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REPORT OF THE AUDIT COMMITTEE

Northern Credit Union Limited’s Audit Committee is a committee of 

the Board of Directors pursuant to Section 125 of the Credit Unions 

and Caisses Populaires Act, 1994 and Section 27 of Ontario Regulation 

237/09. The committee, which consists of four directors, has adopted 

a mandate that covers all of the duties which are specified to be 

performed by audit committees in the Regulations to the Act.

The Audit Committee is pleased to report to the members 

of the Credit Union that it is functioning pursuant to the 

requirements of the Act and that it has fulfilled its annual 

mandate. The Audit Committee held eight meetings during 

the year and completed the following significant activities:

•	 Served as the principal communication link between the 

external auditors and the Board of Directors and, in particular, 

reviewed the terms of engagement and scope of the audit, 

and reviewed the Credit Union’s annual financial statements 

prior to Board approval for issuance to the members.

•	 Obtained a reasonable understanding of the important elements 

of internal controls that are important to safeguarding the 

assets of the Credit Union, ensuring the accuracy of financial 

reports, and ensuring compliance with policies and procedures.

•	 Served as the Board’s liaison with the internal auditor and 

reviewed the internal audit mandate, work plan, and reports.

•	 Reviewed the policies, procedures and controls which relate to 

legislative compliance, with a particular focus on requirements for 

liquidity, capital adequacy and interest rate risk management.  

Based on its findings, the Audit Committee issues reports 

and makes recommendations to the Board of Directors or 

Senior Management, as appropriate, with respect to the 

matters outlined above and follows up to ensure that the 

recommendations are considered and implemented.

The committee received full co-operation and support from 

Management to enable it to play an effective role in improving 

the quality of financial reporting to the members and 

enhancing the overall control structure of the Credit Union.

There are no significant recommendations made by the Audit 

Committee that have not been either implemented or are in the 

process of being implemented.  In addition, there are no matters 

which the Audit Committee believes should be reported to the 

members, nor are there any further matters which are required 

to be disclosed pursuant to the Act or the Regulations thereto.

Respectfully submitted by the Audit Committee, 

David Porter, Chair of the Audit Committee 

Committee Members:  John Mangone,  

Ed Robb and Folgo Della Vedova
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL INFORMATION

Management is responsible for the preparation, presentation and consistency of the summarized 

financial statements and the complete consolidated financial statements of Northern Credit 

Union Limited and all the information in this Annual Report. The complete consolidated financial 

statements have been prepared by Management in accordance with International Financial 

Reporting Standards. Management has prepared the financial information contained elsewhere in 

the Annual Report and has ensured that it is consistent with the complete consolidated financial 

statements. Management maintains the necessary system of internal controls to provide reasonable 

assurance that transactions are authorized, assets safeguarded, and proper records maintained. 

This system of internal controls provides reasonable assurance that financial records 

are reliable and are a proper basis for preparation of the financial statements. 

The Audit Committee, in carrying out their responsibility, have reviewed and approved the 

complete consolidated financial statements. KPMG LLP, the independent external auditors 

appointed by the members of the Credit Union, have examined the complete consolidated 

financial statements in accordance with International Financial Reporting Standards.

AI Suraci, President & CEO Brent Chevis, CFO
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Consolidated Statement of Financial Position

Year ended December 31, 2011, with comparative figures for December 31, 2010 and January 1, 2010

December 31  
2011

December 31  
2010

January 1 
2010

Assets
Cash and cash equivalents $ 25,253,794 $ 30,063,394 $ 25,759,857
Investments 76,508,134 79,044,595 53,058,186
Other assets  1,100,165 1,005,072 1,135,312
Loans to members 561,749,965 533,116,344 530,036,336
Deferred income taxes  964,469 494,627 1,151,398
Property and equipment  17,171,799 17,024,278 12,245,974
Intangible assets 2,147,435 1,479,141 1,315,061

Total assets $ 684,895,761 $ 662,227,451 $ 624,702,124

Liabilities and Members’ Equity
Members’ deposits $ 634,290,723 $ 612,636,566 $ 566,881,567
Accounts payable and accrued liabilities 5,131,003 5,075,197 6,374,263
Short term borrowings – – 10,000,000
Liabilities qualifying as regulatory capital: 

Share capital 10,008,977 9,929,156 9,877,477

Total liabilities 649,430,703 627,640,919 593,133,307

Members’ equity:
Contributed surplus 8,243,485 8,243,485 8,243,485
Retained earnings 27,102,724 26,124,461 23,241,911
Accumulated other comprehensive income 118,849 218,586 83,421

Total members’ equity 35,465,058 34,586,532 31,568,817

Commitments and contingencies

Total liabilities and members’ equity $ 684,895,761 $ 662,227,451 $ 624,702,124

Consolidated Statement of Income

Year ended December 31, 2011, with comparative figures for 2010

2011 2010
Revenue:

Interest 
– residential mortgage loans $ 17,263,694 $ 18,038,363
– personal loans 5,802,343 5,955,460
– commercial loans 6,010,130 5,591,549

Investment income 1,313,425 1,849,553
30,389,592 31,434,925

Cost of financing:
Interest

– demand deposits 888,338 668,503
– term deposits 4,081,782 4,275,396
– registered savings plans 3,436,446 3,274,030

Distribution to members 234,568 233,638
Interest on external

borrowings 1,795 54,765
8,642,929 8,506,332

Net interest income 21,746,663 22,928,593
Net impairment (gain) loss on 
   loans (160,051) 2,323,049
Net interest income after  
  provision for impaired loans 21,906,714 20,605,544
Non-interest revenue 9,431,963 8,630,414

31,338,677 29,235,958
Operating expenses:

Salaries, wages and benefits 15,075,766 13,356,979
Board, delegate and committee 446,565 468,372
Data processing and clearing 1,141,700 1,474,079
General and administration 8,030,051 6,578,822
Insurance 1,032,553 932,646
Occupancy 2,027,653 1,880,167
Amortization and depreciation 1,519,399 1,255,440

29,273,687 25,946,505
Operating income 2,064,990 3,289,453
Unrealized gains:
Unrealized gain on  
  interest rate swaps 217,091 63,329

Income before income taxes 2,282,081 3,352,782
Income taxes:

Current 456,215 446,531
Deferred (44,687) 466,871

411,528 913,402
Net income $ 1,870,553 $ 2,439,380

Consolidated Statements of Comprehensive  
Income and Changes in Members’ Equity

Year ended December 31, 2011, with comparative figures for 2010

Consolidated Statement of Comprehensive Income

2011 2010

Net income $ 1,870,553 $ 2,439,380
Other comprehensive income, net of income taxes:

Net change in fair value of available-for-sale financial 
assets, net of tax of $42,745 (2010 – $57,928) (99,737) 135,165

Defined benefit plan actuarial gain
(losses) net of income
tax of $382,410 (2010 – $(189,900)) (892,290) 443,170

Comprehensive income $ 878,526 $ 3,017,715

Consolidated Statement of Changes in Members’ Equity
2011 2010

Contributed surplus:
Balance, beginning and end of year $ 8,243,485 $ 8,243,485

Retained earnings:
Balance, beginning of year 26,124,461 23,241,911
Net earnings 1,870,553 2,439,380
Defined benefit plan actuarial gains (losses), net of tax (892,290) 443,170
Balance, end of year 27,102,724 26,124,461

Accumulated other comprehensive income:
Representing the fair value reserve

Balance, beginning of year 218,586 83,421
Net change in fair value of available-for-sale 

financial assets, net of tax (99,737) 135,165

Balance, end of year 118,849 218,586

Members’ equity, end of year $ 35,465,058 $ 34,586,532

Consolidated Statement of Cash Flows

Year ended December 31, 2011, with comparative figures for 2010

2011 2010

Cash flows from operating activities:
Net income $ 1,870,553 $ 2,439,380
Adjustments for:

Change in non-cash items:
Net interest income (21,746,663) (22,928,593)
Provision for 
impaired loans (160,051) 2,323,049
Provision for income tax 411,528 913,402
Depreciation and  
  amortization 1,519,399 1,255,440
Net change in derivative  
  financial instruments (217,091) (63,329)
Gain on disposition of  
  property and equipment – (143,597)

(18,322,325) (16,204,248)
Changes in other assets:

Changes in other assets (95,093) 130,240
Changes in accounts 
payable and accrued 
liabilities (1,863,111) 226,412

(1,958,204) 356,652
Changes in member activities (net):

Changes in member loans (28,359,270) (5,447,628)
Changes in member 
deposits 20,991,808 46,160,517

(7,367,462) 40,712,889

Cash flows related to interest, dividends and income taxes:
Interest received on 
member loans 28,961,867 29,629,943
Interest received 
on investments 1,064,095 2,079,443
Interest paid on member  
  deposits (8,063,118) (8,857,085)
Interest paid on external  
  borrowings (1,795) (54,765)
Income taxes paid
(recovered) 60,602 (1,350,948)

22,021,651 21,446,588
(5,626,340) 46,311,881

Cash flows from financing activities:
Issuance (redemption) of 
  membership shares (7,263) 7,051
Redemption of Class A  
  patronage shares (84,439) (79,157)
Issuance of Class B investment  
  shares 171,523 123,785
Repayment of Central 1  
  Credit Union loan – (10,000,000)

79,821 (9,948,321)

Cash flows from investing activities:
Proceeds from disposal of  
  property and equipment – 575,285
Proceeds from sale of  
  investments 3,072,133 –
Purchase of investments – (26,017,805)
Additions to intangible assets (723,357) (164,080)
Additions to property and  
  equipment (1,611,857) (6,453,423)

736,919 (32,060,023)
Net increase (decrease) in  
  cash and cash equivalents (4,809,600) 4,303,537
Cash and cash equivalents,  
  beginning of year 30,063,394 25,759,857

Cash and cash equivalents,  
  end of year $ 25,253,794 $ 30,063,394
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