8 

81.5 

YTD 2019 YTD 2018

Year-to-Date Profit (After Tax)
(Millions of dollars)
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The change in total assets mainly correlates to the change in the size of our funding portfolios. The strong growth in our non-mandatory deposits, reflective of 
liquidity in the credit union system, primarily increased the size of our funding portfolio, leading to an overall increase in total assets of $1.0 billion from year-end to 
reach $17.9 billion at the end of June 2019.  
 
Coast Capital Savings Federal Credit Union (Coast Capital)’s withdrawal of their mandatory deposits and most of their non-mandatory deposits during the fourth 
quarter of 2018, in connection with their continuance as a federal credit union, primarily led to the year-over-year decrease in the size of our funding portfolio and a 
corresponding decrease in our total assets. The funding portfolio was further reduced by the $450.0 million medium-term note (MTN) matured in the fall of 2018 
along with the $200.0 million subordinated debt redemption and $206.5 million commercial paper decrease in the second quarter of 2019. These drops were 
mitigated by strong growth in our non-mandatory deposits, leading to an overall decrease of $1.4 billion in total assets from a year ago.   

For the three months ended For the six months ended
Jun 30 2019 Jun 30 2018 Change Jun 30 2019 Jun 30 2018 Change

Selected information
Efficiency ratio 77.4% 50.5% 26.9% 68.3% 50.0% 18.3%
Return on average assets 0.3% 0.8% -0.5% 0.4% 0.9% -0.5%
Return on average equity 4.5% 13.8% -9.3% 6.9% 14.3% -7.4%

Earnings per share (cents) (1)

Basic/Diluted 2.9 8.5                    (5.6) 8.8 17.9                  (9.1)

Weighted average shares outstanding (millions of dollars) 431.1$               479.4$               (48.3)$                430.5$               454.7$               (24.2)$               

Average assets (millions of dollars) 17,508.4$          19,384.1$          (1,875.7)$           17,122.7$          18,988.6$          (1,865.9)$           
(1) Earnings per share is calculated based on all classes of shares.

Jun 30 2019 Dec 31 2018 Jun 30 2018

Balance sheet (millions of dollars)
Total assets 17,935.8$          16,907.2$          19,347.5$          

Regulatory ratios
Tier 1 capital ratio 36.0% 37.0% 37.3%
Provincial capital ratio 44.1% 54.0% 52.3%
Borrowing multiple (times) 13.4                  11.0                  11.8                  

Share Information (thousands of dollars, unless otherwise indicated)
Outstanding $1 par value shares

43,359$             43,359$             50,000$             
5$                     5$                     5$                     
7$                     7$                     7$                     

387,776$           386,547$           435,949$           
Outstanding $0.01 par value shares with redemption value of $100

21$                   21$                   25$                   
Treasury shares (2)$                    (2)$                    (2)$                    

Certain comparative f igures have been reclassif ied to conform w ith the current period's presentation.

Class B - cooperatives
Class C - other
Class F - credit unions

Class E - credit unions

Class A - credit unions

As at
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The withdrawal of Coast Capital’s shares has driven the decrease in share capital balance. This decrease combined with the redemption of subordinated debt has 
led to an overall decrease in regulatory capital. This lower capital balance coupled with an increase in risk weighted assets, primarily due to a higher settlement in-
transit balance with financial institutions, has resulted in a decrease in the provincial capital ratio. The borrowing multiple has increased compared to both 
comparative periods as a result of the lower capital balance combined with growth in non-mandatory deposits.  

Cautionary Note Regarding Forward-Looking Statements 
From time to time, we make written forward-looking statements, including in this MD&A, in other filings with Canadian regulators, and in other communications. In 
addition, our representatives may make forward-looking statements orally to analysts, investors, the media and others. All such statements may be considered to 
be forward-looking statements under applicable Canadian securities legislation. 
 
Within this document, forward-looking statements include, but are not limited to, statements relating to our financial performance objectives, vision and strategic 
goals, the economic, market and regulatory review and outlook for the Canadian economy and the provincial economies in which our member credit unions 
operate. The forward-looking information provided herein is presented for the purpose of assisting readers in understanding our financial position and results of 
operations as at and for the periods ended on the dates presented. Forward-looking statements are typically identified by words such as “believe”, “expect”, 
“anticipate”, “estimate”, “plan”, “will”, “may”, “should”, “could”, or “would” and similar expressions. 
 
Forward-looking statements, by their nature, require us to make assumptions and are subject to inherent risks and uncertainties, which give rise to the possibility 
that predictions, forecasts or conclusions will not prove to be accurate, that assumptions may not be correct, and that financial objectives, vision and strategic 
goals will not be achieved. We caution readers to not place undue reliance on these statements as a number of risk factors could cause actual results to differ 
materially from the expectations expressed in the forward-looking statements. These factors – many of which are beyond our control and the effects of which can 
be difficult to predict – include business and operations, compliance, credit and counterparty, insurance, liquidity, market, and operational risks. 
 
Readers are cautioned that the foregoing list is not intended to be exhaustive and other factors may adversely impact our results. We do not undertake to update 
forward-looking statements except as required by law. 
 
Additional information about these and other factors can be found in the Overview and Risk Review sections of our 2018 Annual Report.  
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Economic Developments and Outlook 
The following summaries of the economic environment and the state of financial markets offer a context for interpreting our quarterly results and provide insight 
into our future performance.  

Economic Environment 

 
 
In the United States (US), export and inventory growth outweighed weaker household spending led to strong economic growth in the first quarter. Recent data has 
softened, indicating economic growth returned to a more sustainable pace in the second quarter. Growth is widely expected to slow down this year as recent 
increases in interest rates take effect and the fiscal stimulus of tax changes and deregulation wane. After expanding at a robust 2.9 per cent last year, economic 
growth is forecast to slow to around 2.5 per cent in 2019. 
 
Canada’s economic growth picked up in the second quarter following two quarters of weak growth, led by stronger consumer spending and a temporary surge in 
energy exports. The Bank of Canada (BOC) estimates that growth in residential investment resumed with a strong rebound in housing resales and new 
construction activity is expected to firm up in the third quarter. Previously frothy housing markets in Ontario and British Columbia have been dampened by local tax 
changes, changes in mortgage guidelines and past rises in interest rates. Canada’s economic growth is forecast at 1.3 per cent in 2019, down from 1.9 per cent in 
2018, as global trade conflicts and related uncertainty continue to hold back activity.  

Financial Markets 
The BOC’s Monetary Policy Report, issued in July 2019, states that escalating trade conflicts and geopolitical tensions are increasing uncertainty, slowing global 
economic activity and moderating growth in trade and business investment. The BOC is expected to remain on hold through this year before easing with two 
quarter-point rate cuts beginning in April of 2020, in response to Canada’s slowing growth and growth prospects. The recent rate cut in the U.S. is expected to lead 
to the narrowing of the spread between Canada and U.S. which would lift the CAD over USD. Bond yields and commodity prices have declined, and many central 
banks are signaling shifts to a more accommodative monetary policy. Global economic growth is expected to fall to three per cent in 2019 from 3.75 per cent in 
2018. 
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Industry Regulation 
In May 2019, the Province of B.C. passed the Financial Services Authority Act, the legislation that transitions the current Financial Institutions Commission of B.C. 
into a Crown Agency, the Financial Services Authority (FSA). From May to September the FSA’s focus is expected to be on administrative tasks such as 
appointing its Board and leadership team and establishing its operations. The Ministry continued to work with the FSA to define its regulatory powers and rule-
making authority. Central 1 and B.C. credit unions are waiting for clarity regarding the new regulator, and its approach to regulation in the credit union system. As 
expected, the Ministry also confirmed it intends to introduce legislation to update the Financial Institutions Act in the fall 2019 legislative sitting. 
 
In Ontario, the new Financial Services Regulatory Authority (Ontario’s new agency regulating credit unions) came into force in the second quarter. Additionally, the 
Ford government committed in its budget speech to proceed with modernizing the Credit Unions and Caisses Populaires Act, likely starting in late 2019. Credit 
unions see this as an opportunity to remove administrative burden and red tape.  

Statement of Financial Position 
Total Assets 

 
The growth in our non-mandatory deposits, which outweighed the redemption of a $200.0 million subordinated debt and a $206.5 million reduction in commercial 
paper issued, increased the size of our funding portfolio and led to the $1.0 billion increase in total assets from December 31, 2018. 
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Cash and Liquid Assets 

 

Jun 30 2019

(Millions of dollars)
MLP 

Liquid Assets
Liquid 

Assets

Securities 
Received 

as Collateral 
 Total 

Liquid Assets
Encumbered 

Assets
Unencumbered 

Assets*

Cash and deposits with regulated financial institutions 48.3$                 43.0$                 -$                     43.0$                 -$                     43.0$                 
Federal and provincial government issued and guaranteed securities 7,203.9              3,357.7              771.7                 4,129.4              1,559.4              2,570.0              
Corporate and financial institutions securities 677.6                 3,031.0              -                        3,031.0              7.6                     3,023.4              
Asset backed securities 84.4                   400.6                 -                        400.6                 -                        400.6                 
Insured mortgages -                        474.5                 -                        474.5                 -                        474.5                 
Other assets** 3.8                     787.8                 -                        787.8                 -                        787.8                 
Total 8,018.0$             8,094.6$             771.7$               8,866.3$             1,567.0$             7,299.3$            

**Includes settlements in transit and equity investment in system affiliates which are FVTPL

Dec 31 2018

(Millions of dollars)
MLP 

Liquid Assets
Liquid 

Assets

Securities 
Received 

as Collateral 
 Total 

Liquid Assets
Encumbered 

Assets
Unencumbered 

Assets*

Cash and deposits with regulated financial institutions 138.0$               679.2$               -$                       679.2$               -$                       679.2$               
Federal and provincial government issued and guaranteed securities 7,131.3              3,223.2              700.3                 3,923.5              1,448.0              2,475.5              
Corporate and financial institutions securities 638.9                 2,154.5              -                        2,154.5              37.3                   2,117.2              
Asset backed securities 131.5                 297.9                 -                        297.9                 -                        297.9                 
Insured mortgages -                        241.1                 -                        241.1                 -                        241.1                 
Other assets** -                        80.9                   -                        80.9                   -                        80.9                   
Total 8,039.7$             6,676.8$             700.3$               7,377.1$             1,485.3$             5,891.8$            

**Includes settlements in transit and equity investment in system affiliates which are FVTPL
 Comparative figures have been restated.

WFS

WFS

*Unencumbered assets include high quality liquid assets that are marketable, can be pledged as security for borrowings, and can be converted to cash in a time frame that meets our liquidity and funding requirements.

*Unencumbered assets include high quality liquid assets that are marketable, can be pledged as security for borrowings, and can be converted to cash in a time frame that meets our liquidity and funding requirements.

43 

4,129 

3,031 

401 475 
788 

171 

4,654 

3,104 

421 281 378 

Cash &
deposits to

regulated Fis

Fed. & prov.
govt issued &
guaranteed
securities

Corporate & FIs
securities

Asset backed
securities

Insured
mortgages

Other assets

WFS Liquid Assets
Jun 30 2019: $8,866
(Millions of dollars)

Jun 30 2019
Jun 30 2018

48 

7,204 

678 
84 4 170 

7,321 

1,318 

93 -

Cash &
deposits to

regulated FI's

Fed. & prov.
govt issued & guaranteed

securities

Corporate & FIs
securities

Asset backed
securities

Other assets

MLP Liquid Assets
Jun 30, 2019: $8,018

(Millions of dollars)

Jun 30 2019
Jun 30 2018
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Cash and liquid assets for the MLP are managed on behalf of the credit union system. In addition, we manage our own liquidity within WFS. The liquidity 
management framework for WFS is designed to support the liquidity requirements for the system under non-stressed conditions and to ensure that credit unions 
have access to reliable and cost-effective sources of liquidity. The liquidity in WFS also supports our potential cash and collateral obligations, including collateral 
pledged to the BOC’s Large Value Transfer System. We maintain a portfolio of high-quality liquid assets in WFS to support these objectives. 
 
MLP liquid assets at June 30, 2019 were largely in line with year-end. WFS’ unencumbered liquid assets are defined as liquid assets less encumbered assets, 
which represent securities and other assets pledged as collateral. The growth in our non-mandatory deposits mitigated by lower debt securities balances 
contributed to the increase in the size of our funding portfolio and thus a corresponding increase in WFS’ liquid assets. The encumbered assets increased slightly 
from the year-end as a result of increased prepayment swap volumes. Overall, WFS’ unencumbered assets increased $1.4 billion from year-end driven by higher 
securities balance.   
 
To fund Coast Capital’s withdrawal of their mandatory deposits in the fall of 2018, corporate and financial institutions securities within the MLP were sold, resulting 
in a decrease of $883.4 million in MLP’s liquid assets from a year ago. WFS’ unencumbered assets decreased $194.4 million from June 30, 2018, consistent with 
the decrease in the size of our funding portfolio, led by Coast Capital’s withdrawal combined with a lower debt securities balance largely offset by growth in our 
non-mandatory deposits.   
   

Jun 30 2018

(Millions of dollars)
MLP 

Liquid Assets
Liquid 

Assets

Securities 
Received 

as Collateral 
 Total 

Liquid Assets
Encumbered 

Assets
Unencumbered 

Assets*

Cash and deposits with regulated financial institutions 170.2$               171.4$               -$                       171.4$               -$                       171.4$               
Federal and provincial government issued and guaranteed securities 7,320.9              3,424.1              1,229.4              4,653.5              1,500.0              3,153.5              
Corporate and financial institutions securities 1,317.7              3,103.6              -                        3,103.6              15.1                   3,088.5              
Asset backed securities 92.6                   421.3                 -                        421.3                 -                        421.3                 
Insured mortgages -                        281.1                 -                        281.1                 -                        281.1                 
Other assets** -                        377.9                 -                        377.9                 -                        377.9                 
Total 8,901.4$             7,779.4$             1,229.4$             9,008.8$             1,515.1$             7,493.7$            

**Includes settlements in transit and equity investment in system affiliates which are FVTPL
Comparative figures have been restated.

WFS

*Unencumbered assets include high quality liquid assets that are marketable, can be pledged as security for borrowings, and can be converted to cash in a time frame that meets our liquidity and funding requirements.
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Loans 

 
 

We provide clearing lines of credit and short- and medium-term loans to our members. All lending activities are closely integrated and coordinated within our 
liquidity management framework. Clearing lines of credit, available in two currencies, are used to cover cash requirements arising from the settlement of payment 
transactions. Short-term loans are used by credit unions primarily for cash management purposes for short-term liquidity needs. We also participate in loan 
syndications with our members. 
 
We provide short-term loans to credit unions, to meet their short-term liquidity needs. Loans to credit unions decreased $640.3 million from a year ago and $466.5 
million from year-end, reflective of greater liquidity in the credit union system and therefore our higher deposits. 
 
A focus on expanding our commercial loans business led to an increase year-over-year in that portfolio. 
 
In line with our cash management strategy, we invest short-term liquidity into collateralized overnight loans under reverse repurchase agreements. This strategy 
leads to the fluctuation in the balances of securities acquired under reverse repurchase agreements quarter-over-quarter and year-over-year. Compared to a year 
ago, this balance was down by $448.9 million and compared to year-end, this balance was up by $76.5 million.  
 
Overall, the total loans decreased $1.0 billion from a year ago and $352.0 million from year-end, primarily driven by greater liquidity in the credit union system, 
evident by the growth in our non-mandatory deposits.  
 
 
  

(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Loans to credit unions 72.3$                 538.8$               712.6$               

Commercial loans 732.4                 696.7                 657.4                 
Other loans 10.3                  8.0                    8.2                    

742.7                 704.7                 665.6                 

Securities acquired under reverse repurchase agreements 771.3                 694.8                 1,220.2              

1,586.3$            1,938.3$            2,598.4$            
*Total loan balances are before the allowance for credit losses and exclude accrued interest, premium and fair value hedge adjustment.

CU loans, 
72.3 

Comm 
loans, 
732.4 

Other 
loans, 
10.3 

Reverse 
repos, 771.3 

As at June 30, 2019
(Millions of dollars)

1,586.3



/10 
 

 
 

 

Central 1 Credit Union 
Management’s Discussion & Analysis

Funding 

 
 
Our primary funding source is deposits from credit unions, the majority of which are required by regulation or agreement and constitutes the funding source for 
MLP. Additionally, credit unions deposit excess liquidity with us, which constitutes the primary funding source for WFS. Supplementary to this core deposit base 
are our commercial paper and MTN programs. We also use asset securitization programs as an alternative source of funding and asset/liability management 
(ALM) purposes. 
 
Compared to year-end, deposits from our member credit unions increased $1.3 billion driven by growth in non-mandatory deposits, reflective of the better liquidity 
within the credit union system. The withdrawal of Coast Capital’s deposits in 2018, partially offset by the growth in our non-mandatory deposits, attributed to an 
overall decrease of $695.7 million in our deposits from member credit unions compared to a year ago. Excluding the Coast Capital’s withdrawal, deposits from our 
member credit unions would have increased $1.2 billion from the prior year.  
 
In November 2018, the $450.0 million MTN matured. During the second quarter of 2019, we redeemed $200.0 million of subordinated debt, and reduced our 
commercial paper facility by $206.5 million. These transactions collectively led to a year-over-year decrease of $830.9 million in the debt securities issued at the 
end of June 2019. The 2019 transactions resulted in a $398.7 million decrease from year-end. Total debt securities outstanding represented 12.3 per cent of our 
total borrowing portfolio at June 30, 2019, compared to over 16.0 per cent in both comparative periods.  
 
We participate in direct securitization by acquiring ownership in mortgages pools and subsequently selling them into the Canada Housing Trust (CHT) under the 
CMB Program. We also participate in indirect securitization, acting as an administrator on behalf of credit unions in the securitization process and receiving an 
administrative fee. Prepayment swaps are also offered to member credit unions and have seen steady growth in volumes since inception. Direct securitization 
transactions are accounted for on-balance sheet while indirect securitizations and prepayment swaps are off-balance sheet. The transition from direct 
securitization to prepayment swap program led to a decrease in obligations under the CMB Program from both comparative periods.  

(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Deposits 
Mandatory deposits 7,507.0$               7,553.1$               8,369.1$               
Non-mandatory deposits 4,027.0                 2,723.9                 3,860.6                 
Deposits from member credit unions 11,534.0               10,277.0               12,229.7               
Deposits from non-credit unions 1,057.9                 696.4                    869.7                    

12,591.9               10,973.4               13,099.4               

Debt securities issued
Commercial paper issued 507.1                    713.3                    699.6                    
Medium-term notes issued 1,253.1                 1,244.7                 1,690.9                 
Subordinated liabilities 221.3                    422.2                    421.9                    

1,981.5                 2,380.2                 2,812.4                 

Obligations under the Canada Mortgage Bond (CMB) Program 1,031.3                 1,040.5                 1,077.6                 
Securities under repurchase agreements (SRA) 486.3                    381.0                    383.0                    

16,091.0$             14,775.1$             17,372.4$             

Member CU 
deposits, 
11,534.0 

Non-CU 
deposits, 
1,057.9 

Debt securities 
issued, 1,981.5 

Obligations CMB 
Program, 1,031.3 

SRA, 486.3 

As at June 30, 2019
(Millions of dollars)

16,091.0
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Statement of Profit 

Q2 2019 vs Q2 2018 
Profit is primarily generated from two sources, net financial income and non-financial income. 
Decreasing market yields and narrowing credit spreads led to a $15.4 million increase in net realized 
and unrealized gains. Overall, our second quarter net financial income was $15.7 million higher 
compared to the second quarter of 2018.  
 
Investments in strategic initiatives continued throughout the second quarter of 2019, consistent with 
last year and our long-term strategic plan. The results for the same period last year benefited from 
one-time gains relating to transactions surrounding our equity investments. Excluding these one-time 
gains, profit after tax for the second quarter of 2019 was $9.2 million higher than the same period a 
year ago. 
 
 
 
 
 
 
 
 

 

YTD 2019 vs YTD 2018 
Consistent with the second quarter results, decreasing market yields and narrowing credit spreads 
led to a $32.1 million increase in net realized and unrealized gains. Previous change in our asset 
mix contributed to a stronger interest margin in 2019. Our year-to-date net financial income was 
$38.7 million higher compared to the same period in 2018.  
 
Prior year’s year-to-date results benefited from one-time gains relating to transactions surrounding 
our equity investments. Excluding these one-time gains, profit after tax for 2019 was $36.5 million 
higher than a year ago. 
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Results by Segment 
Our operations and activities are organized around three key business segments: MLP, WFS, and Digital & Payment Services. Our investments in equity shares of 
system-related entities, other than the wholly owned subsidiaries, are separately reported under the System Affiliates segment. All other activities or transactions 
are reported in the “Other” operating segment. The costs of Corporate Support functions are attributed to business lines as appropriate, with the remaining 
included in the Other operating segment. 
 
Periodically, certain business lines and units are transferred among business segments to closely align our organizational structure with our strategic priorities. 
Results for prior periods are restated accordingly to conform to the current period presentation. 

Q2 2019 vs Q2 2018 

 
 
 
 
 

Mandatory 
Liquidity Pool

Wholesale 
Financial 
Services

Digital & 
Payment 
Services

System 
Affiliates Other Total

11.3$                    17.8$                    (0.1)$                     (0.3)$                     -$                      28.7$                    
Non-financial income (0.2)                       8.1                         24.0                       3.0                         1.9                         36.8                      
Net financial and non-financial income 11.1                       25.9                       23.9                       2.7                         1.9                         65.5                      
Non-financial expenses 1.7                         9.1                         20.1                       -                             4.5                         35.4                      

9.4                         16.8                       3.8                         2.7                         (2.6)                       30.1                      
Strategic initiatives -                             -                             (13.1)                     -                             (2.2)                       (15.3)                     

Profit (loss) before tax 9.4$                       16.8$                    (9.3)$                     2.7$                       (4.8)$                     14.8$                    

For the three months ended June 30, 2019

(Millions of dollars)

Net financial income (expense), including impairment on financial assets

9.4 
16.8 

(9.3)

2.7 

(4.8)

14.8 
3.8 6.6 

(2.5)

38.6 

(3.1)

43.4 

Mandatory
Liquidity Pool

Wholesale
Financial
Services

Digital &
Payment
Services

System
 Affiliates

 Other Total

Profit (Loss) Before Tax
(Millions of dollars) Q2 2019

Q2 2018
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Mandatory Liquidity Pool 

MLP’s second quarter results reflected higher net financial income. Net realized and unrealized gains, which were up $6.8 million from the same period last year, 
benefited from decreasing market yields and narrowing credit spreads. The higher net financial income led to an overall increase of $5.6 million in MLP’s profit 
before tax compared to the second quarter of 2018. 

Wholesale Financial Services 

Higher interest margin in the second quarter of 2019 was the result of a change in asset mix. Decreasing market yields together with narrowing credit spreads led 
to higher gains on financial assets which outweighed losses on financial liabilities, creating a favourable impact of $9.5 million in net realized and unrealized gains 
compared to the second quarter of 2018. Increases in securitization and guarantee volumes attributed to a $0.6 million increase in WFS’ non-financial income, and 
these increases were partially offset by higher salaries and employee benefits expenses, and other administrative expenses. Combined, strong net financial 
income and non-financial income led to a $10.2 million increase in WFS’ profit before tax compared to the second quarter of 2018. 

Digital & Payment Services 

During the second quarter of 2019, Digital & Payment Services continued to invest in strategic initiatives, including the development of the Forge platform and 
Origination Solutions. The planned investments incurred to support these strategic initiatives, partially offset by increased revenues from direct banking, led to an 
overall $6.8 million increase in the loss before tax for this line of business compared to the same period last year. 

System Affiliates 

System Affiliates’ results in the second quarter of 2018 benefited from the one-time gains relating to our equity investments. Excluding these gains, 2019 results 
were $1.2 million higher, mainly due to increased income from these investments. 

Other 
During the second quarter, investments in our strategic initiatives continued, including the development of the new banking system. These investments primarily 
attributed to a $1.2 million increase in the costs incurred to support strategic initiatives compared to the same period last year. Dues levied on our members were 
also reduced in 2019 as we move funding of our operations to other sources. Combined, the higher spending in strategic initiatives along with lower dues revenue 
led to higher loss in the second quarter of 2019 in this line of business.  

(Millions of dollars)
Mandatory 

Liquidity Pool

Wholesale 
Financial 
Services

Digital & 
Payment 
Services

System 
Affiliates Other Total

5.8$                   7.5$                   (0.1)$                  (0.2)$                  -$                   13.0$                 
Non-financial income 0.1                     7.5                     21.0                   1.7                     4.2                     34.5                   
Net financial and non-financial income 5.9                     15.0                   20.9                   1.5                     4.2                     47.5                   
Non-financial expenses 2.1                     8.4                     16.5                   -                        6.3                     33.3                   

3.8                     6.6                     4.4                     1.5                     (2.1)                    14.2                   
Strategic initiatives -                        -                        (6.9)                    37.1                   (1.0)                    29.2                   

Profit (loss) before tax 3.8$                   6.6$                   (2.5)$                  38.6$                 (3.1)$                  43.4$                 
Certain comparative figures have been reclassified to conform with the current period's presentation.

For the three months ended June 30, 2018

Net financial income (expense), including impairment on financial assets
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YTD 2019 vs YTD 2018 

 

Mandatory 
Liquidity Pool

Wholesale 
Financial 
Services

Digital & 
Payment 
Services

System 
Affiliates Other Total

23.9$                    42.3$                    (0.2)$                     (1.4)$                     -$                           64.6$                    
Non-financial income (0.5)                       17.0                       46.2                       4.2                         3.5                         70.4                      
Net financial and non-financial income 23.4                       59.3                       46.0                       2.8                         3.5                         135.0                    
Non-financial expenses 3.4                         18.7                       39.2                       -                             7.1                         68.4                      

20.0                       40.6                       6.8                         2.8                         (3.6)                       66.6                      
Strategic initiatives -                             -                             (19.7)                     -                             (4.1)                       (23.8)                     

Profit (loss) before tax 20.0$                    40.6$                    (12.9)$                   2.8$                       (7.7)$                     42.8$                    

(Millions of dollars)
Mandatory 

Liquidity Pool

Wholesale 
Financial 
Services

Digital & 
Payment 
Services

System 
Affiliates Other Total

11.4$                    15.6$                    (0.2)$                     (0.9)$                     -$                           25.9$                    
Non-financial income 0.2                         15.0                       40.8                       3.3                         7.6                         66.9                      
Net financial and non-financial income 11.6                       30.6                       40.6                       2.4                         7.6                         92.8                      
Non-financial expenses 4.1                         16.2                       32.8                       1.3                         13.9                       68.3                      

7.5                         14.4                       7.8                         1.1                         (6.3)                       24.5                      
Strategic initiatives -                             -                             (12.6)                     80.2                       (2.9)                       64.7                      

Profit (loss) before tax 7.5$                       14.4$                    (4.8)$                     81.3$                    (9.2)$                     89.2$                    
Certain comparative figures have been reclassified to conform with the current period's presentation.

For the six months ended June 30, 2018

Net financial income (expense), including impairment on financial assets

Net financial income (expense), including impairment on financial assets

For the six months ended June 30, 2019

(Millions of dollars)

20.0 

40.6 

(12.9)

2.8 

(7.7)

42.8 

7.5 14.4 

(4.8)

81.3 

(9.2)

89.2 

Mandatory
Liquidity Pool

Wholesale
Financial Services

Digital & Payment
Services

System
Affiliates

Other Total

Profit (Loss) Before Tax 
(Millions of dollars) YTD 2019

YTD 2018



/15 
 

 
 

 

Central 1 Credit Union 
Management’s Discussion & Analysis

Mandatory Liquidity Pool 

MLP’s year-to-date results reflected higher net financial income. Net realized and unrealized gains, which were up $11.8 million from the same period last year, 
benefited from decreasing market yields and narrowing credit spreads. Higher net financial income led to an overall increase of $12.5 million in MLP’s profit before 
tax compared to the first six months of 2018. 

Wholesale Financial Services 

Higher interest margin for the six months of 2019 was the result of a change in asset mix. Decreasing market yields and narrowing credit spreads resulted in 
higher gains on financial assets as well as higher losses on financial liabilities with the former outweighing the latter. This created higher net realized and 
unrealized gains of $21.2 million compared to the first six months of 2018. Higher foreign exchange income and commercial lending revenue, reflective of our 
increased focus on expanding our commercial loan portfolios, contributed to an increase of $2.0 million in WFS’ non-financial income and these increases were 
partially offset by higher salaries and employee benefits expenses, and other administrative expenses. Combined, strong net financial income and non-financial 
income were reflected in a $26.2 million increase in WFS’ profit before tax compared to the first six months of 2018. 

Digital & Payment Services 

For the first six months of 2019, Digital & Payment Services continued to invest in strategic initiatives which included the development of the Forge platform and 
Origination Solutions. The planned investments incurred to support these strategic initiatives, partially offset by increased revenues from direct banking, led to a 
$8.1 million increase in the loss before tax for this line of business compared to the same period last year. 

System Affiliates 

System Affiliates’ 2018 year-to-date results benefited from the one-time gains relating to our equity investments. Excluding these gains, System Affiliates’ results 
were $1.7 million higher in 2019, due to increased income from these investments. 

Other 

In 2019, we continue to invest in our strategic initiatives, including the development of new banking system, reflected the $1.2 million increase in the costs incurred 
to support these initiatives from the first six months of 2018. This increase coupled with decreased dues revenue were outweighed by lower non-financial 
expenses, resulting in a smaller loss compared to the same period last year in this line of business. 
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Summary of Quarterly Results 

 
 
The decreasing market yields and narrowing credit spreads continued to increase the fair value of securities, leading to strong net realized and unrealized gains 
recognized throughout 2019. Interest margin growth was seen prior to 2019 and the growth began to taper off starting the first quarter of 2019. The decrease in 
interest margin continued to the second quarter due to increased interest expense on financial liabilities which outweighed increased interest income on financial 
assets. Results in the first and second quarter of 2018 were significantly higher than other quarters, which was primarily due to one-time gains from transactions 
related to our equity investees.   

(Thousands of dollars, except as indicated) Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3

Interest income 90,952$                89,998$                96,375$                93,713$                87,579$                78,382$                73,208$                62,781$                
Interest expense 71,475                  67,562                  71,641                  72,683                  68,650                  62,220                  57,171                   50,407                   

Interest margin 19,477                  22,436                  24,734                  21,030                  18,929                  16,162                  16,037                   12,374                   

Realized and unrealized gains (losses) 9,293                    13,681                  (19,698)                 6,326                    (6,128)                   (3,046)                   2,579                     9,296                     
Impairment loss (recovery) on financial assets 38                          234                        217                        58                          (175)                      183                       1                            (8)                           

28,732                  35,883                  4,819                    27,298                  12,976                  12,933                  18,615                   21,678                   

Non-financial income 36,760                  33,644                  34,270                  35,164                  37,233                  34,786                  38,620                   37,656                   
Gains from system affiliates -                        -                        -                        2,671                    37,470                  43,017                  -                         -                         

36,760                  33,644                  34,270                  37,835                  74,703                  77,803                  38,620                   37,656                   
Non-financial expense 50,675                  41,586                  63,911                  41,658                  44,255                  44,986                  46,892                   40,454                   

(13,915)                 (7,942)                   (29,641)                 (3,823)                   30,448                  32,817                  (8,272)                   (2,798)                   

Profit (loss) before tax 14,817                  27,941                  (24,822)                 23,475                  43,424                  45,750                  10,343                   18,880                   
Income taxes (recovery) 2,157                    2,817                    (6,875)                   4,145                    2,866                    4,760                    2,463                     3,182                     
Profit (loss) 12,660$                25,124$                (17,947)$               19,330$                40,558$                40,990$                7,880$                   15,698$                

Weighted average shares outstanding (millions) 431.1 430.0 444.7 486.5 479.4 429.7 417.1 440.3

Earnings per share (cents) *
  Basic/Diluted 2.9                         5.8                         (4.0)                       4.0                         8.5                         9.5                        1.9                         3.6                         

*Earnings per share calculated for Central 1 must be taken in the context that member shares may not be traded or transferred except with the consent of our Board of Directors.
Effective January 1, 2018, we retrospectively adopted IFRS 9, Financial Instruments . Prior periods have not been restated. Results for the periods prior to January 1, 2018 are reported in accordance with IAS 39, Financial Instruments: Recognition and Measurement. 

Certain compartive figures have been reclassified to conform with the current period's presentation.

20172019 2018

12.7 

25.1 

(17.9)

19.3 

40.6 41.0 

7.9 
15.7 

Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3

2019 2018 2017

Profit (Loss) After Tax
(Millions of dollars)

19.5 
22.4 

24.7 

21.0 
18.9 

16.2 16.0 

12.4 

Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3

2019 2018 2017

Interest Margin
(Millions of dollars)
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System Performance 

British Columbia 

   
Net operating income for the second quarter of 2019 was $78.2 million, down $9.4 million or 10.7 per cent from the same period of last year. Net interest income 
decreased $1.2 million or 0.4 per cent over the same period of last year, driven by an 11 bps decline in net interest margin. Non-interest income increased $2.4 
million or 3.6 per cent year-over-year, led by trading gains in financial instruments. Non-interest expense increased $10.3 million or 3.6 per cent, led by salaries 
and benefits.  
 
Total assets increased $2.7 billion or 4.4 per cent year-over-year to reach $64.6 billion at the end of the second quarter. Asset growth was led by a 3.5 per cent 
increase in personal mortgages, a 6.4 per cent increase in commercial mortgages, and a 3.6 per cent rise in cash and liquid investments. Liability growth was led 
by 8.9 per cent increase in non-registered term deposits and 10.0 per cent rise in registered term deposits. 
 
The system’s rate of loan delinquencies over 90 days was 0.14 per cent of total loans at the end of June 2019, down 3 bps year-over-year. Provision for credit 
losses as a percentage of loans was 0.29 per cent, up 1 bps from a year ago. The B.C. system’s loan loss expense ratio was 0.05 per cent annualized in the 
second quarter of 2019, down 1 bps from a year ago. 
 
The B.C. system's regulatory capital as a percentage of risk-weighted assets was 15.4 per cent at the end of June 2019, up 68 bps from a year ago. The 
aggregate liquidity ratio of the B.C. system, including that held by Central 1, was 14.9 per cent of deposit and debt liabilities, down 2 bps from a year ago. 
The B.C. system’s return on assets was 0.49 per cent annualized in the second quarter, down 9 bps year-over-year. 
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Ontario 

  
Net operating income for the second quarter of 2019 was $59.9 million, down $3.5 million or 5.5 per cent from the same period of last year. Net interest income 
increased $6.7 million over the same period of last year, driven by growth in residential mortgages and commercial loans. Non-interest income increased $8.4 
million or 14.6 per cent year-over-year. Non-interest expense increased $18.6 million or 7.4 per cent, driven by salaries and benefits. 
 
Total assets increased $5.8 billion or 11.1 per cent year-over-year to reach $58.3 billion at the end of the second quarter. Asset growth was led by a 11.0 per cent 
increase in residential mortgages, a 6.4 per cent increase in commercial loans, a 17.2 per cent increase in cash and deposits, and a 81.8 per cent increase in 
investments. Liability growth was led by a 20.9 per cent increase in non-registered term deposits and a 14.2 per cent rise in registered term deposits. 
 
The system’s rate of loan delinquencies over 90 days was 0.3 per cent of total loans at the end of June 2019, up 3 bps year-over-year. Provision for credit losses 
as a percentage of loans was 0.28 per cent, up 5 bps from a year ago. The Ontario system’s loan loss expense ratio was 0.05 per cent annualized in the second 
quarter of 2019, down 1 bps from a year ago. 
 
The Ontario system's regulatory capital as a percentage of risk-weighted assets was 12.6 per cent at the end of June 2019, down 50 bps from a year ago. The 
aggregate liquidity ratio of the Ontario system, including that held by Central 1, was 13.9 per cent of deposit and debt liabilities, up 174 bps from a year ago. The 
Ontario system’s return on assets was 0.42 per cent annualized in the second quarter, down 8 bps year-over-year.  
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Off-Balance Sheet Arrangements 
In the normal course of business, we enter into off-balance sheet arrangements, which fall into the following main categories: derivative financial instruments, 
guarantees and commitments, and assets under administration.  

Derivative Financial Instruments 

 
 
We act as a swap intermediary between the Canada Housing Trust and member credit unions and additionally provide derivative capabilities to member credit 
unions to be used in the ALM of their respective balance sheets. These activities represented $8.0 billion and $22.4 billion, respectively, of the total derivative 
notional balances as at June 30, 2019, compared to $8.8 billion and $22.1 billion at December 31, 2018, and $9.4 billion and $20.4 billion at June 30, 2018. 
Derivatives are primarily used in our ALM activities. In addition, we facilitate the sale of derivative products to member credit unions to be used in the ALM of their 
respective balance sheets.  
 
Derivatives are recorded in the Interim Consolidated Statement of Financial Position at fair value while the notional amounts are not as they do not represent 
actual amounts exchanged. Counterparty credit risk arising from derivative contracts is managed within the context of our overall credit risk policies and through 
the existence of Credit Support Annex (CSA) agreements and General Security Agreements. Our counterparty credit exposure to our Class A member credit 
unions is secured by the General Security Agreements. CSA agreements are in place with all other derivatives counterparties. Under a CSA, net fair value 
positions are collateralized with high quality liquid securities.  
  

Notional Amount
(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Interest rate contracts
Bond forwards 120.5$               136.7$               97.1$                 
Futures contracts 710.0                 890.0                 800.0                 
Swap contracts 33,344.1            33,881.9            31,761.8            

34,174.6            34,908.6            32,658.9            
Foreign exchange contracts

Foreign exchange forward contracts 249.7                 678.4                 647.7                 
Other derivative contracts

Equity index-linked options 194.2                 216.2                 219.9                 
34,618.5$          35,803.2$          33,526.5$          
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Guarantees and Commitments 
The following table presents the maximum amounts of credit that we could be required to extend if commitments were to be fully utilized, and the maximum 
amounts of guarantees that could be in effect if the maximum authorized amounts were transacted. 
 

 
 
In the normal course of business, we enter into various off-balance sheet credit instruments to meet the financing, credit, and liquidity requirements of our member 
credit unions. These are in the form of commitments to extend credit, guarantees, and standby letter of credit. 
 
Commitments to extend credit, representing undrawn commitments, increased $581.2 million from a year ago. This is reflected in the lower balance of credit union 
loans, as greater liquidity in the credit union system allows credit unions to pay down their debt with us. Also, while credit unions still have authorized credit 
available to them, higher liquidity in the credit union system lessens the need for credit unions to draw on their credit. Therefore, the commitment remains while 
credit union lending is lower. Guarantees increased $325.5 million due to higher transaction volumes, while standby letters of credit increased $13.2 million. Future 
prepayment swap reinvestment commitments increased $369.7 million as a result of our transition from direct securitization to prepayment swap program. 

Assets under Administration 

 
Assets under Administration (AUA) mainly include government approved registered plans for tax deferral purposes, which are trusteed and administered by 
Central 1 or one of its wholly owned subsidiaries. Central 1 provides trust and administrative services on AUA for the beneficial owners and members of the B.C. 
credit union system and Class C members. The subsidiary provides the same services for members of the Ontario and Manitoba credit union system and Class C 
members. 

(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Commitments to extend credit 5,057.9$               4,526.0$               4,476.7$               
Guarantees

Financial Guarantees 612.5$                  480.0$                  387.0$                  
Performance Guarantees 910.0$                  810.0$                  810.0$                  

Standby letters of credit 205.2$                  201.1$                  192.0$                  
Future prepayment swap reinvestment commitment 1,265.1$               1,101.0$               895.4$                  

(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Registered Retirement Savings Plans (RRSP) 1,116.8$             1,071.8$             1,123.2$             
Tax-Free Savings Accounts (TFSA) 1,044.9              934.1                 895.1                 
Registered Retirement Income Funds/Life Income Funds (RRIF/LIF) 464.7                 453.6                 424.7                 
Registered Education Savings Plans (RESP) 246.7                 234.3                 231.5                 
Registered Disability Savings Plans (RDSP) 30.4                   26.4                   24.2                   

2,903.5$             2,720.2$             2,698.7$             

RRSP , 
1,116.8 

TFSA , 
1,044.9 

RRIF/LIF, 
464.7 

RESP, 246.7 RDSP, 30.4 

As at June 30, 2019
(Millions of dollars)

2,903.5
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An overall increase in business from both Ontario and B.C., along with market value appreciation, contributed to an 7.6 per cent increase in total AUA from a year 
ago. Notable trends show that the AUA of Tax-Free Savings Accounts increased by 16.7 per cent from a year ago, reflective of its increasing popularity among 
investors as an alternative to the Registered Retirement Savings Plan (RRSP) which was down by 0.6 per cent. All the other registered plans also had moderate 
increases from a year ago largely due to increased contributions and RRIF transfers together with market value appreciation over the past year. 

Capital Management and Capital Resources 
We manage capital to maintain strong capital ratios in support of the risks and activities of the organization while generating an appropriate rate of return for our 
members. In addition to the regulatory requirements, we maintain capital to meet the expectations of credit rating agencies, to accommodate credit union system 
growth and to maintain internal capital ratios. The longer-term strategic goal is to optimize the capital usage and structure using an economic capital model to 
provide a better return for the capital invested by the members. 

Capital Management Framework 
Our capital management framework provides the policies and processes for defining, measuring, and allocating all types of capital across the organization. It 
defines the roles and responsibilities in assessing capital adequacy, dividends and management of regulatory capital requirements. 
 
A key component of our capital management is the annual capital planning process that involves teams from all areas of the organization. Capital planning has two 
key integrated components, the annual budget process which established operating targets for the organization and the Internal Capital Adequacy Assessment 
Process (ICAAP) in determining the required amount of capital to cover material risks to which the organization is exposed. The capital planning process includes 
forecasting growth in assets, earnings and capital considering projected market conditions. These components are monitored and updated throughout the year. 
 
Our share capital, with the exception of nominal amounts, is entirely contributed by our Class A members, which are comprised of B.C. credit unions and our 
member credit unions in Ontario. These Class A members, collectively, hold our Class A, E and F shares. Our policy requires an annual rebalancing of Class A 
share capital based on each Class A members’ consolidated assets in proportion to the total consolidated assets of all Class A members at the immediately 
preceding fiscal year-end. 
 
A component of our capital management is maintaining an appropriate number of issued and outstanding shares held by Class A members. Class F in-cycle share 
calls are scheduled in each May and November to capitalize the growth in the MLP. Class A members are required to subscribe for Class F shares based on their 
deposits in proportion to the total deposits in the MLP. As Class A members contribute the funding and capital, net earnings in the MLP are distributed to the Class 
A members as dividends on their Class F shares subject to approval of our Board of Directors.  
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Regulatory Capital 

 
 

 
 
In determining regulatory capital, adjustments are required to amounts reflected in our Interim Consolidated Statement of Financial Position. Deductions from 
capital are required for certain investments, including our substantial investments in affiliated cooperative organizations. The decrease in the net capital base as on 
June 30, 2019 compared to December and June 2018 was due to the redemption of $200.0 million subordinated debt during the second quarter of 2019. The 
computation of the provincial capital base is broadly similar to the federal regulatory capital used for borrowing multiple purposes.  
 
FICOM requires a consolidated borrowing multiple of no more than 20.0:1, and a borrowing multiple no more than 17.0:1 for the MLP segment and no more than 
15.0:1 for the WFS segment. We manage the MLP’s borrowing multiple through semi-annual capital calls from our membership and manage the WFS’ borrowing 
multiple through growth in retained earnings and subordinated debt. In 2019, the May Class F in-cycle share call was not required as Central 1 had sufficient 
capital to meet its regulatory requirements. At June 30, 2019, our consolidated borrowing multiple was 13.4:1 compared to 11.0:1 at December 31, 2018, as a 
result of the decrease in capital combined with an increase in non-mandatory deposits. 
 
We were in compliance with all regulatory capital requirements during these periods. 

$1,115.7 million
Tier 1 Capital

$1,231.6 million
Net Capital Base

13.4:1
Borrowing Multiple

44.1%
Provincial Capital Ratio

(Millions of dollars) Jun 30 2019 Dec 31 2018 Jun 30 2018

Share capital 431.2$                  429.9$                  486.0$                  
Retained earnings 689.2                    652.3                    694.4                    
Less: accumulated net after tax gain in investment property (4.7)                       (4.7)                       (4.7)                       
Tier 1 capital 1,115.7                 1,077.5                 1,175.7                 

Subordinated debt 221.0                    421.0                    421.0                    
Add: accumulated net after tax gain in investment property 4.7                         4.7                         4.7                         
Tier 2 capital 225.7                    425.7                    425.7                    

Total capital 1,341.4                 1,503.2                 1,601.4                 
Statutory capital adjustments (109.8)                   (105.7)                   (104.3)                   
Net capital base 1,231.6$               1,397.5$               1,497.1$               

Borrowing multiple - Consolidated 13.4:1 11.0:1 11.8:1
Borrowing multiple - Mandatory Liquidity Pool 15.1:1 15.8:1 15.7:1
Borrowing multiple - Wholesale Financial Services 13.5:1 10.9:1 13.4:1
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Risk Review 
This section of the MD&A should be read in conjunction with the Risk Review section of our 2018 Annual Report.  
 
We manage risk and perform risk oversight based on a comprehensive risk governance framework, including risk management policies that establish frameworks, 
processes and a comprehensive risk appetite framework and statement for all of our risk activities and oversight operations. 
 
We recognize that reputation is among our most important assets, and actively seek to maintain a positive reputation both for ourselves and for the credit union 
system. The potential for a deterioration of stakeholders’ trust in the organization arises from a number of outcomes dealt with under the identified risk categories 
below. These potential impacts include revenue loss, litigation and regulatory action. 
 
Our risk management framework assesses and monitors reputational threats and impacts that arise from business activities. We continue to improve our 
approaches for the assessment, measurement, and monitoring of reputation impact. 

Strategic Risk 
We believe that pressures exist for all financial institutions, including credit unions, from tighter margins and financial technology disruption. We also face 
uncertainty around Class A member credit unions choosing to become federal credit unions. To deliver value for our member credit unions, we incorporate an 
informed understanding of the potential future landscape of the credit union system into our annual strategic planning processes. 

Compliance Risk 
We are exposed to compliance risk in all areas of our organization, ranging from legislative and regulatory requirements enforced as a result of the products and 
services offered by the various business lines, or through the oversight and regulatory reporting obligations placed upon corporate control and support functions. 
 
Compliance risk is managed by a framework that is in place to ensure that we continue to meet the requirements of: 
 

 the law, to uphold our reputation and that of the credit union system 
 government regulators, to be allowed to continue to do business  
 financial system counterparties, to be able to provide products and services to the credit union system 
 internal policies and procedures, to help ensure a strong and efficient governance structure 

 
During the second quarter, there were no material compliance issues. 

Counterparty Risk 
Within the Treasury and Digital & Payment Services operations, we incur counterparty risk through entering into contracts with counterparties in return for a 
bilateral value-exchange of services. The counterparty risk is managed within the same adjudication process as credit risk. 
 
Counterparty risk continues to be assessed by management as low given the quality of counterparties being government entities, banks with external credit ratings 
AA-Low to AAA (Dominion Bond Rating Service [DBRS]), and our own credit union system where a robust internal risk rating regime is utilized. 
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Credit Risk 
We are exposed to Credit Risk from our investment and lending activities, as well as through our role as Group Clearer and other settlement business.  
 
Risks are managed by: 
 

 holding low-risk investment securities  
 a robust and conservative loan underwriting framework that utilizes the acquisition of collateral and other credit enhancements  
 skilled lending personnel with a depth of experience in both the business line and credit risk  

 
Credit risk continues to be assessed by management as low.  
 
The following figure illustrates our credit exposure and risk profile based on outstanding balances in the investment portfolios held in MLP and WFS. WFS holds 
$0.68 billion in securities that are rated A or lower (Positions are based on notional, not market values and do not include securitization assets sold to Canada 
Housing Trust.). 
 

 
* CREL – Commercial Real Estate Lending 
** CU Lending – this includes the utilized portion of the guarantees and standby letters of credit 
  

**
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Credit Quality Performance 

Investments Portfolio 

There are no impaired investments in the portfolio. As part of our ongoing risk management activities, we perform ongoing stress tests to measure the resiliency of 
our credit and investment portfolios against a range of severe scenarios. The stress tests provide comfort that we continue to maintain adequate capital to 
withstand a range of severe economic scenarios. 

Credit Union Lending (CU Lending) 

Currently, there are no impaired loan facilities in the CU Lending Portfolio. A number of credit unions have been placed on the Watch List. As at June 30, 2019 
there were three Ontario and one B.C. credit union classified as Watch List (risk rating 7). Two Ontario credit union were assigned Unsatisfactory risk (risk rating 
8). The Watch List and Unsatisfactory accounts represented 0.22 per cent of the outstanding portfolio as at June 30, 2019. Credit union lending facilities are fully 
collateralized by general security agreements and outstanding loans constitute a fraction of the security value. 

Commercial Real Estate Lending (CREL) 
Currently, there are no impaired loans in the portfolio. The Watch List accounts represented 2.08 per cent of the outstanding portfolio balance as at June 30, 2019. 
The risk in the portfolio remains unchanged. 
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Liquidity Risk 
Liquidity risk can be caused by an internal mismatch between the cash flows of our assets and liabilities, systemic market and credit events or unexpected 
changes in the liquidity needs of our members. Our sound liquidity management provides for strong liquidity support of the credit union system. 
 
Our liquidity positions continue to be strong. The Liquidity Coverage Ratio (LCR) demonstrates our ability to meet 30-day cashflow requirements under stressed 
conditions. The LCR assumes a partial run-off of deposits, no new extension or issuance of capital markets debt and that only highly liquid assets can be sold to 
raise cash subject to a haircut of their market value. We calculate the LCR for MLP and WFS portfolios against the 100 per cent target set by the Risk Appetite 
Statement. 
 
Our highly liquid assets include securities that meet the pre-July 2018 BOC definitions for securities eligible to be pledged under Standing Liquidity Facility (SLF), 
and USD-denominated variants that meet the SLF eligibility criteria as requested by our D-SIFI requirements. 
 
The LCR strengthened since Q4 2018 due to an increase in the stock of high-quality liquid assets, that was primarily driven by investment in the securities 
resulting from a general increase in non-mandatory deposits and reduction in the funded loans. 
 

 

Market Risk 
The level of market risk to which we are exposed varies according to market conditions and the composition of our investment, lending, and derivative portfolios. 
We manage our exposure to market risk through a range of governance and management processes. Our policies detail the measurement of market risk and 
establish exposure limits in keeping with our overall risk appetite. 
 
Market risk is measured using 1-Day Value-at-Risk (VaR) computed at a 99 per cent confidence level, meaning that the one-day change in portfolio value is 
expected to be less than VaR 99 per cent of the time. Our risk appetite statement requires us to not assume additional market risk for speculative purposes or in 
pursuit of returns beyond those required to reasonably fulfill our primary mandate of safeguarding system liquidity. 

Value at Risk 
We regularly monitor our exposure to market risk. Our Risk Appetite Statement (RAS) currently defines VaR-based market risk limits in relation to changes in 
portfolio value. In particular, the RAS sets out separate VaR limits for the MLP and WFS. The current limits approved by the Board are 7.5 bps, or 0.075 per cent, 
of the current market value of MLP assets and 6 bps, or 0.06 per cent, of WFS assets. As of quarter-end, the limits were $7.99 million for MLP and $8.16 million for 
WFS. We complied with MLP and WFS limits during the second quarter. 
 
 

Liquidity Coverage Ratio Q2 2019 Q1 2019 Q4 2018 Q3 2018 LTM Average LTM High LTM Low
Mandatory Liquidity Pool 173.2% 172.9% 170.7% 172.3% 173.5% 164.5% 164.5%
Wholesale Financial Services 187.9% 153.4% 134.2% 138.4% 145.0% 191.7% 104.6%
Wholesale Financial Services (WFS) values were recalculated from September 2018 onwards to meet current requirements. 
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Stress Testing  

VaR Stress Testing allows us to test the performance of the MLP and WFS portfolios in different stressed market environments. Stress tests are measured using a 
10-day 99 per cent VaR and are conducted over three historical periods: 
 

 Pre-Lehman Crisis (October 2006 through December 2007) – widening in short-term spreads and increased volatility in the USD-CAD spot rate 
 Lehman Crisis (January 2008 through May 2009) – widening of short-term, corporate, MBS and other yields with high volatility in the USD-CAD rate 
 European Crisis (November 2010 through December 2013) – rising short-term spreads and USD-CAD rate volatility 

 
Both the MLP and WFS portfolio are most exposed to market events similar to the Lehman Crisis. This crisis is characterized by the widening of spreads between 
corporate and government bonds, high volatility in the USD-CAD spot rate and negative real Fed funds rate. 
 

(Millions of dollars) Q2 2019 Q1 2019 Q4 2018 Q3 2018 Average High Low

Interest Rate VaR 1.2$                   0.8$                   3.8$                   4.4$                   3.1$                   4.6$                    0.8$           
Credit Spread VaR 1.5                     1.3$                   5.1                     5.5                     3.9                     5.8                      1.1             
Foreign Exchange VaR 0.2                     0.3$                   0.3                     0.2                     0.2                     0.7                      0.0             

Diversif ication (1) (1.1)                   (1.0)$                 (4.6)                   (4.6)                   (3.2)                   nm nm
Total VaR 1.8$                   1.4$                   4.6$                   5.5$                   4.0$                   5.7$                    1.4$           
Expected Shortfall 2.3$                   2.3$                   5.4$                   6.2$                   4.8$                   6.9$                    2.2$           

(Millions of dollars) Q2 2019 Q1 2019 Q4 2018 Q3 2018 Average High Low

Interest Rate VaR 1.6$                   1.4$                   1.3$                   1.8$                   1.6$                   2.3$                    1.3$           
Credit Spread VaR 1.8                     1.6$                   1.5                     1.7                     1.6                     2.2                      1.5             
Foreign Exchange VaR 2.2                     2.1$                   2.4                     2.0                     2.3                     3.5                      1.4             

Diversif ication (1) (2.5)                   (2.2)$                 (2.3)                   (2.6)                   (2.3)                   nm nm
Total VaR 3.1$                   2.9$                   2.9$                   2.9$                   3.2$                   4.4$                    2.4$           
Expected Shortfall 3.3$                   3.4$                   3.4$                   3.7$                   3.7$                   4.8$                    2.8$           

(1) Total VaR is less than the sum of Risk Factors' VaR as a result of diversif ication and offsetting risk factors.

nm - not meaningful to calculation

Last 12 Months

Mandatory Liquidity Pool

Wholesale Financial Services

Last 12 Months
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Direction and Sources of Interest Rate Risk 

We use several secondary market risk measures to help understand the direction and sources of interest rate risk in the MLP and WFS portfolios. The dollar 
duration, or DV01, measures the sensitivity of the portfolio to a one bps increase in interest rates. 

Foreign Exchange Rate Exposure 

We have assets and liabilities denominated in several major currencies and we trade foreign currencies with our member credit unions and other clients. The risk 
associated with fluctuating foreign currency values is managed by applying limits on the amounts (short or long positions) that can be maintained in the various 
currencies, utilizing foreign exchange (FX) derivatives to lessen the impact of on-balance sheet positions and through VaR management limits. Our FX exposure is 
concentrated in USD and only a relatively small amount is held in other major currencies. 
 

 

Operational Risk 
Operational risks include shortcomings related to people, process, systems and the external environment. While the financial impact associated with operational 
risk can be significant, it’s equally important to recognize the less identifiable and quantifiable non-financial impacts. Real or perceived changes in an institution's 
credibility can damage its reputation, image, and stakeholder confidence, thereby negatively affecting the institution’s results in the future. We manage this type of 
risk through implementing policies and associated procedures that are fundamental to our operating infrastructure. 
 
Information security risk (which includes cyber risk) is a critical risk to Central 1 due to an ever-changing threat environment which requires us to continually adapt 
and enhance our controls to mitigate new threats. The second quarter of 2019 saw the volume of cyber-attacks on credit union subside. There were no material 
losses reported during the period due to cyber-fraud. Other attacks such as phishing were still present during this period, with a notable event affecting multiple 
credit unions in April. We continue to invest in controls to mitigate cyber attacks and have just completed an external cyber maturity assessment that is being used 
to develop a multi-year cyber strategy. 
 
 
 
 
 

(Millions of dollars)

10-Day VaR 5.6$                   7.7$                   
Pre-Lehman Crisis (Oct 2006-Dec 2007) 10.0$                 13.1$                 
Lehman Crisis (Jan 2008-May 2009) 17.8$                 13.7$                 
European Crisis (Nov 2010-Dec 2013) 11.3$                 8.3$                   

Wholesale Financial ServicesMandatory Liquidity Pool

(Millions of dollars)

USD  $                        (37.0)  $                         63.7  $                         26.7 1.3085  $                         34.9 

CAD EquivalentBalance Sheet in 
Native Currency

Off-Balance Sheet 
Items - Foreign 

Exchange Forwards

Net Position in Native 
Currency

BOC Closing Rate
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Emerging Risks 
Emerging risks are risks that are newly developing or rapidly changing. They 
are difficult to quantify and may have a major impact on ourselves and the 
credit union system.  
 
We identify and assess emerging risks in various ways, including at the 
strategic planning and business unit levels. These include risk oversight 
committee discussions and regular risk reviews to identify, assess and 
ensure that management is forward-looking in our treatment of emerging 
risks. Emerging risks are quantified using established techniques where 
possible or qualitatively assessed on the basis of impact and likelihood. 
 
Currently, we consider the possible end of the economic cycle and open 
banking as emerging risks.  
 

 Possible end of the economic cycle – There are indicators that 
economic growth could turn negative, such as, softening growth, 
increasing risk and depressed prices. Forecasts of global growth 
have been revised downward, the major Canadian housing markets 
are retreating from highs reached in 2018 and the yield curve 
inverted (popularly held as a downturn indicator) in early 2019. A 
range of possible triggers could make matters worse, including trade 
tensions and regional political instability. We are tracking the current 
strong labor market and credit metrics to understand impacts on the 
business. 

 
 Open banking – The federal government has launched an Advisory 

Committee on Open Banking with the intent to release a consultation 
paper this year. Open banking could increase consumer choice but 
raise privacy and security concerns. 

Accounting Matters 

Critical Accounting Policies and Estimates 
In preparing the Interim Consolidated Financial Statements in accordance 
with IFRS, management must exercise judgements and make estimates and 
assumptions that affect the application of accounting policies and the 
carrying amounts of assets and liabilities, net income and related 
disclosures. The most significant areas for which management must make 
subjective or complex estimates and judgements include financial 
instruments measured at fair value, own credit risk, expected credit loss 
allowance, securitizations, determine if control exists over an investee, 

classification of financial assets, designating financial instruments in 
qualifying hedge relationships, income taxes, post-employment benefits and 
gains from system affiliates. While management makes our best estimates 
and assumptions, actual results may differ materially from those estimates 
and assumptions. Details of use of estimates and judgements can be found 
in Note 4 of our 2018 Annual Consolidated Financial Statements. 

Changes in Accounting Policies 

IFRS 16 – Leases 
Effective January 1, 2019, we adopted IFRS 16, Leases. For further details 
on the impacts of the adoption of IFRS 16, including the description of 
accounting policies selected, refer to Note 3 of our Interim Consolidated 
Financial Statements for the quarter ended June 30, 2019. 

IFRIC 23 – Uncertainty over Income Tax Treatments 
Effective January 1, 2019, we adopted International Financial Reporting 
Interpretations Committee (IFRIC) 23, Uncertainty over Income Tax 
Treatments. The interpretation clarifies application of recognition and 
measurement requirements in IAS 12, Income Taxes, when there is 
uncertainty over income tax treatments. The adoption of this Interpretation 
did not have a material impact on the Interim Consolidated Financial 
Statements. 

Related Party Disclosures 
In the normal course of business, we grant loans to our key management 
personnel under the same terms as those offered to any other employees. 
Key management personnel are defined as those persons having authority 
and responsibility for planning, directing and controlling of our activities, 
which include our Executive Management and Vice-Presidents. Our policies 
and procedures for related party transactions have not changed significantly 
since December 31, 2018.  
 
Details of our related party disclosures were disclosed in Note 22 of our 
Interim Consolidated Financial Statements for the quarter ended June 30, 
2019. 
 
 


