W

Queensland
COUNTRY
CREDIT UNION

Financial
Report

2015 - 2016



DIRECTORS’ REPORT .t ss s b b e 3
STATEMENTS OF PROFIT OR LOSS AND

OTHER COMPREHENSIVE INCOME ...ttt sssssssss s ssssssssnss 12
STATEMENTS OF FINANCIAL POSITION ..ot sssassssnss 13
STATEMENTS OF CHANGES IN EQUITY .. 14
STATEMENTS OF CASH FLOWS ...t sas s 16
NOTES TO THE FINANCIAL STATEMENTS ..o 17
DIRECTORS’ DECLARATION ... sssss s s sssss s sasasns 67
INDEPENDENT AUDITOR’S REPORT ...t ssssssnssssssssseas 68

PAGE 2

2015-2016 FINANCIAL REPORT

QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES



DIRECTORS’ REPORT

Your Directors present their report on the affairs of the Group for the financial year ended 30 June 2016.
The Parent Entity is a company registered under the Corporations Act 2001 (Cth).
Information on Directors

The names of the Directors in office at any time during or since the end of the year are:

Name & qualifications

Term of office: Director for 15 years (since April 2001). Appointed
Chairman 6 April 2006.

Skills & Experience:

Bruno started his career with the then Isa Mine Employees’ Credit Union as
Loans Manager in 1977 in Mount Isa, before being promoted to Assistant
General Manager in 1979. In 1988 he transferred to Brisbane as General
Manager Development. In late 1989 he became CEO before taking up the
role of Managing Director in 2001. In January 2003, Bruno resigned as
Managing Director, retaining his position on the Board, to take up the role
of Managing Director of the Brisbane Broncos — a role he held until early

Brian Cullen 2011.

(Bruno)

F.A.M.I., F.A.I.C.D Directorships of other entities (current):
Chair of Queensland Academy of Sport; Director of Krause Health and
Safety Pty Ltd; Chair of Billsumo Pty Ltd: Director of Queensland Country
Health Fund Ltd.

Board Committee membership:
Chair of Governance Committee; Member of Audit Committee; Member of
Projects and IT Steering Committee; Chair of Remuneration Committee.

Term of office: Director for eleven years (since April 2005). Appointed
Deputy Chair 6 April 2006.

Skills & Experience:

Karen has a wealth of knowledge in finance and started her career at a
chartered accounting firm in Mackay. Karen has extensive experience
within the mining and resources sector with a career spanning over 25
years. Karen has undertaken a variety of roles that have seen her work
both in Australia and abroad. In 2014 Karen was appointed as the Chief
Financial Officer for the UDP Group, a consulting engineering and project
practice with offices located in Townsville, Mackay, Port Moresby and
Brisbane and services all areas throughout Queensland.

- A

Karen Read
B. Bus., F.C.P.A,, Directorships of other entities (current):
G.A.l.C.D., MAM.I. Independent Chairperson of Mount Isa Water Board Finance and Audit

Committee; Independent member of Finance, Audit and Risk Committee,
North West Hospital and Health Services; Director of Queensland Country
Health Fund Ltd.

Board Committee membership:

Member of Governance Committee; Chair of Projects & IT Steering
Committee; Member of Risk Management Committee; Member of
Remuneration Committee.
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DIRECTORS’ REPORT

Term of office: Director for thirty-one years (since February 1985).

Skills & Experience:

Michael is Queensland Country Credit Union’s longest serving Board
Member. Michael’'s work as a chartered accountant assists the Board with
the Credit Union’s complex financial reporting requirements. Michael is the
Principal of a public accounting firm and has offices on the Sunshine Coast
and Mount Isa.

Directorships of other entities (current):
Chair of Queensland Country Health Fund Ltd; Chair of Queensland
Country Care Navigation Pty Ltd

Michael Beard

B. Com., FAM.I; Board Committee membership:
Chartered Accountant Chair of Audit Committee.

Term of office: Director for one year (since November 2015).

Skills & Experience:

Patricia (Trish) is the Chief Executive Officer of Townsville Enterprise,
North Queensland’s peak economic and tourism body. Her diverse career
includes four years heading up the Mount Isa Chamber of Commerce and
three years as the General Manager of Tourism and Events at Townsville
Enterprise. Trish is a born and bred North Queenslander who has a
passion for the region and a deep understanding of the issues and
opportunities facing the north. In 2013 Trish was named the Australian
Institute of Management (Queensland) Young Manager of the Year. The
Young Manager of the Year category recognises the most successful
young entrepreneurs and business leaders up to the age of 30.

Patricia O’Callaghan
B. Com., M.A.I.C.D

Directorships of other entities (current):
Nil.

Board Committee membership:
Member of Audit Committee, Member of Remuneration Committee

Resigned 1 November 2015

Skills & Experience:

Ray started his professional career as an Accountant in Victoria, moved to
Queensland in 1977 and became a Chartered Accountant in 1980. In 1982
Ray commenced in private practice providing business and taxation advice
and services to small business clients up to his retirement in 2013. Ray
served as a Director of South East Community Credit Society from January
1997 until the merger of that organisation with Queensland Country Credit
Union in 2005. Ray brings to the Board experience in business advisory
services, business management and business accounting services and
taxation services.

Raymond Southwell

Diploma of Business, Directorships of other entities (current):
Chartered Accountant, Deputy Chair of Queensland Country Health Fund Ltd; Director of
F.AM.L Queensland Country Care Navigation Pty Ltd.
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DIRECTORS’ REPORT

Term of office: Director for eleven years (since June 2005).

Skills & Experience:

Michael served as a Director of the South East Community Credit Society
Board until the merger of that organisation with Queensland Country in
2005. Michael has extensive knowledge and experience in the retall
industry in southern Queensland and northern NSW, including successfully
running his own retailing business for 25 years. Mike was employed as an
OHS Advisor in the printing industry, prior to his retirement in 2015.
Michael and his wife are owner/operators of a Bed & Breakfast in South
East Oueensland.

Michael Steindl Directorships of other entities (current):
F.AM.1., M.A.I.C.D. Director of Queensland Country Health Fund Ltd.

Board Committee membership:
Chair of Risk Management Committee; Member of Audit Committee

Term of office: Director for nine years (since February 2007).
Resigned 15 July 2016

Skills & Experience:

Brad is the Managing Director of the Townsville based BM Webb Group.
Established as an interstate truck haulage business in 1979, his business
has grown into a diverse group that specialises in construction and leasing
of large industrial warehouses. Brad has extensive knowledge within
industries including Concrete, Quarry, Transport, Bulk Cement and
International Business and Trade, which has influenced the growth of his
industrial estate. Brad shares his knowledge along with his wealth of
Bradley Webb regional business experience with the Board.

M.AM.I. Directorships of other entities (current):

Chair of Food Relief NQ; Director of Port of Townsville Limited; Director of
Queensland Country Health Fund Ltd.

Board Committee membership:
Member of Risk Management Committee.

Term of office: Director for twelve years (since April 2004).

Skills & Experience:

Paul served with the Queensland Police Service for almost 20 years.
Leaving behind the role of Officer in Charge of Mount Isa in 2003, Paul
moved into a Human Resource Management role with Xstrata Zinc. In 2005
he took up a position as Sustainable Development Manager with Anglo
Coal Australia and later the Regional Manager Employee Strategy and
Performance. In 2011 Paul was appointed to the position of Chief Executive
Officer with the Brisbane Broncos.

Directorships of other entities (current):

Paul White Director of Queensland Country Health Fund Ltd.
M.B.A. (Management),
M.A.M.1. Board Committee membership:

Member of Governance Committee; Member of Remuneration Committee.
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DIRECTORS’ REPORT

The name of the Company Secretary in office at the end of the year is:

AILEEN CULL

Dip. Bus. (Accounting), Dip. AICD Company Directors Course, Grad. Dip. Applied Finance & Investment,
F.C.P.A, G.A.IC.D., M.AM.l.; Appointed in February 2016; Company Secretary & Public Officer

Queensland Country Health Fund Ltd.

All Directors have held their office from 1 July 2015 to the date of this report unless otherwise stated.

A = Number of meetings eligible to attend.

Directors’ Meeting Attendance

Board Audit
Meetings Committee
A B A B
B. Cullen 13 13 5 5
K. Read 13 13 3 3
M. Beard 13 13 5 5
P. O’Callaghan 9 9 2 2
R. Southwell 4 3
M. Steindl 13 13 5 5
P. White 13 6
B. Webb 13 9

Directors’ Benefits

No Director has received or become entitled to
receive during, or since the financial year, a
benefit because of a contract made by the
Group, a subsidiary, or a related body corporate
with a Director, a firm of which a Director is a
member or an entity in which a Director has a
substantial financial interest.

Insurance and Indemnification of Officers or
Auditor

Insurance premiums have been paid to insure
each of the Directors and officers of the Group,
against any costs and expenses incurred by
them in defending any legal proceeding arising
out of their conduct while acting in their capacity
as an officer of the Group. In accordance with
normal commercial practice, disclosure of the
premium amount and the nature of the insured
liabilities is prohibited by a confidentiality clause
in the contract. No insurance cover has been
provided for the benefit of the auditor. No
indemnities have been given to the officers or
auditor.

Principal Activities

The principal activities of the Group during the
year were the provision of financial services to
Members in the form of lending and taking
deposits, as prescribed by the Constitution; the
provision of health insurance to health insurance
policy holders including the acceptance of
contributions and payment of benefits and the
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B = Number of meetings attended.

Risk Governance Projects & IT Remuneration
Management Committee Steering Committee
Committee Committee
A B A B A B A B
2 2 0 0 14 14 3 3
3 3 0 0 14 14 3 3
1

2 2 2 1
5

0 0 3 1
5 2 0 0

provision of dental facilities to its Health Fund
policy holders. The Health Fund also
established a subsidiary company, Queensland
Country Care Navigation Pty Ltd on the 4
January 2016 to provide care coordination
services to eligible Health Fund policy holders.

Operating Results

The net profit of the Group for the year after
providing for income tax was $8,693,000 (2015:
$11,387,000). The main difference was due to
an increase in the Group’s employee benefits
expense of $1,864,000, which included salaries
and wages and related on-costs, and staff
related costs such as training courses, materials
etc. Net profit for 2015/2016 also included a
gain on disposal of buildings of $1,814,000 from
the sale of properties which previously housed
the Head Office functions.

The capital adequacy ratio measured for
prudential purposes as at reporting date
decreased to 14.00% (2015: 14.25%).

Options

No options over unissued shares or interests in
the Parent Entity or a controlled entity were
granted during or since the end of the financial
year and there were no options outstanding at
the date of this report.

No shares have been issued as a result of the
exercise of an option.
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Review of Operations

The results of the Credit Union’s operations from
its activities of providing financial services to its
members, decreased from those of the previous
year. Net interest margin remained steady during
the year in a low interest rate environment. Net
operating income increased from $55,318,000 to
$58,119,000, with an increase in the management
fee from the Health Fund of $2,922,000 being the
largest variance, offset by the net gain on disposal
of property realised in the 2014/2015 financial
year of $1,814,000. Operating expenses
increased from $47,851,000 to $53,057,000
resulting from increased employee benefits
expense, impairment loss on loans and advances
and information technology costs.

Total Assets of the Credit Union increased by
5.3%, with total loans increasing by 6.4%. The
capital adequacy ratio decreased to 14.00%, as a
result of the operating profit and an increase in
risk weighted assets from the growth in loans.

The results of the Group’s operations from its
activities of providing financial services to its
members and health insurance to its policy
holders decreased from those of the previous
yeatr. Net operating income increased by
$9,086,000, resulting from an increase in Health
Fund contribution income. However this was
more than offset by an increase in total operating
expenses of $14,339,000, with the main
contributors being an increase in Health Fund
benefits paid and employee benefits expense.
Total Assets of the Group increased by 5.35%.

Significant Changes in State Of Affairs

On 1 January 2016 the Health Fund changed
its status from “not for profit” to “for profit” and is
now liable to pay income tax. This change was
completed in order to be able to better manage
capital across the Group.

Events Subsequent to the End of the
Reporting Period

There are no matters or circumstances that have
arisen since the end of the financial year which
have significantly affected or may significantly
affect the operations, or state of affairs of the
Credit Union or the Group in subsequent
financial years.

Likely Developments and Results

Looking ahead in a competitive, challenging
environment the Board has determined that it
will make the appropriate decisions to enable the
Group to continue to deliver financial services
and health insurance to its members and policy
holders.

Queensland Country will continue to build on its
financial strength and invest for the future by

DIRECTORS’ REPORT

investing in technology that will allow the
business to introduce new products and
services, particularly digital and more efficient
business processes.

To this end, the Board have decided to replace
the Credit Union’s existing core banking
system. In 2015 the Credit Union signed a
contract with Data Action Pty Ltd to provide its
core banking computer system and related
hardware systems. Physical migration work
commenced in September 2015 with a Project
Team forming at this time. This migration is
currently on time and on budget with an
expected go live date of October 2016.

As well as investing in technology, the Board
have been considering the benefits that an
appropriate merger would deliver, helping to
achieve its strategic growth objectives and
enhance its service value proposition for
members.

In May 2016, the Credit Union signed a
Memorandum of Understanding with the intent to
enter into a merger following due process with
Cairns based Credit Union, ECU Australia Ltd.
The proposal is subject to regulatory approval
and the approval of ECU members. If approved,
the merger is expected to be formalised in the
first quarter of 2017.

The Board of the Credit Union believe this move
will strengthen the customer owned model in
Queensland and provide a genuine banking
alternative for those in its communities. This
merger will bring together the two largest
regionally based credit unions in the state.

No other matter, circumstance or likely
development in the operations has arisen since
the end of the reporting period that has
significantly affected or may significantly affect: -

(i) The operations of the Group;

(ii) The results of those operations; or

(iif) The state of affairs of the Group

in the financial years subsequent to this financial
year.

Further information about likely developments in
the operations of the Group and the expected
results of those operations in future financial
years has not been included in this report
because disclosure of the information would be
likely to result in unreasonable prejudice to the
Group.

Proceedings
No person has applied for leave of the Court to
bring proceedings on behalf of the Group or

QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES 2015-2016 FINANCIAL REPORT PAGE 7



DIRECTORS’ REPORT

interfere in any proceedings to which the Group
is a party for the purpose of taking responsibility
on behalf of the Group for all or any part of those
proceedings. The Group was not a party to any
such proceedings during the year.

Rounding

The amounts contained in the financial statements
have been rounded to the nearest one
thousand dollars in accordance with ASIC
Corporations (Rounding in Financial Directors'
Reports) Instrument 2016/191. The Parent
Entity and Group are permitted to round to the
nearest one thousand dollars ($°000) for all
amounts except
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prescribed disclosures that are shown in whole
dollars.

Regulatory Disclosures

The disclosures required by Prudential Standard
APS 330 Public Disclosure (namely the Common
disclosure in Attachment A and the Regulatory
Capital reconciliation) may be seen on the website
at http://www.qccu.com.au/regulatory-disclosures.

Auditor’s Independence Declaration

The auditor’'s independence declaration for the
year ended 30 June 2016 forms part of this
report and a copy of this declaration is attached.
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DECLARATION OF INDEPENDEMCE BY P A GALLAGHER TO THE DIRECTORS OF QUEENSLAND
COUNTRY CREDIT UNION LIMITED

As lead auditor of Quesisland Country Credit Union Limited for the year ended 30 Jurie 2018, | declare
that, to the best of my knowbedge and belief, there have been:

1. Mo contraventions of the auditar independence requirements of the Corporations Act 2001 in
relation to the audit; and

2. Mo contraventions of any applicable code of professional conduct in relation to the audit.

Ttis declaration is in respect of Queensiand Country Credit Union Limited and the entitbes it controfled
during the period.

" p A Gallagher

Direct

BDO Audit Py Ltd

Brishane, 15 September 1016
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DIRECTORS’ REPORT

CORPORATE GOVERNANCE DISCLOSURES

Board

The Credit Union Board has responsibility for the
overall management and strategic direction of
the Credit Union. All Board members are
independent of management and are elected by
members on a 3 yearly rotation.

Each Director must be eligible to act under the
Credit Union Constitution and in accordance with
Corporations Act 2001 criteria. The Directors
also need to satisfy APRA Fit and Proper
requirements.

The Board has established policies to govern
conduct of Board meetings, Director conflicts of
interest and training so as to maintain Director
awareness of emerging issues and to satisfy all
governance requirements.

Board Remuneration
The Board receives remuneration from the
Credit Union in the form of allowances agreed to
each year at the AGM and out of pocket
expenses. Directors receive no other benefits
from the Credit Union.

Board Committees

An Audit Committee, Risk Management
Committee, Remuneration Committee and a
Governance Committee have been formed to
assist the Board in relevant matters of financial
prudence. Only Directors are members of these
committees with CEO and Company Secretary
participation as required.

Audit Committee

The responsibilities of the Audit Committee are:

e Ensuring effectiveness of systems for
monitoring compliance with laws, statutory
requirements and Board policies.

e Overseeing the Credit Union’s audit function
and providing a forum for communication
between the Board, external auditor and
internal auditor.

e Reviewing significant accounting and
reporting issues, and annual audited
financial statements to ensure integrity and
completeness of information to external
parties.

e Ensuring any Related Party Transactions
are appropriate and

e Ensuring a Whistleblower Policy is
established, maintained and communicated.

Risk Management Committee

The responsibilities of the Risk Management
Committee are:
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e Ensuring the Board is aware of the risks to
which the organisation is exposed to and
that management operate within an
appropriate  ‘risk management control
framework’.

e Assisting the Board to set risk limits and
parameters appropriate to the Board’s
appetite for risk and ensuring adequate
management reporting against set limits.

e Ensuring Board policies reflect the Board’s
risk appetite.

e Ensuring adequacy of Business Continuity
Management and

e Ensuring adequacy and effectiveness of the
Credit Union’s compliance program and
actions to address identified compliance
weaknesses.

Governance Committee

The responsibilities of the Governance

Committee are:

e Reviewing and proposing revisions to the
Credit Union’s governance policies and
practices, including the Board Charter.

e Reviewing and proposing revisions to the
Credit Union’s Constitution.

e Initiating and overseeing the evaluation of
Board and Director Performance as required
by the Board Charter and

e Co-ordinating the process of Director
induction.

Remuneration Committee

e Initiating and overseeing the annual process
of reviewing performance and remuneration
of the Chief Executive Officer and Chief
Executive Officer direct reports.

e Each year, reviewing and providing
recommendations in relation to appropriate
Executive and Director remuneration and

e Generally reviewing remuneration
strategies, practices and disclosures.

Legal and Compliance

The Credit Union has a Legal and Compliance
department responsible for maintaining the
awareness of staff for all changes in compliance
obligations and responding to staff inquiries on
compliance matters. The Legal and Compliance
department also monitors compliance with the
Australian Financial Services and Australian
Credit Licence obligations, AML/CTF and other
regulatory obligations.

External Audit

Audit is performed by BDO Audit Pty Ltd as part
of the BDO International group, a major
international accounting body. BDO has been
auditing credit unions for over 30 years and
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STATEMENTS OF PROFIT OR LOSS
AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30TH JUNE 2016

Credit Union Group
NOTE 2016 2015 2016 2015
$°000 $000 $°000 $000

Interest income 2 57,068 61,312 58,866 63,247
Interest expense 2 (25,986) (30,665) (25,808) (30,449)
Net interest income 31,082 30,647 33,058 32,798
Other revenue and income 3 27,037 24,671 104,369 95,543
Net operating income 58,119 55,318 137,427 128,341
Impairment loss on loans and advances 4,15 (2,178) (188) (2,178) (188)
Employee benefits expense 4 (23,658) (21,794) (23,658) (21,794)
Occupancy expense 4 (5,290) (4,633) (3,734) (3,731)
Depreciation and amortisation expense 4 (2,083) (1,805) (2,988) (2,285)
Other expenses 4 (20,848) (19,431) (97,552) (86,773)
Total operating expenses 4 (53,057) (47,851) (129,110) (114,771)
Profit before income tax 5,062 7,467 8,317 13,570
Income tax expense 5 (1,316) (2,183) 376 (2,183)
Profit for the year 3,746 5,284 8,693 11,387
cher comprehensive income for the year, net of

income tax - - - -
Total comprehensive income for the year 3,746 5,284 8,693 11,387

The accompanying notes should be read in conjunction with these financial statements.
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STATEMENTS OF FINANCIAL POSITION
AS AT 30TH JUNE 2016

Credit Union Group
NOTE 2016 2015 2016 2015
$°000 $000 $°000 $000

ASSETS

Cash and cash equivalents 8 12,033 11,995 12,558 12,248
Receivables due from other financial institutions 9 4,852 3,035 4,852 3,035
Financial assets at fair value through profit or loss 10 - - 5,756 2,101
Other receivables 11 2,347 2,080 4,884 4,048
Income Tax Receivable 12 1,035 446 934 446
Financial assets held to maturity 13 194,396 194,937 242,550 244,126
Loans and advances 14 1,037,818 975,408 1,037,818 975,408
Property, plant and equipment 16 5,616 7,216 31,851 34,038
Intangible assets 17 2,587 1,819 2,769 1,819
Investment property 18 850 - 4,710 3,740
Financial assets at cost 19 2,324 2,246 2,324 2,246
Deferred tax assets 20 4,439 5,116 6,233 5,116
Other assets 21 835 790 835 790
TOTAL ASSETS 1,269,132 1,205,088 1,358,074 1,289,161
LIABILITIES

Other borrowings 22 18,158 21,016 18,158 21,016
Deposits from members 23 1,137,198 1,075,399 1,125,545 1,066,187
Other payables 24 13,418 12,219 27,593 24,730
Provisions 25 2,047 1,889 7,616 6,759
TOTAL LIABILITIES 1,170,821 1,110,523 1,178,912 1,118,692
NET ASSETS 98,311 94,565 179,162 170,469
EQUITY

Redeemed preference share capital account 767 725 767 725
Reserves 26 44,717 44,538 44,717 44,538
Retained earnings 52,827 49,302 133,678 125,206
TOTAL EQUITY 98,311 94,565 179,162 170,469

The accompanying notes should be read in conjunction with these financial statements.
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STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED 30TH JUNE 2016

Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $°000
Inflows/  Inflows/ Inflows/ Inflows/

NOTE (Outflows) (Outflows) (Outflows) (Outflows)

CASH FLOWS FROM OPERATING ACTIVITIES

Interest received 57,045 61,454 58,976 63,859
Dividends received 103 86 103 86
Other income 13,242 9,913 2,482 3,131
Fees and commissions received 14,641 13,797 11,327 11,028
Contributions received — Queensland Country Health

Fund = - 91,977 82,478
Interest paid (26,498) (31,825) (26,346) (31,610)
Payments to suppliers and employees (50,039) (43,728) (46,292) (41,471)
Benefits paid — Queensland Country Health Fund - - (77,775) (69,069)
Income taxes (refunded) (1,229) (2,639) (1,229) (2,639)
Net movement in loans and advances (63,587) 22,045 (63,587) 22,045
Net movement in deposits from members 62,311 (8,145) 59,895 (8,530)
Net cash provided by operating activities 27(c) 5,989 20,958 9,531 29,308
CASH FLOWS FROM INVESTING ACTIVITIES

Net movement in financial assets 465 (16,790) (2,157) (14,191)
Payments for property, plant and equipment (947) (3,710) (1,426) (14,134)
Payments for intangible assets (1,126) (1,626) (1,308) (1,626)
Proceeds from sale of property, plant and equipment 332 4,972 345 4,972
Net cash (used in) investing activities (1,276) (17,154) (4,546) (24,979)
CASH FLOWS FROM FINANCING ACTIVITIES

Repayment of borrowings (2,858) (4,820) (2,858) (4,820)
Net cash (used in) financing activities (2,858) (4,820) (2,858) (4,820)
Net increase/(decrease) in cash held 1,855 (1,016) 2,127 (491)
Cash at the beginning of the financial year 15,030 16,046 15,283 15,774
Cash at the end of the financial year 27(a) 16,885 15,030 17,410 15,283

The accompanying notes should be read in conjunction with these financial statements.
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NOTE 1 Summary of significant accounting
policies

The financial statements are general purpose
financial statements which have been prepared in
accordance with Australian Accounting Standards
including Australian Accounting Interpretations,
the Corporations Act 2001 and the Prudential
Standards set down by the Australian Prudential
Regulation Authority (APRA). The financial
statements cover Queensland Country Credit
Union Limited as an individual entity, and
Queensland Country Credit Union Limited and
Subsidiaries as a Group. Queensland Country
Credit Union Limited is a public company limited
by shares, incorporated and domiciled in
Australia. For the purposes of preparing the
financial statements, Queensland Country Credit
Union Limited is a for-profit entity.

The financial statements of Queensland Country
Credit Union Limited as an individual entity and
the consolidated financial statements of the Group
comply with all International Financial Reporting
Standards (IFRS) in their entirety.

The financial statements have been prepared on
an accruals basis and are based on historical
costs, except for investment property and financial
assets available for sale that have been measured
at fair value. The presentation currency of the
financial statements is Australian Dollars.

These financial statements were authorised for
issue on September 15, 2016 by the Board of
Directors. The following is a summary of the
material accounting policies adopted by the Group
in the preparation of the financial statements. The
accounting policies have been consistently
applied, unless otherwise stated.

(a) Consolidated financial statements

Basis of consolidation

The consolidated financial statements incorporate
the assets and liabilities of all Subsidiaries of
Queensland Country Credit Union Limited (‘the
Company', ‘Parent Entity' or ‘the Credit Union’) as
at 30 June 2016 and the results of all subsidiaries
for the year then ended. The Credit Union and its
subsidiaries together are referred to in these
financial statements as the Group.

Subsidiaries

Subsidiaries are all entities, including special
purpose entities, over which the Group has
control. The Group has control over an entity
when it is exposed to, or has rights to, variable
returns from its involvement with the entity, and
has the ability to use its power to affect these

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

returns. A reporting entity has power when it has
rights that give it the current ability to direct the
activities that significantly affect the investee's
returns. The Group not only has to consider its
holdings and rights but also the holdings and
rights of other shareholders in order to determine
whether it has the necessary power for
consolidation purposes.

The existence and effect of potential voting rights
where the Group has the practical ability to
exercise them are considered when assessing
whether the Group controls another entity.

The acquisition of subsidiaries is accounted for
using the acquisition method of accounting.
Subsidiaries are fully consolidated from the date
on which control is transferred to the Group. They
are de-consolidated from the date that control
ceases.

Intercompany  transactions, balances and
unrealised gains on transactions between group
companies are eliminated. Unrealised losses are
also eliminated unless the transaction provides
evidence of the impairment of the asset
transferred. Accounting policies of Subsidiaries
have been changed where necessary to ensure
consistencies with those policies applied by the
Group.

The names of the subsidiaries are contained in
Note 30. All subsidiaries have a 30 June financial
year-end and are accounted for at cost in the
separate financial statements of Queensland
Country Credit Union Limited less any impairment
charge.

(b) Income tax

The income tax expense for the period is the tax
payable on the current period’s taxable income
based on the applicable income tax rate for each
jurisdiction, adjusted by changes in deferred tax
assets and liabilities attributable to temporary
differences between the tax base of assets and
liabilities and their carrying amounts in the
financial statements, and to unused tax losses.

The current income tax charge is calculated on
the basis of the tax laws enacted or substantively
enacted at the end of the reporting period in the
countries where the company's subsidiaries and
associates operate and generate taxable income.
Management periodically evaluates positions
taken in tax returns with respect to situations in
which applicable tax regulation is subject to
interpretation. It establishes provisions where
appropriate on the basis of amounts expected to
be paid to the tax authorities.
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Deferred tax assets and liabilities are recognised
for all temporary differences between carrying
amounts of assets and liabilities in the
consolidated financial statements and their
respective tax bases. However, deferred tax
liabilities are not recognised if they arise from the
initial recognition of goodwill. Deferred income tax
is also not accounted for if it arises from initial
recognition of an asset or liability in a transaction
other than a business combination that at the time
of the transaction affects neither accounting nor
taxable profit or loss. Deferred income tax is
determined using tax rates (and laws) that have
been enacted or substantially enacted by the end
of the reporting period and are expected to apply
when the related deferred income tax asset is
realised or the deferred income tax liability is
settled.

Deferred tax assets are only recognised for
deductible temporary differences and unused tax
losses if it is probable that future taxable amounts
will be available to utilise those temporary
differences and losses. The amount of deductible
temporary differences brought to account as
deferred tax assets is based on the assumption
that no adverse change will occur in income tax
legislation and the anticipation that the Group will
derive sufficient future assessable income to
enable the deferred tax asset to be realised and
comply with the conditions of deductibility
imposed by the law.

Deferred tax assets and liabilities are offset when
there is a legally enforceable right to offset current
tax assets and liabilities, and when the deferred
tax balances relate to the same taxation authority.
Current tax assets and tax liabilities are offset
where the entity has a legally enforceable right to
offset and intends either to settle on a net basis,
or to realise the asset and settle the liability
simultaneously.

Current and deferred tax is recognised in profit or
loss, except to the extent that it relates to items
recognised in other comprehensive income or
directly in equity. In this case, the tax is also
recognised in other comprehensive income or
directly in equity, respectively.

Queensland Country Health Fund Ltd, a
Subsidiary, converted to “for profit” status on 1%
January 2016, before this date it was exempt from
income tax.

(c) Receivables due from other financial
institutions

Receivables from other financial institutions are
primarily settlement account balances due from
banks, building societies and other credit unions,
and exclude call and term deposits with other
Approved Deposit-taking Institutions (ADIs). They
are brought to account at the gross value of the
outstanding balance. Interest is recognised in
profit or loss when earned.

(d) Financial assets and financial liabilities
Introduction

(i) Initial recognition

The Group initially recognises loans and
advances, deposits, debt securities and
subordinated liabilities on the date that they are
originated. All other financial assets and financial
liabilities (including financial assets and financial
liabilities designated at fair value through profit
and loss) are initially recognised on trade date
when the related contractual rights or obligations
exist.

(ii) De-recognition

The Group de-recognises a financial asset when
the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive
the contractual cash flows on the financial asset in
a transaction in which substantially all the risks
and rewards of ownership of the financial asset
are transferred.  Any interest in transferred
financial assets that is created or retained by the
Group is recognised as a separate asset or
liability.

The Group de-recognises a financial liability when
its contractual obligations are discharged or
cancelled or when they expire.

For further details of the Group’s policy on
securitisation, refer to Note 1(g).

(iii) Off-setting

Financial assets and financial liabilities are set off
and the net amount presented in the Statement of
Financial Position when, and only when, the
Group has a legal right to set off the amounts and
intends either to settle on a net basis or to realise
the asset and settle the liability simultaneously.
Income and expenses are presented on a net
basis only when permitted by the accounting
standards, or for gains and losses arising from a
group of similar transactions.

(iv) Amortised cost measurement

The amortised cost of a financial asset or financial
liability is the amount at which the financial asset
or financial liability is measured at initial
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NOTE 1 cont

recognition, minus principal repayments, plus or
minus the cumulative amortisation using the
effective interest method of any difference
between the initial amount recognised and the
maturity amount, minus any reduction for
impairment.

(v) Identification and measurement of impairment

Refer Note 1(f) for details of impairment
measurement for loans and advances. Refer to
succeeding paragraphs for details of impairment
measurement for other financial assets.

Application

Cash and cash equivalents

Cash and cash equivalents include cash on hand,
unrestricted balances held in ADIs and highly
liquid financial assets with original maturities of
less than three months, which are subject to
insignificant risks of changes in their value, and
are used by the Group in the management of its
short-term commitments. Cash and cash
equivalents are carried at amortised cost in the
Statement of Financial Position.

Loans and advances

Loans and advances are non-derivative financial
assets with fixed or determinable payments that
are not quoted in an active market and that the
Group does not intend to sell immediately or in the
near term. Loans and advances are initially
measured at fair value plus incremental direct
transaction costs, and subsequently measured at
their amortised cost using the effective interest
method.

Investment securities

Investment securities are initially measured at fair
value plus incremental direct transaction costs
and subsequently accounted for depending on
their classification as either financial assets at fair
value through profit or loss, held-to-maturity or
available for sale.

(i) Financial assets at fair value through profit or
loss

A financial asset is classified in this category if
acquired principally for the purpose of selling in
the short term or if so designated by management
and within the requirements of AASB139:
Recognition and Measurement of Financial
Instruments. Subsequent to initial recognition,
financial instruments in this category are
measured at fair value with changes in carrying
value being included in the profit or loss.
Transaction costs attributable to these assets are
recognised in profit or loss when incurred.

NOTES TO THE FINANCIAL STATEMENTS
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(ii) Held-to-maturity

Held to maturity investments are non-derivative
assets with fixed or determinable payments and
fixed maturity that the Group has a positive intent
and ability to hold to maturity, and which are not
designated as available for sale.

Held-to-maturity investments are carried at
amortised cost using the effective interest method.
Any sale or reclassification of a significant amount
of held-to-maturity investments not close to their
maturity would result in the reclassification of all
held-to-maturity investments as available-for-sale,
and prevent the Group from classifying investment
securities as held-to-maturity for the current and
the following two financial years.

The Group assesses at the end of each reporting
period whether there is any objective evidence
that a financial asset or group of financial assets
is impaired. Objective evidence includes
observable data indicating that there is a
measurable decrease in estimated future cash
flows.

Impairment losses are measured as the difference
between the investment’s carrying amount and
the present value of the estimated future cash
flows, excluding future credit losses that have not
been incurred. The cash flows are discounted at
the investment’s original effective interest rate.
Impairment losses are recognised in profit or loss.

(i) Available-for-sale

Available-for-sale investments are non-derivative
investments that are not designated as another
category of financial asset.

After  initial  recognition,  available-for-sale
investments are measured at fair value. Unquoted
equity securities whose fair value cannot be
reliably measured are carried at cost. Unrealised
gains or losses arising from changes in the fair
value of available-for-sale investments are
recognised directly in other comprehensive
income in the available-for-sale investments
revaluation reserve. On sale, the amount held in
available-for-sale reserve associated with that
asset is recognised in profit or loss as a
reclassification adjustment.

Where there is a significant or prolonged decline
in the fair value of an available-for-sale financial
asset below its cost (which constitutes objective
evidence of impairment) the cumulative loss
recognised in other comprehensive income is
reclassified from the available for sale
investments revaluation reserve to profit or loss as
a reclassification adjustment. Reversals of
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impairment losses on equity instruments classified
as available-for-sale cannot be reversed through
profit or loss. Reversals of impairment losses on
debt instruments classified as available-for-sale
can be reversed through profit or loss where the
reversal relates to an increase in the fair value of
the debt instrument occurring after the impairment
loss was recognised in profit or loss.

Interest income from available-for-sale
investments is recognised in profit or loss using
the effective interest method. Dividend income
from available-for-sale investments is recognised
in profit or loss when the Group becomes entitled
to the dividend.

Deposits
Refer Note 1(n) for details.

Borrowings
Refer Note 1(p) for detalils.

(e) Revenue

Loans

Loan interest is calculated on the daily loan
balance outstanding and is charged in arrears to
the Member's loan account on the last day of
each month. Loan interest revenue is recognised
as interest accrues using the effective interest
method. The effective interest method

uses the effective interest rate, which is the rate
that exactly discounts the estimated future cash
receipts over the expected life of the financial
asset to the net carrying amount of the asset.

Loan interest is generally not charged when the
Group is informed that the Member has deceased,
if a loan has been transferred to a debt collection
agency, or a judgment has been obtained. No
interest is charged on loans where repayments
are in arrears and the prospect of a contribution
from the Member is minimal. However, accrued
interest may be recovered as part of the recovery
of the debt.

Loan origination fee income and loan transaction
costs that are direct and incremental to the
establishment of loans are deferred and amortised
as a component of the calculation of the effective
interest rate in relation to the originated loans.
Fees charged on loans after origination of the loan
are recognised as income when the service is
provided.

Investments

Interest revenue is recognised on a proportional
basis taking into account the interest rates
applicable to the financial assets.

Fees and commission

These are recognised on an accrual basis when
service to the customer has been rendered and a
right to receive the consideration has been
attained.

Management Fee

Under the terms of a management agreement
between the Credit Union and the Health Fund, a
fee is paid to reimburse all costs incurred by the
Credit Union relating to the operation of the Health
Fund. In addition, the agreement specifies that
the management fee may include a charge per
Health Fund member, payable to the Credit
Union.

Contributions

Contribution income for the Health Fund
comprises contributions received from Policy
holders, inclusive of any Government Rebate.
Contribution income is recognised when earned
over the period of the membership. Contributions
in advance amounts are recognised as revenue
as the income is earned.

All revenue is stated net of the amount of goods
and services tax (GST).

(f) Impairment — Loans and advances

A provision for losses on impaired loans is
recognised when there is objective evidence that
impairment of a loan has occurred. All loans are
subject to continuous management review to
assess whether there is any objective evidence
that any loan or group of loans is impaired.
Evidence of impairment may include indications
that the borrower has defaulted, is experiencing
significant financial difficulty, or where the debt
has been restructured to reduce the burden to the
borrower.

Impairment losses on loans and advances are
measured as the difference between the carrying
amount of loans and advances and the present
value of estimated future cash flows (excluding
future credit losses that have not been incurred)
discounted at the loan and advances original
effective interest rate. Impairment losses are
recognised in profit or loss and reflected in an
allowance account against loans and advances.
Interest on impaired assets continues to be
recognised through the unwinding of the discount.
When a subsequent event causes the amount of

PAGE 20 | 2015-2016 FINANCIAL REPORT | QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES



NOTE 1 cont

the impairment loss to decrease, the decrease in
impairment loss is reversed through profit or loss.

The amount provided for impairment of loans is
determined by management and the Board. The
Prudential Standards issued by APRA enable the
minimum provision to be based on specific
percentages of the loan balances, contingent
upon the length of time the repayments are in
arrears, and the security held. This approach is
adopted by the Group. Management and the
Board also make a provision for loans in arrears
where the collectability of the debt is considered
doubtful by estimation of expected losses in
relation to loan portfolios where specific
identification is  impractical. The critical
assumptions used in the calculation are set out in
Note 15. Note 32B details the credit risk
management approach to loan impairment.

In addition, a general reserve for credit losses is
maintained to cover risks inherent in the loan
portfolio. Movements in the general reserve for
credit losses are recognised as an appropriation
of retained earnings in compliance with APRA
requirements.

Bad debts are written off as determined by
management and the Board, when it is
reasonable to expect that the recovery of the loan
is unlikely. All write-offs are on a case-by-case
basis, taking into account the exposure at the date
of the write-off. On secured loans, the write-off
takes place following ultimate realisation of
collateral value.

Bad debts are written off against the provision for
impairment where an impairment has previous
been recognised in relation to a loan. If no
provision for impairment has previously been
recognised, write-offs for bad debts are
recognised as expenses in profit or loss.

Renegotiated loans are loans and other similar
facilities where the original contractual terms have
been modified to provide for concessions of
interest, principal or repayment for reasons
related to financial difficulties of the member or
group of members.

(g) Securitisation

The Group enters into transactions whereby it
transfers assets recognised on its statement of
financial position, but retains substantially all of
the risks and rewards of ownership of the
transferred assets. If substantially all of the risks
and rewards are retained, then the transferred

NOTES TO THE FINANCIAL STATEMENTS
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assets are not de-recognised. Transfers of assets
with retention of substantially all risks and rewards
include, for example, certain loan securitisation
and repurchase transactions.

In transactions in which the Group neither retains
nor transfers substantially all the risks and
rewards of ownership of a financial asset and it
retains control over the asset, the Group
continues to recognise the asset to the extent of
its continuing involvement.

In transactions in which the Group either transfers
substantially all the risks and rewards of
ownership of the transferred assets or neither
transfers nor retains substantially all the risk and
rewards and does not retain control of the
transferred assets, the Group de-recognises the
transferred assets. The Group also recognises
separately as assets or liabilities any rights and
obligations created or retained in the transfer. In
addition to this, the Group may receive any
residual income of the securitisation program
once all associated costs have been met. The
residual income is recognised as revenue when
received. The timing and amount of cash flows
and any residual income to be earned cannot be
reliably measured because of the significant
uncertainties inherent in estimating future
repayment rates on the related mortgage loans
and the associated loan interest margins.
Consequently, any residual income receivable has
not been recognised as an asset and no gain is
recognised on sale of the housing mortgage
loans. Any associated income or expenditure is
recognised when receivable or payable.

The Trustee of the securitisation program has
funded the purchase of housing mortgage loans
through the issue of securities. The securities
issued by the Trust do not represent deposits or
liabilities of the Group. The Group does not
guarantee the capital value or performance of the
securities, or the assets of the Trust. The Group
does not guarantee the payment of interest or the
repayment of principal due on the securities. The
Group is not obliged to support any losses
incurred by investors in the Trust and does not
intend to provide such support. The Group has no
right to repurchase any of the securitised loans.

(h) Fair value measurement

Fair values may be used for financial and non-
financial asset and liability measurement as well
as sundry disclosures. Fair value is the price that
would be received to sell an asset or paid to
transfer a liability in an orderly transaction
between market participants at the measurement
date. It is based on the presumption that the
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transaction takes place either in the principal
market for the asset or liability or, in the absence
of a principal market, in the most advantageous
market. The principal or most advantageous
market must be accessible to, or by, the Group.

Fair value is measured using the assumptions that
market participants would use when pricing the
asset or liability, assuming that market
participants act in their best economic interest.

The fair value measurement of a non-financial
asset takes into account the market participant's
ability to generate economic benefits by using the
asset at its highest and best use or by selling it to
another market participant that would use the
asset at its highest and best use.

In measuring fair value, the Group uses valuation
techniques that maximise the use of observable
inputs and minimise the use of unobservable
inputs.

Assets and liabilities measured at fair value are
classified, into three levels, using a fair value
hierarchy that reflects the significance of the
inputs used in making the measurements.
Classifications are reviewed each reporting date
and transfers between levels are determined
based on a reassessment of the lowest level input
that is significant to the fair value measurement.

For recurring and non-recurring fair value
measurements, external valuers may be used
when internal expertise is either not available or
when the valuation is deemed to be significant.
External valuers are selected based on market
knowledge and reputation. Where there is a
significant change in fair value of an asset or
liability from one period to another, an analysis is
undertaken, which includes a verification of the
major inputs applied in the latest valuation and a
comparison, where applicable, with external
sources of data.

(i) Property, plant and equipment

Each class of property, plant and equipment is
carried at cost or fair value less, where applicable,
any accumulated depreciation and impairment
losses.

Depreciation

The depreciable amount of all property, plant and
equipment including buildings and capitalised
leased assets but excluding freehold land, is
depreciated over their useful lives to the Group
commencing from the time the asset is held ready

for use. Leasehold improvements are depreciated
over the shorter of either the unexpired term of the
lease or the estimated useful life of the
improvements.

The following are the minimum rates of
depreciation applied on a straight line basis:

- Buildings 5.0%

- Plant & Equipment 2.5% - 33.3%

- Leasehold Improvements 20.0%

Assets costing less than $100 are not capitalised.

The assets’ residual values and useful lives are
reviewed, and adjusted if appropriate, at each
year end date. Gains and losses on disposals are
determined by comparing proceeds with the
carrying amount. These gains and losses are
included in profit or loss.

(7)) Impairment of assets (excluding financial
assets)

The carrying amounts of the Group’s non-financial
assets, other than investment property, are
reviewed at each reporting date to determine
whether there is any indication of impairment. If
any such indication exists, then the asset’s
recoverable amount is estimated. An impairment
loss is recognised if the carrying amount of an
asset exceeds its recoverable amount.

The recoverable amount of an asset is the greater
of its value in use and its fair value less costs to
sell. In assessing value in use, the estimated
future cash flows are discounted to their present
value using a discount rate that reflects current
market assessments that reflect the time value of
money and the risks specific to the asset.

Impairment losses are recognised in the profit or
loss. An impairment loss is reversed only to the
extent that the asset’s carrying amount does not
exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if
no impairment loss had been recognised.

(k) Investment property

Investment property held for rental is initially
measured at cost including transaction costs.
Subsequent to initial recognition, investment
property is carried at fair value, which reflects
market conditions at the reporting date. Gains and
losses arising from changes in fair values of
investment properties are included in profit or loss
as part of other income in the year in which they
arise. Fair value is determined based on an
annual valuation performed by an accredited
external, independent valuer, applying a valuation
model appropriate for the investment property.
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Transfers are made to or from investment
property only when there is a change in use. For a
transfer from investment property to owner-
occupied property, the deemed cost for
subsequent accounting is the fair value at the date
of change in use. If owner-occupied property
becomes an investment property, the Group
accounts for such property in accordance with the
policy stated under property, plant and equipment
up to the date of change in use.

() Intangible assets

Computer Software

Items of computer software which are not integral
to the computer hardware owned by the Group
are classified as an intangible asset. Computer
software acquired by the Group is measured at
cost less accumulated amortisation and
accumulated  impairment  losses, if any.
Amortisation is calculated on a straight line basis
over the expected useful life of the software.
These lives are currently five years. Subsequent
expenditure on computer software is capitalised
only when it increases the future economic
benefits of the computer software. All other
expenditure is expensed as incurred.

(m) Leases

Lease payments for operating leases, where
substantially all the risks and benefits remain with
the lessor, are charged as expenses in the
periods in which they are incurred. The Credit
Union has no finance leases. Lease income from
operating leases where the Group is a lessor is
recognised in profit or loss on a straight-line basis
over the lease term.

(n) Deposits

Deposits are initially measured at fair value plus
transaction costs, and subsequently measured at
their amortised cost using the effective interest
method. Interest on deposits is recognised on an
accrual basis. Interest accrued at the end of the
reporting date is shown as a part of deposits.

(o) Payables due to other financial institutions
Payables due to other financial institutions are
primarily settlement account balances due to
other financial institutions. They are measured at
the gross value of the outstanding balance (being
amortised cost).

(p) Borrowings

Borrowings are initially measured at fair value plus
transaction costs, and subsequently measured at
their amortised cost using the effective interest

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

method, except where the Group chooses to carry
the liabilities at fair value through the profit or loss.

(90 Employee benefits

Provision is made for the liability for employee
benefits arising from services rendered by
employees to the end of the reporting period.

Short-term employee benefits

Liabilities for wages, salaries and bonuses and
the value of fringe benefits received (including
non-monetary benefits) that are expected to be
settled wholly within twelve months of the end of
the reporting period are recognised in Other
Liabilities in respect of employee services
provided to the end of the reporting period and are
measured at the amounts expected to be paid
when the liability is settled, plus related on-costs.

Long-term employee benefits

Liabilities for long service leave and annual leave
that are not expected to be settled within twelve
months of the end of the reporting period are
recognised as provisions for employee benefits
and are measured at the present value of the
expected future payments to be made in respect
of services provided to the end of the reporting
period using the projected unit credit method.
Consideration is given to expected future salary
and wage increases, experience of employee
departures and periods of service. Expected
future payments are discounted using the
corporate bond rates at the end of the reporting
period with terms to maturity and currency that
match, as closely as possible, the estimated
future cash outflows.

Regardless of when settlement is expected to
occur, liabilities for long service leave and annual
leave are considered as current liabilities if the
Group does not have an unconditional right to
defer settlement for at least twelve months after
the end of the reporting period.

Contributions are made by the Group to employee
superannuation funds and are recognised in the
profit and loss when incurred.

(r) Contributed equity

Ordinary shares are classified as equity.
Mandatorily redeemable preference shares are
classified as liabilities. Costs directly attributable
to the issue of new shares or options are shown
as a deduction from the equity proceeds, net of
any income tax benefit. Costs directly attributable
to the issue of new shares or options associated
with the acquisition of a business are included as
part of the purchase consideration.
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NOTE 1 cont

(s) Goods and services tax (GST)

Revenues, expenses and assets are recognised
net of the amount of GST, except where the
amount of GST incurred is not recoverable from
the Australian Tax Office. In these circumstances,
the GST is recognised as part of the cost of
acquisition of the asset or as part of an item of the
expense. Receivables and payables in the
Statement of Financial Position are shown
inclusive of GST.

(t) Assets backing private health insurance
liabilities

The Health Fund manages its financial
investments, which comprise term deposits and
cash and financial assets at fair value through
profit or loss, to ensure it has sufficient funds to
meet all private health insurance liabilities, such
as members’ claims and operational expenses as
they fall due.

To ensure that the risks inherent in the Health
Fund’s investments are appropriately managed,
the Board has endorsed a strategy of placing no
more than 25% of the total term deposits with any
one financial institution, while ensuring that there
is reasonable spread of maturity dates. Central to
the management of the Health Fund’s liquidity is
the forecasting of daily cash flows. The Board is
regularly advised about the extent of surplus
funds available based on historical records and
latest projections of cash flows, including
expectations of contributions and risk equalisation
funds and claims to be paid out. As at 30 June
2016 and 2015, the Board determined that private
health insurance liabilities are reasonably backed
by cash and term deposits and financial assets at
fair value through profit or loss.

(u) Insurance contracts

Insurance contracts for the Health Fund are
defined as those containing significant insurance
Actuarial assumptions

risk at the inception of the contract, or those
where, at the inception of the contract, there is a
scenario with commercial substance in which the
level of insurance risk may be significant over
time. The significance of insurance risk is
dependent on both the probability of an insurance
event and the magnitude of its potential effect.
Once a contract has been classified as an
insurance contract, it remains an insurance
contract for the remainder of its lifetime, even if
the insurance risk reduces significantly during this
period.

(v) Outstanding claims provision

The provision for outstanding claims for the Health
Fund provides for claims received but not
assessed, and claims incurred but not received.
The provision is based on actuarial assessment
taking into account historical patterns of claim
incidence and processing. No discounting is
applied to the provision due to the generally short
time period between claim incidence and
settlement. The provision also provides for the
expected payment to or receipt from the Risk
Equalisation Trust Fund in relation to an amount
provided for unpresented and outstanding claims.
Under AASB 1023, risk margin has been applied in
the calculation as capital for prudential purposes.

(w) Actuarial assumptions and methods
Actuarial methods

The outstanding claims provision is derived based
on three valuation classes, namely hospital,
medical and general treatment services.

In calculating the estimated cost of unpaid claims
a chain ladder method is used, this assumes that
the development pattern of the current claims will
be consistent with historical experience. Where
deemed necessary, manual adjustments were
made to the outstanding claims by service month
to produce an appropriate estimate of incurred
claims for the service month.

The following assumptions have been made in determining the outstanding claims liability based on inputs
from management and advice from the Appointed Actuary.

2016 2015
General General
Hospital Medical treatment Hospital Medical treatment

Variables % % % % % %
Proportion paid to date 97% 97% 99% 96% 97% 99%
Expense rate 4.54% 4.54% 4.54% 4.36% 4.36% 4.36%
Discount rate Nil Nil Nil Nil Nil Nil
Risk equalisation rate 12.92% 12.92% 12.92% 18.39% 18.39% 18.39%
Risk margin 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

The risk margin of 6% (2015: 6%) of the underlying liability has been estimated to equate to a probability of

adequacy greater than 75% (2015: 75%).
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Process used to determine assumptions
A description of the processes used to determine
these assumptions is provided below:

i. Proportion paid to date

The proportion paid to date summarises the
application of the chain ladder method (over the
12 months to 30 June 2016) described above to
determine the total expected incurred in each
service month. The proportion paid to date has
been determined with one month’s paid claims
hindsight.

ii. Discount rate

As claims for health funds are generally settled
within one vyear, no discounting of claims is
usually applied as the difference between the
undiscounted value of claims payments and the
present value of claims payments is not likely to
be material.  An increase in the proportion
assumed paid to date, would lead to more claims
being paid earlier and therefore a decrease in the
liability

iii. Expense rate

Claims handling expenses were calculated by
reference to past experience of total claims
handling costs as a percentage of total past
payments. An increase or decrease in this
expense would have a corresponding effect on
the claims expense.

iv. Risk equalisation rate

In simplified terms, each private health insurer is
required to contribute to the risk equalisation pool
or is paid from the pool to equalise their hospital
claims exposure to members aged over 55 years
of age and in respect of high cost claims. This is
an allowance made in respect of the claims
incurred but not yet paid. An increase or decrease
in this expense would have a corresponding effect
on the claims expense.

v. Risk margin

The risk margin has been based on an analysis of
the past experience of the Health Fund. This
analysis examined the volatility of past payments
that has not been explained by the model adopted
to determine the central estimate. This past
volatility has been assumed to be indicative of the
future volatility and has been set at a level
estimated to equate to a probability of adequacy
greater than 75% (2015: 75%). An increase or
decrease in this expense would have a
corresponding effect on the claims expense.

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

The probability of adequacy implied by the risk
margin 6% (2015: 6%) has been determined with
one month’s paid claims hindsight. The 2016
provision was prepared using one month’s paid
claims hindsight.

Sensitivity analysis — Insurance contracts
Summary

The Appointed Actuary conducts sensitivity
analyses to quantify the exposure risk of changes
in the key underlying variables and assumptions.
The movement in any key variable will impact the
performance and equity of the Group.
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The tables below describe how a change in each assumption will affect the health insurance liabilities and
hence the profit or loss and the equity of the Group.

Profit Equity
2016 2016
$°000 $°000
Recognised amounts in the financial statements 8,693 179,162
Adjusted Adjusted amount
Movement  Adjustments amount Adjustments included in
Variables in variable on surplus included in in Equity Statement of
% $°000 profit or loss $°000 Financial Position
$°000 $'000
Central estimate +1% (41) 8,652 (41) 179,121
Central estimate -1% 41 8,734 41 179,203
Expense rate +1% (46) 8,647 (46) 179,116
Expense rate -1% 46 8,739 46 179,208
Risk equalisation rate +1% (36) 8,657 (36) 179,126
Risk equalisation rate -1% 36 8,729 36 179,198
Risk margin +1% (48) 8,645 (48) 179,114
Risk margin -1% 48 8,741 48 179,210

(X) Rounding of amounts

The Group and Parent Entity have applied the relief available under ASIC Corporations (Rounding in
Financial/Directors’ Report) Instrument 2016/191 and accordingly, amounts in the financial statements have
been rounded off to the nearest thousand dollars ($°000) unless otherwise stated.

(y) Accounting estimates and judgments

Management have made judgments when applying the Group’s accounting policies with respect to the:
i.De-recognition of securitised loans assigned to a special purpose vehicle used for securitisation
purposes — refer to Note 37.

Management have made significant estimates and assumptions with respect to:
i. Impairment provisions for loans — refer to Note 15
ii. Fair value of investment property — refer to Note 18
iii. Fair value measurement of financial instruments — refer to note 36

(z) Comparatives
Where required by Australian Accounting Standards, comparative figures have been adjusted to conform to
changes in presentation in the current year.

(aa) New and amended standards and interpretations

The Group applied, for the first time, certain new and amended accounting standards and interpretations
which are effective for annual periods beginning on or after 1 July 2015. There are no new and amended
accounting standards and interpretations that became effective as of 1 July 2015 that have material impact
to the Group.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

(ab) New and amended standards and interpretations issued but not yet effective

Certain new accounting standards and interpretations have been published that are not mandatory for 30
June 2016 reporting periods and have not been early adopted by the Group. The Group’s assessment of the
impact of these new standards and interpretations is set out below.

New/revised pronouncements

Nature of change

Impact

(i) AASB 9 Financial Instruments
(application date 30 June 2019)

The AASB has issued the
complete AASB 9. The new
standard includes revised
guidance on the classification and
measurement of financial assets,
including a new expected credit
loss model for calculating
impairment, and supplements the
new general hedge accounting
requirements previously
published. This supersedes AASB
9 (issued in December 2009-as
amended) and AASB 9 (issued in
December 2010

AASB 9 may have a potential
increase in the Group’s loans and
advances provisioning. However,
the Group has not yet fully
assessed the impact of AASB 9 as
this standard does not yet apply
mandatorily.

(i) AASB 15 Revenue from
Contracts with Customers
(application date 30 June 2019)

The standard contains a single
model that applies to contracts
with customers and two
approaches to recognising
revenue: at a point in time or over
time. The model features a
contract-based five-step analysis

of transactions to determine
whether, how much and when
revenue is recognised.

The Group has not yet assessed
the full impact of this Standard.

(iif) AASB 2015-2 (issued

January 2015) Amendments to
Australian Accounting Standards -
Disclosure Initiative: Amendments
to AASB 101

(application date 30 June 2017)

Amends AASB 101 Presentation
of Financial Statements

to clarify that:

» Materiality applies to all primary
financial statements and notes,
and applies even to a list of
specific, minimum disclosures

* Line items can be disaggregated
if doing so could influence a
user’s decision

* Subtotals must be made up of
items recognised in accordance
with Australian Accounting
Standards

» Additional subtotals in the
Statement of Profit or Loss and
Other Comprehensive Income
must be reconciled back to
subtotals required by AASB 101

* Notes no longer need to follow
the order of items in the financial
statements and related items can
be grouped together (e.g. all
financial instruments)

These amendments affect
presentation and disclosures only.
Therefore on first time adoption of
these amendments on 1 July
2016, comparatives will need to
be restated in line with
presentation and note ordering.

QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES | 2015-2016 FINANCIAL REPORT |

PAGE 27




NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

NOTE 1 cont

New/revised pronouncements

Nature of change

Impact

(i) AASB 2015-2 cont

* Accounting policies can be
placed at the end of the notes to
the financial statements

» Share of other comprehensive
income of associates and joint
ventures must be separately
classified into amounts that will be
reclassified to profit or loss in
future, and amounts that will not
be reclassified to profit or loss in
future.

(iv) AASB 16 Leases
(application date 30 June 2020)

Except for short-term leases (less
than 12 months from
commencement date, including
extension options), and ‘low value’
items, all leases will be capitalised
on the balance sheet by
recognising a ‘right-of-use’ asset
and a lease liability for the present
value of the obligation. This
means that we will no longer see
straight-line ‘rental’ expense in
profit or loss (except for short-term
leases and low value items). All
leases will incur a frontend

loaded expense, comprising
depreciation on the right-of-use
asset, and interest on the lease
liability.

When initially measuring the right-
of-use asset and lease liability,
non-cancellable lease payments
(including inflation-linked
payments), as well as payments
for option periods which the entity
is reasonably certain to exercise,
must be included in the present
value calculation.

There will be no change to the
accounting treatment for short-
term leases less than 12 months
and leases of low value items,
which  will continue to be
expensed on a straight-line basis.
No changes to accounting for
entities as a lessor, as it

retains the accounting for
operating and finance leases for
lessors.

To the extent that the group, as
lessee, has significant operating
leases outstanding at the date of
initial application, 1 July 2019,
right-of-use  assets  will be
recognised for the amount of the
unamortised portion of the useful
life, and lease liabilities will be
recognised at the present value of
the outstanding lease payments.
Thereatfter, earnings before
interest, depreciation, amortisation
and tax (EBITDA) will increase
because operating lease
expenses currently included in
EBITDA will be recognised instead
as amortisation of the right-of use
asset, and interest expense on the
lease liability. However, there will
be an overall reduction in net profit
before tax in the early years of a
lease because the amortisation
and interest charges will exceed
the current straight-line expense
incurred under AASB 117 Leases.
This trend will reverse in the later
years.
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NOTE 1 cont

The following standards and interpretations which are not applicable to the Group have been issued by the
AASB but are not yet effective for the period ended 30 June 2016:

New/revised pronouncements Application
Date

AASB 14 Regulatory Deferral Accounts 30 June 2017

AASB 2014-4 Amendments to Australian Accounting Standards-Clarification of 30 June 2017

Acceptable Methods of Depreciation and Amortisation

AASB 2014-3 Amendments to Australian Accounting Standards- Accounting for 30 June 2017
Acquisitions of Interests in Joint Operations

AASB 2014-9 Amendments to Australian Accounting Standards- Equity method in 30 June 2017
Separate Financial Statements

AASB 2014-10 Amendments to Australian Accounting Standards- Sale or Contribution of | 30 June 2017
Assets between an Investor and its Associate or Joint Venture

AASB 1056 Superannuation Entities 30 June 2017
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NOTE 2 Interest income and interest expense

Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $°000

(@) Interest income

Assets at amortised cost

Cash and cash equivalents 351 399 351 399

Financial assets held to maturity 4,564 5,139 6,362 7,074

Loans and advances 52,060 55,575 52,060 55,575

Impaired loans 93 199 93 199

Total interest income 57,068 61,312 58,866 63,247
(b) Interest expense

Liabilities at amortised cost

Borrowings — securitisation 832 1,006 832 1,006

Deposits from financial institutions 169 218 169 218

Deposits from members 24,985 29,441 24,807 29,225

Total interest expense 25,986 30,665 25,808 30,449
NOTE 3 Other revenue and income
- Dividends received — other corporations 103 86 103 86
- Fees and commissions — deposits from members 13,661 12,955 10,720 10,463
- Bad debts recovered 53 52 53 52
- Net gain on disposal of property, plant and equipment - 1,814 - 1,814
- Rental income from investment property - - 356 194
- Rental income from operating leases 593 420 138 78
- Management fee 12,266 9,344 180 -
- Contribution income — Queensland Country Health Fund - - 91,962 82,496
- Gain on managed funds - - 234 212
- Fair value movement on investment property 361 - 331 80
- Other - - 292 68
Total other revenue and income 27,037 24,671 104,369 95,543
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NOTE 4 Profit before income tax Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $'000

Profit before income tax has been determined after the
following items:

Expenses
- Fees and commissions 1,056 576 1,056 576
- Depreciation - buildings 302 505 985 839
- plant and equipment 734 743 956 850

- Amortisation - leasehold improvements 689 530 689 569
- Amortisation - software 358 27 358 27
- Impairment losses - loans and advances 1,178 188 1,178 188
- Rental expense on operating leases — minimum

lease payments 3,428 2,731 2,049 1,894
- Employee benefits - superannuation 1,745 1,627 1,745 1,627
- Employee benefits - other 21,913 20,167 21,913 20,167
- General administration 6,139 5,907 3,358 3,549
- Direct property expenditure from investment

property generating rental income 167 93 167 93
- Benefits paid - Queensland Country Health Fund - - 79,448 69,698
- Loss on disposal of property, plant and equipment 49 7 54 7
- Information technology costs 5,079 4,650 5,079 4,650
- Transaction processing costs 4,451 4,048 4,451 4,048
- Other operating expenses 5,769 6,052 5,624 5,989
Total Expenses 53,057 47,851 129,110 114,771
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NOTE 5 Income tax Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $000

(@) Numerical reconciliation of income tax expense to
prima facie tax payable:

Tax at the Australian tax rate of 30% (2015: 30%) 1,519 2,240 2,495 4,071
Add Tax effect of:
Non-deductible expenses 22 27 29 27
1,541 2,267 2,524 4,098
Less Tax effect of:
Tax offset for franked dividends (31) (26) (36) (26)
Tax building depreciation/building allowance (22) (34) (22) (34)
Non-assessable income — Queensland Country
Health Fund - - (620) (1,831)
Other non-assessable items (12) (24) (12) (24)
1,476 2,183 1,833
Initial Recognition of deferred tax balance (2,050)
Adjustment recognised for prior periods (160) - (160)
Income tax expense 1,316 2,183 (376) 2,183
(b)  Major components of tax expense/(income):
- Current tax 1,280 1,910 1,356 1,910
- Deferred tax relating to the origination and reversal
of temporary differences 196 273 478 273
- Initial Recognition of deferred tax balance (2,050)
- Adjustment recognised for prior periods (160) (160)
1,316 2,183 (376) 2,183

(c) Balance of franking account at year end adjusted for
franking credits or debits arising from payment of the
provision for income tax or receipt of dividends
receivable at the end of the reporting date based on a
tax rate of 30% (2015: 30%) 41,017 39,705 41,125 39,705

Queensland Country Health Fund Ltd, a subsidiary, changed its tax status from tax exempt to “for profit” on
1% January 2016. A deferred tax balance was recognised of $2,050,000 as at this date.

NOTE 6 Auditor’s remuneration Credit Union Group
2016 2015 2016 2015
$ $ $ $
Remuneration of the auditor of the parent entity and the
Group for:
—Auditing or reviewing the financial statements of any entity 98,000 98,000 124,350 124,350
in the group
— Other services in relation to any entity in the group
— taxation services 12,638 11,060 25,638 11,060
— accounting services = - = -
— audit and review of prudential returns 29,200 39,200 29,200 39,200
— other assurance services 44,535 30,250 56,185 41,900

184,373 178,510 235,373 216,510
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NOTE 7 Key management personnel Credit Union Group
2016 2015 2016 2015
$ $ $ $

(@ Remuneration of key management personnel (KMP)
Compensation of KMPs in total and for each
of the following categories was as follows

- short term employee benefits 2,663,880 2,248,518 2,663,880 2,248,518
- post-employment benefits — superannuation 227,360 198,243 227,360 198,243
contributions
- other long-term benefits — net 56,383 17,554 56,383 17,554
increase/(decrease) in long service leave
provision
- terminations 50,325 - 50,325 -
Total 2,997,948 2,464,315 2,997,948 2,464,315

Remuneration shown as short-term benefits means (where applicable) wages, annual leave and
bonuses and value of fringe benefits received, but excludes out of pocket expense reimbursements.
All remuneration to Directors was approved by the Members at the previous Annual General Meetings
of the Credit Union and Health Fund.

(b) Loans to KMPs and their close family members
The Credit Union’s policy for lending to KMPs is that all loans are approved and deposits accepted on
the same terms and conditions that applied to Members for each class of loan or deposit. There are no
benefits or concessional terms and conditions applicable to the close family members of the KMPs.
There are no loans that are impaired in relation to the loan balances with KMPs. There are also no
loans that are impaired in relation to the loan balances with close family relatives of KMPs.

The aggregate value of loans at year end 9,480,923 9,521,006 9,480,923 9,521,006
The aggregate value of other credit facilities at
year end 533,000 531,000 533,000 531,000
Amounts drawn down included in the aggregate
value (279,073) (278,491) (279,073) (278,491)
Net balance available 253,927 252,509 253,927 252,509

During the year the aggregate value of loans

disbursed amounted to:

- Revolving credit facilities - - - -
- Personal loans - - - -
- Term loans 741,778 2,910,247 741,778 2,910,247

741,778 2,910,247 741,778 2,910,247

During the year the aggregate value of Revolving
credit facility limits granted or increased amounted

to: - 6,000 - 6,000
Interest and other revenue earned on loans and
revolving credit facilities 388,332 359,325 388,332 359,325
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NOTE 7 cont Credit Union Group
2016 2015 2016 2015
$ $ $ $

(c) Other transactions with KMPs and their close family members

KMPs have received interest on deposits with the
Credit Union during the financial year. Interest has
been paid on terms and conditions no more
favourable than those available on similar
transactions to members of the Credit Union.

Total value of deposits at year end 3,854,444 4,297,079 3,854,444 4,297,079

Total interest paid on these deposits during the
year 50,397 151,874 50,397 151,874

The Credit Union’s policy for receiving deposits from other related parties, and in respect of other
related party transactions, is that all transactions are approved and deposits accepted on the same
terms and conditions that apply to members for each type of deposit. There are no other benefits paid
or payable to the close family members of the KMPs. There are no service contracts to which KMPs or
their close family members are an interested party.

NOTE 8 Cash and cash equivalents Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $000
Cash on hand 4,004 4,335 4,004 4,335
Deposits with ADI’s 8,029 7,660 8,554 7,913
12,033 11,995 12,558 12,248

The effective interest rate on short-term bank deposits was 0.01% (2015: 0.01%); these deposits are
available at-call.

NOTE 9 Receivables due from other financial institutions

ADI receivables 4,852 3,035 4,852 3,035

All receivables due from other financial institutions are expected to be recovered within 12 months from the
reporting date.
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NOTE 10 Financial assets at fair value through Credit Union Group
profit and loss
2016 2015 2016 2015
$°000 $000 $°000 $000
Financial assets, at fair value
- Managed funds - - 2,344 2,101
- Capital Notes - - 3,412 -
Total - - 5,756 2,101
Movement in fair value — Managed Funds
- Opening balance - - 2,101 1,888
- Acquisition of managed fund units - - - -
- Redemption of managed fund units - - - -
- Net distribution - - - -
- Changes in market conditions - - 243 213
- Closing balance - - 2,344 2,101
Movement in fair value — Capital Notes
- Opening balance - - - -
- Acquisition - - 3,421 -
- Redemption - - - -
- Net distribution - - - -
- Changes in market conditions - - (9) -
- Closing balance - - 3,412 -

Amounts of financial assets at fair value through profit and loss

expected to be recovered more than 12

months after the reporting date for the Credit Union amounted to $nil (2015: $nil), for the Group amounted to

$5,756,000 (2015: $nil).

NOTE 11 Other receivables

Accrued interest 525 502 959 1,068
Sundry debtors 1,822 1,578 3,925 2,980
2,347 2,080 4,884 4,048

NOTE 12 Income tax receivable

Current income tax receivable 1,035 446 934 446

NOTE 13 Financial assets held to maturity

Bank bills of exchange and certificates of deposit 98,424 87,971 98,424 87,971

Floating rate notes 26,700 16,200 40,200 23,700

Deposits with ADI’s 69,272 90,766 103,926 132,455
194,396 194,937 242,550 244,126

Amounts of financial assets held to maturity expected to be recovered more than 12 months after the
reporting date for the Credit Union amounted to $25,500,000 (2015: $16,200,000), for the Group amounted

to $44,000,000 (2015: $33,700,000).
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NOTE 14 Loans and advances Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $°000
Loans and advances outstanding
— Overdrafts 33,753 35,068 33,753 35,068
— Term loans 990,915 928,706 990,915 928,706
— Credit cards 13,717 14,165 13,717 14,165
— Other 1,320 1,036 1,320 1,036
Gross loans and advances 1,039,705 978,975 1,039,705 978,975
Provision for impairment (1,887) (3,567) (1,887) (3,567)
Net loans and advances 1,037,818 975,408 1,037,818 975,408

Amounts of loans and advances expected to be recovered more than 12 months after the reporting date for
the Credit Union amounted to $794,035,000 (2015: $754,969,000), for the Group amounted to $794,035,000
(2015: $754,969,000).

NOTE 15 Impairment of loans and advances

(@) Provisions for impairment

— Opening balance 3,567 3,893 3,567 3,893
— Impairment expense 1,178 188 1,178 188
— Bad debts written off (2,858) (514) (2,858) (514)
— Closing balance 1,887 3,567 1,887 3,567

Details of credit risk management are set out in Note 32.

(b) Provision for impairment calculation

— Provision prescribed by prudential standards 1,887 3,567 1,887 3,567
— Additional specific provision = - = -
— Closing balance 1,887 3,567 1,887 3,567

Key assumptions in determining the provision for impairment

In the course of the preparation of the financial statements, the Credit Union has determined the likely
impairment loss on loans and overdrafts which have not maintained loan repayments in accordance
with the loan contract, or where there is other evidence of impairment such as bankruptcy, industrial
restructuring, job losses or economic circumstances. In identifying the impairment from these events,
the Credit Union is required to estimate the impairment using the length of time the loan is in arrears
and the historical losses arising in past years. Given the relatively small number of impaired loans, the
circumstances may vary for each loan over time resulting in higher or lower impairment losses.
Provision for impairment calculations are based on the prescribed provisioning of APRA prudential
standard APS 220 where provisioning is based on the period of arrears or irregularity as follows:

Period of Overdrafts Category 3 Category 2
Impairment % of balance % of balance % of balance
14 to 89 days 40 - -

90 to 181 days 75 40 5
182 to 272 days 100 60 10
273 to 364 days 100 80 15
Over 364 days 100 100 20

PAGE 36 | 2015-2016 FINANCIAL REPORT | QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES



NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

NOTE 15 cont Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $°000

(c) Impairment expense on loans and
advances to members
- Movement in provision for impairment 1,178 188 1,178 188
- Bad debts written off directly to profit or loss - -

Total impairment expense for loans and
advances 1,178 188 1,178 188

(d) There were no assets acquired from loan recovery (2015: $nil)

The policy of the Group is to sell the assets via auction at the earliest opportunity, after the measures to
assist the members to repay the debts have been exhausted.

(e) Loans and advances by impairment class

- Net impaired loans — refer 15(f) 3,271 2,159 3,271 2,159
- Past due but not impaired — refer 15(g) 1,330 1,930 1,330 1,930
- Neither past due or impaired — refer 15(h) 1,033,217 971,319 1,033,217 971,319
Net loans and advances 1,037,818 975,408 1,037,818 975,408
(f)  Impaired loans and advances at reporting date
Individually impaired loans and advances 5,158 5,726 5,158 5,726
Provision for impairment (1,887) (3,567) (1,887) (3,567)
Net Individually impaired loans 3,271 2,159 3,271 2,159
Total net impaired loans and advances 3,271 2,159 3,271 2,159
Individually impaired loans and advances at reporting date
Loans by purpose
- Housing loans 3,957 2,591 3,957 2,591
- Revolving credit 471 336 471 336
- Personal loans 436 456 436 456
- Commercial loans 294 2,343 294 2,343
Provision for impairment (1,887) (3,567) (1,887) (3,567)
Carrying amount 3,271 2,159 3,271 2,159
Aging analysis
Not past due - - - -
Past due 0 — 90 days in arrears - - - -
Past due 90 — 180 days in arrears 1,665 332 1,665 332
Past due 180 — 270 days in arrears 445 127 445 127
Past due 270 — 365 days in arrears 205 770 205 770
Past due more than 365 days in arrears 2,722 4,032 2,722 4,032
Overlimit facilities more than 14 days 121 465 121 465
Provision for impairment (1,887) (3,567) (1,887) (3,567)
Carrying amount 3,271 2,159 3,271 2,159

QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES | 2015-2016 FINANCIAL REPORT | PAGE 37



NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

NOTE 15 cont Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $000
(g) Past due but not impaired loans and advances at reporting date

These loans are not considered impaired as the value of the related security over residential property is
in excess of the loan due.

Loans by purpose

- Housing loans 1,330 1,930 1,330 1,930
- Revolving credit - - . -
- Personal loans - - . -
- Commercial loans

Carrying amount 1,330 1,930 1,330 1,930

Aging analysis
Past due 0 — 90 days in arrears - - i -
Past due 90 — 180 days in arrears 587 1,897 587 1,897

Past due 180 — 270 days in arrears 143 - 143 -
Past due 270 — 365 days in arrears 150 33 150 33
Past due more than 365 days in arrears 450 - 450 -
Carrying amount 1,330 1,930 1,330 1,930

(h) Neither past due or impaired loans and advances at reporting date
Loans by purpose
- Housing loans 881,788 817,140 881,788 817,140
- Revolving credit 47,090 49,642 47,090 49,642
- Personal loans 68,404 64,894 68,404 64,894
- Commercial loans 35,935 39,643 35,935 39,643
Carrying amount 1,033,217 971,319 1,033,217 971,319

(i)

All loans and advances to members that are neither past due or impaired are with long standing clients
who have good payment history. The above values include the balance of renegotiated loans and
advances.

Collateral held
The Group holds collateral against loans and advances to members as detailed below:

Loans and advances with no collateral 31,238 40,667 31,238 40,667
Loans and advances with collateral 1,006,580 934,741 1,006,580 934,741
Total Loans and advances 1,037,818 975,408 1,037,818 975,408

Where collateral is held, it is in the form of mortgage interests over property, other registered securities
over assets, mortgage insurance and guarantees. The fair value of the collateral is measured at the
time of providing the loan or advance and is required to be no less than 100% of the loan or advance.
The fair value of the collateral is generally not updated except when a loan or advance is individually
assessed as impaired. Collateral is usually not held over loans and advances to, or deposits with,
other financial institutions. Collateral is usually not held against investment securities.
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NOTE 16 Property, plant and equipment

Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $°000
(a) Carrying amounts
Land
- At cost 310 424 6,197 6,311
Buildings
- At cost 4,955 5,615 24,765 25,384
- Accumulated depreciation (2,904) (2,928) (3,921) (3,262)
2,051 2,687 20,844 22,122
Leasehold improvements
- At cost 8,462 8,124 8,462 8,444
- Accumulated amortisation (7,432) (6,814) (7,432) (7,134)
1,030 1,310 1,030 1,310
Plant and equipment
- At cost 10,225 10,496 12,097 12,146
- Accumulated depreciation (8,000) (7,701) (8,317) (7,851)
2,225 2,795 3,780 4,295
Total property, plant and equipment 5,616 7,216 31,851 34,038
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NOTE 16 cont

(b)  Movements in carrying amounts
Reconciliations of the carrying amounts of each class of property, plant and equipment between the
beginning and end of the financial year are set out below.
Constru-
Leasehold Plant & ction in
Land Buildings Improvements Equipment Progress Total
$°000 $°000 $°000 $°000 $°000 $°000
Credit Union
Balance at 1 July 2015 424 2,687 1,310 2,795 - 7,216
- Additions - 41 444 462 - 947
- Transfers (114) (375) - - - (489)
- Disposals - - (35) (298) - (333)
- Depreciation expense - (302) (689) (734) - (1,725)
Balance at 30 June 2016 310 2,051 1,030 2,225 - 5,616
Balance at 1 July 2014 424 2,227 746 1,871 - 5,268
- Additions - 797 1,094 1,820 - 3,711
- Transfers - 168 - - - 168
- Disposals - - - (153) - (153)
- Depreciation expense - (505) (530) (743) - (4,778)
Balance at 30 June 2015 424 2,687 1,310 2,795 - 7,216
Group
Balance at 1 July 2015 6,311 22,122 1,310 4,295 - 34,038
- Additions - 82 444 750 - 1,276
- Transfers (114) (375) - - - (489)
- Disposals - - (35) (309) - (344)
- Depreciation expense - (985) (689) (956) - (2,630)
Balance at 30 June 2016 6,197 20,844 1,030 3,780 - 31,851
Balance at 1 July 2014 6,311 2,227 784 2,241 10,586 22,149
- Additions - 1,625 1,095 3,057 8,355 14,132
- Transfers - 19,109 - - (18,941) 168
- Disposals - - - (153) - (153)
- Depreciation expense - (839) (569) (850) - (2,258)
Balance at 30 June 2015 6,311 22,122 1,310 4,295 - 34,038
(c) Valuations

Independent valuations were performed by Certified Practicing Valuers: M. Galvin (AAPI); D. Johnston
(AAPI); R. Taylor (AAPI); C. Lane (AAPI)); and A. Dickinson (AAPI) as at 30" June 2016. The valuations
were obtained in accordance with a policy to value land and buildings every three years. The increase in
value over cost has not been brought to account. The valuations have been based on the current market
value of freehold land and buildings, taking into consideration the sales of similar land and buildings in
the area. The directors are satisfied that the outcome of these valuations adequately support the carrying
values above.
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Credit Union Group
2016 2015 2016 2015
$°000 $'000 $°000 $000
NOTE 17 Intangible assets
(&) Carrying amounts
Computer Software
- At cost 2,971 1,846 3,153 1,846
- Accumulated amortisation (384) (27) (384) (27)
Total computer software 2,587 1,819 2,769 1,819

(b) Movements in carrying amounts
Reconciliations of the carrying amounts of each class of intangible assets between the beginning and
end of the financial year are set out below.

Computer
software Total
$°000 $°000

Credit Union

Balance at 1 July 2015 1,819 1,819
- Additions 1,126 1,126
- Disposals - -
- Depreciation expense (358) (358)
Balance at 30 June 2016 2,587 2,587
Balance at 1 July 2014 220 220
- Additions 1,626 1,626
- Disposals - -
- Depreciation expense (27) (27)
Balance at 30 June 2015 1,819 1,819
Group

Balance at 1 July 2015 1,819 1,819
- Additions 1,308 1,308
- Transfers - -
- Disposals - -
- Depreciation expense (358) (358)
Balance at 30 June 2016 2,769 2,769
Balance at 1 July 2014 220 220
- Additions 1,626 1,626
- Transfers - -
- Disposals - -
- Depreciation expense 27) (27)
Balance at 30 June 2015 1,819 1,819
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Credit Union Group

2016 2015 2016 2015

$°000 $°000 $°000 $°000
NOTE 18 Investment property
Movements
Opening balance - - 3,740 3,660
Transfers 489 - 489 -
Capital expenditure - - 150 -
Net gain/(loss) from fair value adjustments 361 - 331 80
Closing balance 850 - 4,710 3,740

The fair value model is applied to all investment property. Investment properties are independently valued
annually. Values are based on an active liquid market value and are performed by a registered independent
valuer. The independent valuations were carried out by Craig Berridge, registered valuer no. 3650 of JJL on
5" January 2016; Carlo Lando, registered valuer no. 2534 of Taylor Byrne Valuers on 15" January 2016 and
James Hayward, registered valuer no. 3759 of Herron, Todd and White on 17" June 2016. The directors do
not believe there are any significant differences from the valuations obtained during the year to reporting
date.

The revaluations have been based on the current market value of freehold land and buildings, taking into
consideration the sales of similar land and buildings in the area.

Refer to Note 36 for further disclosure on fair value measurement.

NOTE 19 Financial assets at cost

Shares in unlisted entities 2,324 2,246 2,324 2,246

The shareholdings in Indue Limited and Cuscal Limited are measured at cost as the fair value can not be
measured reliably. These companies were created to supply services to the member credit unions and do
not have an independent business focus. These shares are held to enable the Group to receive essential
banking services — refer Note 32B. These shares are not publicly traded and are not redeemable.

The financial statements of Indue and Cuscal record net tangible asset backing of these shares exceeding
their cost value. Based on net assets of Indue and Cuscal, any fair value determination on these shares is
likely to be greater than their cost value, but due to the absence of a ready market and restrictions on the
ability to transfer the shares, a market value is not able to be determined readily. The Group is not intending
to dispose of these shares.
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Credit Union Group
2016 2015 2016 2015
$'000 $°000 $°000 $°000
NOTE 20 Deferred tax assets
(a) Deferred tax assets comprise temporary
differences attributable to:
- provision for doubtful debts 566 1,070 566 1,070
- provision for outstanding claims - - 1,520 -
- employee benefits 1,127 1,022 1,127 1,022
- depreciation 1,501 1,808 2,220 1,808
- land and buildings 760 797 161 797
- tax losses - - 24 -
- other 485 419 615 419
Net deferred tax assets 4,439 5,116 6,233 5,116
(b) The movement in deferred tax assets for each
temporary difference during the year is as
follows:
Provision for doubtful debts
Opening balance 1,070 1,168 1,070 1,168
Change recognised in profit or loss (504) (98) (504) (98)
Closing balance 566 1,070 566 1,070
Provision for outstanding claims
Opening balance - - - -
Change recognised in profit or loss - - 1,520 -
Closing balance - - 1,520 -
Employee benefits
Opening balance 1,022 921 1,022 921
Change recognised in profit or loss 105 101 105 101
Closing balance 1,127 1,022 1,127 1,022
Depreciation
Opening balance 1,808 1,872 1,808 1,872
Change recognised in profit or loss 173 (64) 892 (64)
Adjustment recognised for prior periods (480) - (480)
Closing balance 1,501 1,808 2,220 1,808
Land and buildings
Opening balance 797 1,020 797 1,020
Change recognised in profit or loss (37) (223) (636) (223)
Closing balance 760 797 161 797
Tax losses
Opening balance - - - -
Change recognised in profit or loss - - 24 -
Closing balance - - 24 -
Other
Opening balance 419 407 419 407
Change recognised in profit or loss 66 12 196 12
Closing balance 485 419 615 419
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Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $'000
NOTE 21 Other assets
Prepayments 835 790 835 790
NOTE 22 Other borrowings
Trinity Mortgage Origination Trust 18,158 21,016 18,158 21,016
NOTE 23 Deposits from members
Member call deposits (including withdrawable shares) 606,952 550,844 599,074 542,632
Member term deposits (including accrued interest) 471,373 461,079 467,598 460,079
Member retirement savings account deposits (including
accrued interest) 58,873 63,476 58,873 63,476

1,137,198 1,075,399 1,125,545 1,066,187

Amounts of deposits from members expected to be settled more than 12 months after reporting date for the
Credit Union amounted to $nil (2015: $nil), for the Group amounted to $nil (2015: $nil).

There are no deposits from an individual member, or association groups of members which exceed 10% of
total liabilities of the Credit Union.

NOTE 24 Other payables

Accrued expenses 1,746 1,019 1,746 1,019

Contributions in advance — Queensland Country Health

Fund - - 12,459 10,785

Employee entitlements 2,135 1,969 2,135 1,969

Other liabilities 9,637 9,231 11,253 10,957
13,418 12,219 27,593 24,730
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Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $°000
NOTE 25 Provisions
Long service leave 1,620 1,438 1,620 1,438
Make good provision 427 451 427 451
Outstanding claims provision - - 5,067 4,682
Unexpired risk liability reserve - - 502 188
2,047 1,889 7,616 6,759
(a) Make good provision
The movements in the make good provision were
as follows:
— Carrying amount — opening balance 451 367 451 367
— Additional provisions raised during the year = 84 - 84
—  Amounts used (24) - (24) -
— Carrying amount — closing balance 427 451 427 451

The Group is required under the terms of their leases to restore the leased premises at the end of
the lease to its original condition. A provision has been recognised for the present value of the
estimated expenditure required to demolish any leasehold improvements at the end of the lease.
These costs have been capitalised as part of the cost of the leasehold improvements and are
amortised over the shorter of the term of the lease or the useful life of the assets.

(b) Outstanding claims provision

Carrying amount — opening balance
Additional provisions required
Reduction in provisions required

= - 4,682 4,559
= - 385 123

Carrying amount — closing balance

_ - 5,067 4,682

The provision for outstanding claims relates to Queensland Country Health Fund Ltd, it provides for
claims received but not assessed and claims incurred but not received. The provision is based on
actuarial assessment taking into account historical patterns of claim incidence and processing. The
provision also provides for the expected payment to the Risk Equalisation Trust Fund and claims
handling costs.
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Credit Union Group
2016 2015 2016 2015
$°000 $000 $°000 $°000
NOTE 25 cont ’
() Unexpired risk liability reserve
— Carrying amount — opening balance = - 188 -
— Additional provisions required = - 314 188
— Reduction in provisions required = - - -
— Carrying amount — closing balance = - 502 188

The unexpired risk liability reserve relates to Queensland Country Health Fund Ltd, it provides for a
deficiency between future premium income and future claims and expenses. The provision is based
on actuarial liability adequacy testing performed on hospital and general treatment contracts up to 1
April 2017.

NOTE 26 Reserves

(@) General reserve
The general reserve records funds set aside for future expansion of the Credit Union.

(b) Credit losses reserve
The credit losses reserve records amounts previously set aside as a general provision and is
maintained to comply with the Prudential Standards as set down by APRA.

(c) Redeemed preference shares reserve
The redeemed preference shares reserve records the transfer of profits appropriated for the
redeemable preference shares that have been redeemed.
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Credit Union Group
2016 2015 2016 2015
$°000 $'000 $°000 $°000

NOTE 27 Statements of cash flows
(@) Reconciliation of cash
For the purposes of the statements of cash flows, cash includes cash on hand and “at call” deposits,

net of overdrafts with other financial institutions. Cash at the end of the financial year as shown in the
Statement of Cash Flows is reconciled to the related items in the Statement of Financial Position as

follows:
Cash and cash equivalents 12,033 11,995 12,558 12,248
Receivables due from other financial institutions 4,852 3,035 4,852 3,035
— at call

16,885 15,030 17,410 15,283

(b) Cash flows presented on a net basis

Cash flows arising from the following activities are presented on a net basis in the Statement of Cash
Flows:

— Member deposits in and withdrawals;

— Sales and purchases of maturing certificates of deposit;

— Receivables due from other financial institutions;

—  Other borrowings; and

— Provision of member loans and the repayment of such loans.

(c) Reconciliation of cash flow from operations with profit after income tax

Profit/(loss) after income tax 3,746 5,284 8,693 11,387

— (Gain)/loss on sale of property, plant and - (1,814) - (1,814)
equipment

— Depreciation and amortisation 2,083 1,805 2,988 2,285

— Decreasel/(increase) in investment property (361) - (331) (80)

— Provision for loan impairment 1,178 188 1,178 188

Changes in operating assets and liabilities:

— (Increase)/decrease in loans and advances (63,587) 22,045 (63,587) 22,045
— Increase/(decrease) in member deposits 62,311 (8,145) 59,895 (8,531)
— Increase/(decrease) in interest payable (512) (1,161) (538) (1,160)
— (Increase)/decrease in interest receivable (23) 142 109 611
— (Increase)/decrease in prepayments (45) (230) (45) (230)
— (Increase)/decrease in sundry debtors (245) (433) (946) (320)
— (Increase)/decrease in deferred tax assets 677 273 (1,117) 273
— Increase/(decrease) in income tax payable (589) (729) (489) (729)
— Increase/(decrease) in provisions 158 224 857 534
— Increase/(decrease) in payables and other
liabilities 1,198 3,509 2,864 4,849
Net cash provided by/(used in) operating activities 5,989 20,958 9,531 29,308
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Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $°000
NOTE 28 Commitments
(@) Future capital commitments - - - -
(b) Operating lease commitments
Non cancellable operating leases contracted for,
payable as follows:
— Not longer than 1 year 1,361 1,441 1,361 1,441
— Longer than 1 and not longer than 5 years 2,688 1,822 2,688 1,822
— Longer than 5 years 806 161 806 161
4,855 3,424 4,855 3,424

Operating lease commitments relate to property leases for premises used for branch operations.
Leases are non-cancellable and are of varying terms up to 10 years with option periods of up to 5
years.

(c) Outstanding loan commitments
Loans and credit facilities approved but not funded or
drawn at the end of the financial year:
— Loans approved but not funded 25,168 22,423 25,168 22,423

— Undrawn overdraft, line of credit and VISA
facilities 43,296 43,411 43,296 43,411

(d) Operating leases receivable
Non cancellable operating leases contracted for,
receivable as follows:

— Not longer than 1 year 44 44 405 151
— Longer than 1 and not longer than 5 years 89 130 1,768 670
— Longer than 5 years - - - 3

133 174 2,173 824

Operating lease receivables relate to a property lease of excess space within a branch premise. The
lease is non-cancellable with a 5 year term, with option periods of up to 5 years.

NOTE 29 Overdraft facilities

Overdraft facility approved 320 320 320 320
Overdraft facility used - - - -
Overdraft facility available 320 320 320 320

An overdraft facility is available through the Indue Group.

NOTE 30 Subsidiaries and other entities

The parent entity is Queensland Country Credit Union Limited. Particulars in relation to Subsidiaries and Other
Entities:

Country of Ownership interest held by
Name incorporation group
2016 2016
Queensland Country Health Fund Ltd Australia 100% 100%
MTG QCCU Trust Repo Series No.1 Australia 100% 100%
Queensland Country Care Navigation Pty Ltd Australia 100% N/A
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Queensland Country Health Fund Ltd is a registered “for profit” health insurer and is operated by the Credit
Union under a contract of management. The Health Fund changed its status to “for profit” on 1** January 2016
and now has the capacity to pay dividends to Queensland Country Credit Union. In February 2011,
Oueensland County Health Fund Ltd changed its constitution to make Queensland Country Credit Union
Limited its only member.

The MTG QCCU Trust Repo Series No. 1 is a structured entity that has been established to support the
ongoing liquidity management framework of Queensland Country Credit Union Limited. The Credit Union has
purchased the Floating Rate Notes issued by the Trust which will be available for sale and repurchase to the
Reserve Bank of Australia. Queensland Country Credit Union Limited is the residual income unit holder of the
Trust. Refer to Note 37 for further details on securitisation.

Queensland Country Care Navigation Pty Ltd was established on the 4" January 2016 and is a subsidiary
company of Queensland Country Health Fund Ltd. This company has an agreement with the Health Fund to
provide care coordination services to Members of the Health Fund and there is a management agreement in
place with the Credit Union.

Credit Union Group
2016 2015 2016 2015
$°000 $'000 $°000 $°000

NOTE 31 Classes of financial assets and financial liabilities

The following is a summary of financial instruments by class:
(a) Financial assets measured at amortised cost

Cash and cash equivalents 12,033 11,995 12,558 12,248
Receivables due from other financial institutions 4,852 3,035 4,852 3,035
Other receivables 2,347 2,080 4,884 4,048
Financial assets held to maturity 194,396 194,937 242,550 244,126
Loans and advances to members 1,037,818 975,408 1,037,818 975,408
Total 1,251,446 1,187,455 1,302,662 1,238,865
(b) Financial assets at fair value through profit and
loss - - 5,756 2,101
(c) Financial assets at cost 2,324 2,246 2,324 2,246
(d)  Financial liabilities measured at amortised cost
Other borrowings 18,158 21,016 18,158 21,016
Deposits from members 1,137,198 1,075,399 1,125,545 1,066,187
Other payables 13,418 12,219 27,593 13,944
Total 1,168,774 1,108,634 1,171,296 1,101,147

NOTE 32 Risk management policy and objectives

Introduction
The Board of Directors (the Board) has endorsed a strategy of compliance and risk management to suit the
risk profile of the Credit Union.

Key risk management policies encompassed in the overall risk management framework include:
Risk Management Strategy

Interest Rate (Market) Risk Management

Liquidity and Funding Risk Management

Credit Risk Management

Capital Management

Data Risk Management
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e Compliance
e Business Continuity, Fraud and Corruption.

The main elements comprising Credit Union risk governance are:

(i) Board

The primary governing body is responsible for establishing the Risk Appetite Statement (‘RAS’) which
dictates the nature and extent of significant risks the Credit Union is willing to accept to achieve business
objectives, and the framework for reporting and mitigating those risks. The Board has delegated to the Risk
Management, Audit and Remuneration Committees specific responsibilities for ensuring risks are adequately
identified, controlled and managed. Only Directors comprise these Committees.

(i) Audit committee

Its key risk management role is the assessment of the controls in place to mitigate risks, including effective
operation of the ‘three lines of defence’. The Audit Committee approves an annual internal audit plan to
review areas of significant risk and assess whether risk controls are adequate and/or operating effectively.
The Audit Committee receives and reviews internal audit reports and provides relevant feedback to the Risk
Management Committee for their consideration.

(iiif) Internal audit
Internal Audit has responsibility for testing the efficacy of risk controls and compliance with policies and
operational processes as required by the Audit Committee.

(iv) Risk management committee

A key body in the control of risk, the Risk Management Committee resides within the ‘second line of defence’
and ensures appropriate management systems are in place to effectively identify, assess, control and report
on the strategic, prudential and operational risks to which the Credit Union is exposed. To assist monitoring
the effectiveness of risk management processes, the Committee meets regularly to review and consider
prudential and operational risk (including compliance) reports, minutes from the Operations Risk
Management and Compliance Committee, and Assets and Liability Committee, and reports generated by the
Protecht.ERM system. It also ensures that contingency plans are in place to achieve business continuity in
the event of serious disruptions to business operations.

(v) Remuneration committee

Reviews CEO performance annually and as required, and recommends to the Board remuneration of the
CEO and direct reports to the CEO. The Committee carefully considers whether any performance-based
package components could adversely affect prudent risk-taking within the Credit Union including
compromise of independence of personnel who perform financial and risk/assurance functions, or its
financial viability.

(vi) Chief risk officer

This position forms part of the ‘second line of defence’ and has responsibility for coordination of the Risk
Management Strategy and overall risk framework including monitoring compliance with RAS and Board
Policy updates, assisting with regular reviews/assessments of strategic/operational risks utilising the
Protecht.ERM system, and reviewing and challenging effectiveness of controls. The position also liaises with
operational functions to ensure timely production of information for the Board Risk Committees, and ensures
that instructions passed from the Board via the Risk Committees are implemented.

(vii) General manager legal and compliance

Also part of the ‘second line of defence’, this position has responsibility for managing and monitoring legal
and regulatory risk and compliance including implementation and management of a compliance plan. The
position also has responsibilities as In-house Counsel and AML/CTF Officer for the Credit Union.

(viii) Asset & liability committee (ALCO) — Market and interest rate risk
This Management Committee meets at least monthly and has responsibility for managing interest rate risk
exposures, and ensuring that the treasury and finance functions adhere to exposure limits as outlined in the

PAGE 50 | 2015-2016 FINANCIAL REPORT | QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES



NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

NOTE 32 cont

policies for interest rate gap. Regular scrutiny of market risk reports is intended to prevent any exposure
breaches prior to the monthly review by the Board.

(ix) Credit committee — Credit risk

This Committee of senior management meets as required and has responsibility for managing and reporting
credit risk exposure. It scrutinises operational reports and monitors exposures against limits determined by
the Board. The Credit Committee also determines the credit risk of loans in the banking book, ensures
provisioning is accurate and determines controls that need to be put in place regarding the authorisation of
new loans.

The Credit Committee has responsibility for implementing policies to ensure that all large credit exposures
are properly pre-approved, measured and controlled. Details concerning a prospective borrower are subject
to a criteria-based decision-making process. Criteria used for this assessment include: credit references,
loan-to-value ratio on security and borrower’s capacity to repay which vary according to the value of the loan
or facility.

All large credit exposure facilities above policy limits are approved by the Credit Committee or the Board. All
exposures are checked daily against approved limits, independently of each business unit, and are reported
to the Board on a monthly basis.

All loans are managed weekly through the monitoring of the scheduled repayments. Accounts where the
arrears are over 90 days or over-limit facilities over 14 days, have collective provisions charged against
them. Other provisions are taken up on accounts considered doubtful and the status of these loans is
reported to the Credit Committee weekly and the Board monthly.

Arrears are strictly controlled. The size of the loan book is such that it is possible to monitor each individual
exposure to evaluate whether specific provisions are necessary and adequate. The Credit Committee
implements the Credit Union’s credit risk policy. Additionally, a collective provision is held to cover any losses
where there is objective evidence that losses are present in components of the loans and advances portfolio
at the end of the reporting date.

(X) Operational risk management and compliance committee

This Management Committee meets as required, but at least quarterly and is responsible for monitoring
conduct of risk assessments, the ongoing adequacy of risk controls, and attestation of key risk indicators and
compliance questions. The Committee also ensures the Board Risk Management Committee receives
regular reporting and updates relating to operational risk management matters.

The Credit Union has undertaken the following strategies to minimise the risks arising from financial
instruments:

A. Market risk
The objective of the Group’s market risk management is to manage and control market risk exposures in
order to optimise risk and return.

Market risk is the risk that changes in interest rates, foreign exchange rates or other prices and other
volatilities will have an adverse effect on the Group’s financial condition or results. The Credit Union is not
exposed to currency risk, or other significant price risk. The Credit Union does not trade in the financial
instruments it holds on its books. The Credit Union is exposed to interest rate risk arising from changes in
market interest rates. The management of market risk is the responsibility of the ALCO Committee.

Interest rate risk

Interest rate risk is the risk of variability of the fair value of future cash flows arising from financial instruments
due to the changes in interest rates. Most ADIs are exposed to interest rate risk within their treasury
operations. The Credit Union’s exposure to interest rate risk is measured and monitored using interest rate
sensitivity models. There has been no change to the Credit Union’s exposure to market risk or the way the
Credit Union manages and measures interest rate risk in the reporting period.
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The policy of the Credit Union is to maintain a balanced ‘on book’ strategy by ensuring the net interest rate
gaps between assets and liabilities are not excessive. The gap is measured monthly to identify any large
exposures to the interest rate movements and to rectify the excess through targeted fixed rate interest
products available through investment assets, and term deposit liabilities to rectify the imbalance to within
acceptable levels.

The Credit Union’s exposure to interest rate risk is set out in Note 34, which details the contractual interest
change profile.

An independent review of the risk management profile is conducted by Protecht Advisory Pty Ltd,
independent risk management consultants. The Board monitors these risks through the reports from these
consultants and other management reports. Based on calculations as at 30 June 2016, the net profit and
equity impact for a 1% (2015:1%) movement in interest rates would be $517,113 (2015: $604,867).

The method used in determining the sensitivity was to evaluate the profit based on the timing of the interest
repricing on the banking book of the Credit Union for the next 12 months. In doing the calculation, the
assumptions applied were that:

e the interest rate change would be applied equally over the loan products and term deposits;

e the rate change would be as at the beginning of the 12 month period and no other rate changes would
be effective during the period;

e the term deposits would all reprice to the new interest rate at the term maturity, or be replaced by

deposits with similar terms and rates applicable;

stuck call savings deposits would not reprice in the event of a rate change;

fixed rate mortgage loans would all reprice to the new interest rate at the contracted date;

other mortgage loans would all reprice to the new interest rate within 28 days;

personal loans would reprice to the new interest rate at expiry date;

all loans would be repaid in accordance with the current average repayment rate (or contractual

repayment terms);

e the value and mix of call savings to term deposits will be unchanged; and

e the value and mix of personal loans to mortgage loans will be unchanged.

B. Credit risk

Credit risk is the risk that members, financial institutions and other counterparties will be unable to meet their
obligations to the Credit Union which may result in financial losses. Credit risk arises principally from the
Credit Union’s loan book and investment assets.

Credit risk — Loans and advances
The maximum credit risk exposure in relation to loans is discussed in Note 35(a).

Concentrations are discussed below and in Note 35(b).

The method of managing credit risk is by way of strict adherence to the credit assessment policies before
loans are approved and close monitoring of defaults in the repayment of loans thereafter on a regular basis.
The credit policy has been endorsed by the Board to ensure that loans are only made to members that are
credit-worthy (capable of meeting loan repayments).

The Credit Union has established policies over the:

e Credit assessment and approval of loans and facilities covering acceptable risk assessment, security
requirements;

e Limits of acceptable exposure over the value to individual borrowers, non-mortgage secured loans,
commercial lending and concentrations of geographic and industry groups considered a high risk of
default;

PAGE 52 | 2015-2016 FINANCIAL REPORT | QUEENSLAND COUNTRY CREDIT UNION LIMITED ABN 77 087 651 027 AND SUBSIDIARIES



NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2016

NOTE 32 cont

Reassessing and review of the credit exposures on loans and facilities;

Establishing appropriate provisions to recognise the impairment of loans and facilities;
Debt recovery procedures; and

Review of compliance with the above policies.

A regular review of compliance is conducted as part of the internal audit scope.

(i) Past due and impaired loans

A loan is past due when the counterparty has failed to make payment when contractually due. Past due
does not mean that a counterparty will never pay, but it can trigger various actions such as renegotiation,
enforcement of covenants, or legal proceedings.

Weekly reports monitor loan repayments to detect delays in repayments and recovery action is undertaken
as appropriate. For loans where repayments are doubtful, external consultants are engaged to conduct
recovery action once the loans are over 90 days in arrears. The exposures to losses arise predominantly in
the personal loans and facilities not secured by registered mortgage over real estate.

If appropriate, the estimated recoverable amount of the loan is determined and any impairment loss based
on the net present value of future anticipated cash flows is recognised in the profit or loss. In estimating
these cash flows, management makes judgments about a counterparty’s financial situation and the net
realisable value of any underlying collateral.

In addition to specific provisions against individually significant financial assets, the Credit Union makes
collective assessments for each financial asset portfolio segment by similar risk characteristics.

Provisions are maintained at a level the management deems sufficient to absorb probable incurred losses in
the Credit Union’s loan portfolio from homogenous portfolios of assets and individually identified loans.

A provision for impairment is established on all past due loans after a specified period of repayment default
where it is probable that some of the asset will not be repaid or recovered. Specific loans and portfolios of
assets are provided against depending on a number of factors including changes in counterparty’s industry
and technological developments, as well as identified structural weaknesses or deterioration in cash flows.
Detalls of past due and impaired balances and provisions for impairment of loans and advances to members
are discussed in Note 15.

(i) Collateral securing loans

A sizeable portfolio of the loan book is secured on residential property in Australia. Therefore, the Credit
Union is exposed to risks in the reduction of the Loan to Value (LVR) cover should the property market be
subject to a decline.

The risk of losses from the loans undertaken is primarily reduced by the nature and quality of the security
taken. Note 15(i) outlines extent of the collateral held against the loans held as at the end of the reporting
date. It is the policy of the Credit Union to allow members with a secured loan or advance reasonable
assistance and opportunity to rectify a breach prior to recovery procedures being initiated. Details of assets
acquired (if any) from loan recovery and their disposal are shown in Note 15(d).

(iii) Concentration risk — individuals
Concentration risk is a measurement of the Credit Union’s exposure to an individual counterparty (or group
of related parties).

The Credit Union minimises concentrations of credit risk in relation to loans by undertaking transactions with
a large number of customers. Concentration risk is also managed in accordance with the Prudential
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Standards. A large exposure is considered to exist if prudential limits are exceeded as a proportion of the
Credit Union’s regulatory capital (10 per cent). No capital is required to be held against these but APRA
must be informed. APRA may impose additional capital requirements if it considers the aggregate exposure
to all loans over the 10 per cent capital benchmark to be higher than acceptable.

The aggregate value of large exposure loans are set out in Note 35(b). Concentration exposures of
counterparties are closely monitored.

Credit risk - Liquid investments

Credit risk in relation to liquid investments is the risk that the other party to a financial instrument will fail to
discharge their obligation resulting in the Credit Union incurring a financial loss. This usually occurs when
counterparties fail to settle their obligations owing to the Credit Union.

(i) Concentration of credit risk

There is a concentration of credit risk with respect to investment receivables with the placement of
investments in Indue Limited. The risk of losses from the liquid investments undertaken is reduced by the
nature and quality of the independent rating of the investment body and the limits to concentration on one
entity. Also, the relative size of the Credit Union compared to the industry is relatively low such that the risk
of loss is reduced. The Board policy is to limit investments with Indue Limited to a maximum of 100% of the
capital base of the Credit Union. All other investments are limited to various percentages of the capital base
depending on their external ratings as per below:

Maximum
(% of capital base)
Indue Limited 100%
Cuscal 50%
Any single/group related ADI — rated AA 50%
Any single/group related ADI — rated A 50%
Other External Parties 25%
Unrated Parties 15%

(i) External credit assessment for institutional investments

The Credit Union uses the ratings of reputable ratings agencies to assess the credit quality of all investment
exposure, where applicable, using the credit quality assessment scale in APRA Prudential Standard 112.
The credit quality assessment scale within this standard has been complied with.

The carrying values associated with each credit quality step for the Group are as follows:

2016 2015
Carrying Past Due Carrying Past Due

Value Value  Provision Value Value Provision

$°000 $°000 $°000 $'000 $°000 $°000
Indue/Cuscal 30,921 - - 30,551 - -
ADI’s rated AA and above 45,421 - - 43,042 - -
ADI’s rated below AA 170,341 - - 175,693 - -
Unrated institutions 4,000 - - 2,500 - -
Total 250,683 - - 251,786 - -
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C. Liquidity risk

Liquidity risk is the risk that the Credit Union may encounter difficulties raising funds to meet commitments
associated with financial instruments e.g. borrowing repayments or member withdrawal demands. It is the
policy of the Board that Treasury maintains adequate cash reserves and committed credit facilities so as to
meet the member withdrawal demands when requested.

The Credit Union manages liquidity risk by:
e Continuously monitoring actual and daily cash flows and longer term forecasted cash flows;
e Monitoring the maturity profiles of financial assets and liabilities;
e Maintaining adequate reserves, liquidity support facilities and reserve borrowing facilities; and
e Monitoring the prudential liquidity ratio daily.

Under the APRA Prudential Standards, the minimum requirement is to maintain at least 9% of total adjusted
liabilities as liquid assets capable of being converted to cash within 24 hours. The Credit Union’s policy is to
maintain at least 11% of funds as liquid assets to maintain adequate funds for meeting Member withdrawal
requests. The ratio is checked daily. Should the liquidity ratio fall below this level, the Management and
Board are to address the matter and ensure that the liquid funds are obtained from new deposits and the
borrowing facilities available. The maturity profile of financial liabilities based on the contractual repayment
terms is set out in Note 33.

The ratio of liquid funds over the past year is set out below:

2016 2015
Liquid funds to total adjusted liabilities:
- As at 30 June 16.27% 17.06%
- Average for the year 16.70% 16.83%
- Minimum during the year 13.70% 14.30%
Liquid funds to total member deposits
- As at 30 June 17.49% 18.36%

D. Operational risk

Operational risk is the risk of loss to the Group resulting from deficiencies in processes, personnel,
technology and infrastructure, and from external factors other than credit, market and liquidity risks.
Operational risks in the Group relate mainly to those risks arising from a number of sources including legal
compliance, business continuity, data infrastructure, outsourced services, fraud and employee errors.

The Group’s objective is to manage operational risk so as to balance the avoidance of financial losses
through the implementation of controls, whilst avoiding procedures which inhibit innovation and creativity.
These risks are managed through the implementation of policies and systems to monitor the likelihood of
events and minimise the impact.

Systems of internal control are enhanced through:

e The segregation of duties between employee duties and functions, including approval and processing
duties;

e Documentation of the policies and procedures, employee job descriptions and responsibilities, to
reduce the incidence of errors and inappropriate behaviour;

e Implementation of whistle blowing policies to promote a compliance culture and awareness of duty to
report exceptions by staff;

e Education of members to review their account statements and report exceptions to the Credit Union
promptly;

e Effective dispute resolution procedures to respond to member complaints;

o Effective insurance arrangements to reduce the impact of losses; and

e Contingency plans for dealing with loss of functionality of system or premises or staff.
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(i) Fraud

Card and online fraud can arise from member card PINs, and internet passwords being compromised where
not protected adequately by the member. It can also arise from other system failures. The Group has
systems in place which are considered to be robust enough to prevent any material fraud. However, in
common with all retail banks, fraud is potentially a real cost to the Credit Union.

(ii) IT Systems

The worst case scenario would be the failure of the Credit Union’s core banking and IT network suppliers, to
meet customer obligations and service requirements. The Credit Union has outsourced the IT systems
management to an Independent Data Processing Centre (IDPC). This organisation has the experience in-
house to manage any short-term problems and has a contingency plan to manage any related power or
systems failures. Other network suppliers are engaged on behalf of the Credit Union by the industry body
Indue Limited to service the settlements with other financial institutions for direct entry, ATM and Visa cards,
and BPay, etc.

A full disaster recovery plan is in place to cover medium to long-term problems which is considered to
mitigate the risk to an extent such that there is no need for any further capital to be allocated.

E. Capital management

The Australian Prudential Regulatory Authority (APRA) sets and monitors capital requirements for the Credit
Union under Australian Prudential Standard (APS) 110 Capital Adequacy. Under the Standard the Credit
Union must maintain minimum levels of Tier 1 capital and may also hold Tier 2 capital up to certain
prescribed limits.

Tier 1 capital comprises the highest quality components of capital that fully satisfy the following essential
characteristics:

Provide a permanent and unrestricted commitment of funds;

Are freely available to absorb losses;

Do not impose any unavoidable servicing charges against earnings; and

Rank behind claims of depositors and other creditors in the event of winding up.

The Credit Union’s Tier 1 Capital includes preference share capital, retained profits and realised reserves.

Tier 2 capital comprises capital instruments that, to varying degrees, fall short of the quality of Tier 1 capital
but exhibit some of the features of equity and contribute to the overall strength of the Credit Union as a going
concern.

The Credit Union’s Tier 2 capital includes collective impairment allowances where the standardised approach
is used (general reserve for credit losses).
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Capital in the Credit Union is made up as follows:

2016 2015
$°000 $°000
Tier 1 Capital
Redeemed preference share capital account 767 725
General reserve 41,582 41,582
Retained earnings 52,827 49,302
Less:
Prescribed deductions (9,466) (9,338)
Net Tier 1 capital 85,710 82,271
Tier 2 Capital
Reserve for credit losses 3,135 2,956
Less:
Prescribed deductions - -
Net Tier 2 capital 3,135 2,956
Total capital 88,845 85,227

The Credit Union is required to maintain a minimum capital level of 8% as compared to the risk weighted
assets at any given time in accordance with APRA Prudential Standards. The Credit Union has complied
with all externally imposed capital requirements throughout the period.

The level of the capital ratio can be affected by growth in assets relative to growth in reserves and by
changes in the mix of assets. The capital ratios as at the end of each reporting period, for the past 5 years
are as follows:

2016 2015 2014 2013 2012

14.00% 14.25% 13.82% 13.06% 12.94%

The Credit Union’s objective is to maintain sufficient capital resources to support business activities and
operating requirements and to ensure continuous compliance with externally imposed capital ratios. To
manage the Credit Union’s capital, the Credit Union reviews the ratio monthly and monitors major
movements in asset levels. Policies have been implemented which require reporting to the Board and the
regulator if the capital ratio falls below 12.75%.
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The Credit Union’s exposure to interest rate risk, which is the risk that a financial instrument’s value or cash
flows will fluctuate as a result of changes in market interest rates and the effective weighted average interest
rate on classes of financial assets and financial liabilities, is as follows:

Fixed interest rate

Floating maturing: Non Effective
Interest 1 year 1to5 Interest Interest
Credit Union Rate or less years Sensitive Total Rate
Repricing Period: 30 June 2016 $’000 $°000 $°000 $°000 $°000 %
Financial Assets
- Cash and cash equivalents 8,029 - - 4,004 12,033 0.01
- Receivables due from other
financial institutions - - - 4,852 4,852
- Other receivables - - - 2,347 2,347
- Financial assets at cost - - - 2,324 2,324
- Financial assets held to maturity 29,018 139,878 25,500 - 194,396 2.51
- Loans and advances 788,142 72,168 177,508 - 1,037,818 4.70
825,189 212,046 203,008 13,527 1,253,770
Financial Liabilities
- Other borrowings 18,158 - - - 18,158 BI55
- Other payables - - - 13,418 13,418
- Deposits from members 669,115 468,083 - - 1,137,198 2.24
687,273 468,083 - 13,418 1,168,774
Repricing Period: 30 June 2015
Financial Assets
- Cash and cash equivalents 7,660 - - 4,335 11,995 0.01
- Receivables due from other
financial institutions - - - 3,035 3,035
- Other receivables - - - 2,080 2,080
- Financial assets at cost - - - 2,246 2,246
- Financial assets held to maturity 30,240 148,497 16,200 - 194,937 2.53
- Loans and advances 759,615 118,930 96,863 - 975,408 4,91
797,515 267,427 113,063 11,696 1,189,701
Financial Liabilities
- Other borrowings 21,016 - - - 21,016 3.03
- Other payables - - - 12,219 12,219
- Deposits from members 618,121 457,278 - - 1,075,399 2.41
639,137 457,278 - 12,219 1,108,634
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NOTE 34 cont
Fixed interest rate

Floating maturing: Non Effective
Interest 1 year 1to5 Interest Interest
Group Rate or less years Sensitive Total Rate
Repricing Period: 30 June 2016 $°000 $°000 $°000 $°000 $°000 %
Financial Assets
- Cash and cash equivalents 8,554 - - 4,004 12,558 0.01
- Receivables due from other
financial institutions - - - 4,852 4,852
- Other receivables - - - 4,884 4,884
- Financial assets at cost - - - 2,324 2,324
- Financial assets at fair value
through profit and loss 5,756 5,756
- Financial assets held to maturity 42,517 168,533 31,500 - 242,550 2.70
- Loans and advances 788,142 72,168 177,508 - 1,037,818 4.70
839,213 240,701 209,008 21,820 1,310,742
Financial Liabilities
- Other borrowings 18,158 - - - 18,158 3.55
- Other payables - - - 15,134 15,134
- Deposits from members 661,211 464,334 - - 1,125,545 2.23
679,369 464,334 - 15,134 1,158,837
Repricing Period: 30 June 2015
Financial Assets
- Cash and cash equivalents 7,913 - - 4,335 12,248 0.01
- Receivables due from other
financial institutions - - - 3,035 3,035
- Other receivables - - - 4,048 4,048
- Financial assets at cost - - - 2,246 2,246
- Financial assets at fair value
through profit and loss - - - 2,101 2,101
- Financial assets held to maturity 30,240 180,186 33,700 - 244,126 2.62
- Loans and advances 759,615 118,930 96,863 - 975,408 4.91
797,768 299,116 130,563 15,765 1,243,212
Financial Liabilities
- Other borrowings 21,016 - - - 21,016 3.03
- Other payables - - - 13,944 13,944
- Deposits from members 609,909 456,278 - - 1,066,187 2.41
630,925 456,278 - 13,944 1,101,147

NOTE 35 Credit risk

(a) Maximum credit risk exposure

The Credit Union’s maximum credit risk exposure, without taking into account the value of any collateral or
other security, in the event other parties fail to perform their obligations under financial instruments in relation
to each class of recognised financial asset, is the carrying amount of those assets as indicated in the
Statement of Financial Position.

In relation to loans, the maximum credit exposure is the value in the statement of financial position plus the
undrawn loan commitments. Details of undrawn loan commitments are shown in Note 28(c). Details of
collateral held as security are disclosed in Note 15(i).

In relation to financial assets at fair value through profit and loss, the maximum exposure to credit risk at the
end of the reporting date is the value on the Statements of Financial Position.
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NOTE 35 cont

(b) Concentrations of risk
There are no loans to individual members (including associated members) greater than 10% of capital.

NOTE 36 Fair value measurement

(a) Fair value hierarchy

The Group measures fair values of financial instruments using the following fair value hierarchy that reflects

the significance of the inputs used in making the measurements:

e Level 1: quoted market price (unadjusted) in an active market for an identical instrument;

e Level 2: valuation techniques based on observable inputs, either directly (i.e. as prices) or indirectly (i.e.
derived from prices). This category includes instruments valued using:

o Quoted market prices in active markets for similar instruments;

o Quoted prices for identical or similar instruments in markets that are considered less than active; or

o Other valuation techniques where all significant inputs are directly or indirectly observable from market
data.

e Level 3: valuation techniques using significant unobservable inputs. This category includes all instruments
where the valuation technique includes inputs not based on observable data and the unobservable inputs
have a significant effect on the instruments valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.

Fair values for financial instruments traded in active markets are based on quoted market prices at the end of
the reporting date. The quoted market price for financial assets is the current bid price and the quoted market
price. The fair value of financial instruments that are not traded in an active market are determined using
valuation techniques. To the extent possible, assumptions used are based on observable market prices and
rates at the end the reporting date.

(b) Fair value estimates
The fair value estimates were determined as follows:

Cash and cash equivalents, receivables from other financial institutions and other receivables
The carrying values approximate their fair values as they are short term in nature or are receivable on
demand.

Investments
(i) Assets measured at cost: Fair value is not reasonably determinable due to the unpredictable nature of cash
flow and lack of suitable method of arriving at a reliable fair value.

(i) Assets measured at fair value: Fair values of financial assets available at fair value through profit or loss
based on available prices.

(iif) Assets measured at amortised cost: The carrying values of financial assets held to maturity approximate
their fair values due to short-term maturities of these securities.

Loans and advances

For variable rate loans, the carrying amount value is a reasonable estimate of the fair value. The fair value for
fixed rate loans was calculated by utilising discounted cash flow models based on the maturity of the loans.
The discount rates applied were based on the current benchmark rate offered for the average remaining term
of the portfolio as at 30 June 2016.

Other borrowings and other payables
The carrying values approximate their fair value as they are short term in nature.
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Deposits

The fair value of at call and variable rate deposits and fixed rate deposits repriced within twelve months
approximates the carrying value. Discounted cash flow models based upon deposit types and related
maturities were used to calculate the fair value of other term deposits. The discount rates applied were based
on the current benchmark rate offered for the actual remaining term of the portfolio as at 30 June 2016.

Investment property
Refer to Note 18 for fair value estimates.

(c) Financial instruments measured at fair value — Fair value hierarchy

The following table analyses financial instruments measured at fair value at the reporting date by the level in
the fair value hierarchy into which the fair value measurement is categorised. The amounts are based on the
values recognised in the Statement of Financial Positon.

Level 1 Level 2 Level 3 Total
$°000 $°000 $°000 $°000
Group
2016 Financial assets at fair value
through profit or loss - 5,756 - 5,756
Group
2015 Financial assets at fair value
through profit or loss - 2,101 - 2,101

The Credit Union doesn’t have financial instruments measured at fair value recognised in the Statement of
Financial Position as at the reporting date (2015: $Nil)

(d) Financial instruments not measured at fair value — Fair value hierarchy
The following table sets out the fair value of financial instruments not measured at fair value and analyses
them by the level in the fair value hierarchy into which each instrument is categorised.

2016 2015
Carrying Fair Carrying  Fair Value
Amount Value Amount $°000
$°000 $°000 $'000
Credit Union
Financial assets
Loans and advances 1,037,818 1,056,548 975,408 987,632
Financial liabilities
Deposits from members 1,137,198 1,137,591 1,075,399 1,075,831
Group
Financial assets
Loans and advances 1,037,818 1,056,548 975,408 987,632
Financial liabilities
Deposits from members 1,125,545 1,125,937 1,066,187 1,066,619
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FOR THE YEAR ENDED 30TH JUNE 2016

The fair value measurement of loans and advanced and deposits from members are categorised as level 2 in

the fair value hierarchy.

(e) Investment property

The fair value measurement for the investment property has been categorised as level 3 fair value based on
the inputs to the valuation techniques used. Details of the significant unobservable inputs used and
relationship between unobservable inputs and fair value follow:

Valuation approach

Inputs Used

Direct comparison approach whereby the property is
directly compared to relevant sales of similar
properties within the area. Appropriate adjustments
are then made for differences in property itself and
such factors as movement in the market and the
circumstances of each sale.

(f) Level 3 reconciliation

1-6, 12 Mcllwraith Street, Auchenflower.
Selling price based on market value of similar
properties in the area:

Range $425,000 - $475,000 per unit, weighted
average $450,000.

1-4, 30 Cheyne Street, Pimlico.

Selling price based on market value of similar
properties in the area;

range $269,000 - $350,000 per unit, weighted
average $290,000.

8 Williams Street, Beaudesert. Selling price based
on market value per m2 of building area; $2,750 per
m2 of lettable area over the ground floor and
$1,650 per m2 over the first floor.

The following table shows reconciliations from the beginning balance to the ending balance for the fair value

measurements in level 3 of the fair value hierarchy:

Credit Union Group

2016 2015 2016 2015

$°000 $'000 $°000 $°000
Movements in level 3 of the fair value hierarchy
Balance at the beginning of the financial year -0 - 3,740 3,660
Gains/(losses) recognised in profit or loss 361 - 331 80
Gains recognised in other comprehensive income - - - -
Additions - - 150 -
Disposals - - - -
Other movements - - - -
Transfers into Level 3 489 - 489 -
Transfers out of Level 3 - - - -
Balance at the end of the financial year sl ) g 3,740
Total gains/(losses) for the period included in other
income in profit or loss that relate to assets held at the 361 331 80

end of the reporting period
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The Group’s policy is to recognise transfers into and out of the different fair value hierarchy levels at the date
the event or change in circumstances that caused the transfer occurred.

There have been no significant transfers into or out of each level during the year ended 30 June 2016 or the
prior year.

NOTE 37 Transfer of financial assets — securitisation

Queensland Country Credit Union Limited has transferred loans and advances to a securitisation entity known
as Trinity Mortgage Origination Trust. Notwithstanding the transfer, the Credit Union has retained substantially
all the risks and rewards of ownership of the relevant loans and advances as it has retained credit risk and
interest rate risk. Due to the retention of substantially all the risks and rewards of ownership, Queensland
Country Credit Union Limited continues to recognise the transferred assets within loans and advances and the
transfer is accounted for as a secured financing transaction. Queensland Country Credit Union Limited
assigned mortgage secured loans to the securitisation entity during 2016 amounting to $nil (2015: $nil). The
total assigned mortgage secured loans to the securitisation entity amounted to $18,158,000 as at 30 June
2016 (2015: $21,016,000).

Queensland Country Credit Union Limited collects the cash receipts relating to the loans and advances and
passes these receipts on to the Trinity Mortgage Origination Trust. The Credit Union cannot use the
transferred assets as they have been transferred to the Trinity Mortgage Origination Trust and pledged as
security for securities issued by the Trinity Mortgage Origination Trust.

The MTG QCCU Trust Repo Series No. 1 (The Trust) has been established to support the on-going liquidity
management framework of Queensland Country Credit Union Limited. The Credit Union has purchased the
Floating Rate Notes issued by the Trust. The senior notes held by the Credit Union are eligible to be utilised
as collateral in repurchase arrangements with the Reserve Bank of Australia (RBA). The total floating rate
notes as at 30 June 2016 amounted to $110,000,000 (2015: $110,000,000I). These arrangements enable the
Credit Union to raise funds from the RBA utilising its loans and advances as the underlying security. The
Credit Union has retained substantially all the risks and rewards of ownership of the relevant loans and
advances as it has retained credit risk and interest rate risk. Due to the retention of substantially all the risks
and rewards of ownership, Queensland Country Credit Union Limited continues to recognise the transferred
assets within loans and advances and the transfer is accounted for as a secured financing transaction.
Queensland Country Credit Union Limited assigned mortgage secured loans to the securitisation entity during
2016 amounting to $30,263,000 (2015: $118,765,000). The total assigned mortgage secured loans to the
securitisation entity amounted to $98,483,000 as at 30 June 2016 (2015: $98,260,000I).

Queensland Country Credit Union Limited collects the cash receipts relating to the loans and advances and
passes these receipts on to the MTG QCCU Trust Repo Series No. 1. The Credit Union cannot use the
transferred assets as they have been transferred to the Trust and pledged as security for securities issued by
the Trust.

The following table sets out the carrying amounts of transferred financial assets and the related liabilities at the
reporting date:

Credit Union Group
2016 2015 2016 2015
$°000 $°000 $°000 $000
Carrying amount of transferred assets 18,158 21,016 18,158 21,016
Carrying amount of associated liabilities 18,158 21,016 18,158 21,016
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NOTE 38 Events occurring after the reporting date

There are no matters or circumstances that have arisen since the end of the financial year which have
significantly affected or may significantly affect the operations, or state of affairs of the Credit Union or the
Group in subsequent financial years.

NOTE 39 Economic dependency
The Credit Union has an economic dependency on the following suppliers of services:

(&) Indue Limited

This entity supplies the Credit Union rights to VISA Card in Australia and provides services in the form of
settlement with Bankers for ATM and VISA Card transactions, personal and corporate cheques, and the
production of VISA and Cuecards for use by members. This entity also supplies institutional banking services
to the Credit Union. The Credit Union has significant liquidity investments with this entity. The Credit Union
also has its borrowing facilities with this entity (refer to Note 32B and Note 29).

(b) First Data International

This company operates the switching computer used to link Cuecards and VISA cards operated through ATM
and EFTPOS devices to the Credit Union's systems. First Data also manage the Credit Union’s 26 ATM’s in its
network.

(c) Lynx Financial Systems Pty Ltd

This company is the current facility manager of the Credit Union’s computer system. It also supplies the
computer hardware system used by the Credit Union for its core banking software. The Credit Union is
presently in the process of migrating from the Lynx Financial System Pty Ltd core banking system and
anticipates this to be finalised in late 2016.

(d) Data Action Pty Ltd
This company will provide the Credit Union’s computer system and related hardware systems for the core
banking software from late 2016.

(e) NTT Australia Pty Ltd
This company provides Windows environment hosting, applications and support for the Credit Union and
Health Fund.

NOTE 40 Related party transactions

(i) Key management personnel
Refer Note 7 for details of transactions with key management personnel.

(i) A number of key management personnel (KMP) hold positions in other entities that result in them having
control or significant influence over the financial or operating policies of those entities.

A number of these entities transacted with Queensland Country Credit Union Limited in the reporting period.
The terms and conditions of the transactions with key management personnel related entities were no more
favourable than those available, or which might reasonably be expected to be available, on similar
transactions with entities not related to key management personnel on an arm’s length basis.

The aggregate amounts of revolving credit provided during the year relating to related parties of the KMP were
as follows:

Revolving credit facilities provided to Value of Credit Amounts drawn  Net balance Number of

KMP related entities Facility down available facilities
$000 $000 $000

2016 230 44 186 5

2015 175 48 127 5

There were no loans provided during the year relating to related parties of the KMP.
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The aggregate amounts of deposits with Queensland Country Credit Union Limited during the year relating to
related parties of the KMP were as follows:

Closing Opening Total deposit Number of
Deposits from KMP related entities Balance Balance interest deposits
$000 $000 $000
2016 3,863 1,764 103 10
2015 1,764 17,183 627 9

(iif) Subsidiaries

Transactions with Subsidiary

Transactions with the Subsidiaries, Queensland Country Health Fund Ltd and Queensland Country Care
Navigation Pty Ltd are on normal commercial terms and conditions unless otherwise stated. Transactions
during the year comprised:

2016 2015
$’000 $000
- Balance of Queensland Country Health Fund Ltd deposit accounts held
with Queensland Country Credit Union Limited 11,628 9,212
- Interest paid on deposit accounts held by Queensland Country Health
Fund Ltd 178 216
- Management fees received by Queensland Country Credit Union Limited
from Queensland Country Health Ltd 12,085 9,344
- Rental income received by Queensland Country Credit Union Limited
from Queensland Country Health Fund Ltd 485 371
- Rental expense paid by Queensland Country Credit Union Limited to
Queensland Country Health Fund Ltd 1,109 557

Under the terms of a management agreement, a fee is paid to reimburse all costs incurred by the Credit
Union relating to the operation of the Health Fund (including personnel costs, computer costs, communication
costs and premises costs). In addition, the agreement specifies that the management fee may include a
charge per Health Fund member, payable to the Credit Union.

NOTE 41 Company details

The registered office of the company is:
Queensland Country Credit Union Limited, 70 Camooweal Street, Mount Isa, Queensland, 4825

The principal place of business of the company is:
Queensland Country Credit Union Limited, 333 Ross River Road, Aitkenvale, Queensland, 4814

The Credit Union operates in the Financial Services industry in Queensland.
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DIRECTORS' DECLARATION

Thi directors of Cusensland Country Cradit Union Limited declans ihal

(=) Tha firmncial siateniants, ommprising the statements of peofis of loss and other comprehensive income.
slatamants of finansial posifion, stalimpnis of cash flows, stelaments of changas o eguily and
Beoompanying noles ard n sccordance with The Corporations Act 2001, ard:
)] comgly with Accounting Sisndards #nd the Corporations Regulstoms 2001; and

[} give a s and fae view of the fimancs! pmhm“mﬂi}Jllm?ﬂlﬁanddhﬂrnfm
for the yeat endad on thal dais of the Credil Linton and of ive Group,

im) The Credil Union and the Group have ingided n tha notes to the finrancial statements an exphecil and
urweaarved stataman of compliance with iIntemational Financial Repofng Standands, and

{c) In the directors’ apinion, there are reasonable grounds to balave that Oueensland Country Gredit
Linion Limited will bo able to pay its debis as and when They bocome due-and payable.

E‘uumdfn;.gnd on behall of the directors in aooordance with @ resolution of the Board

fﬁff LAt

H._Eﬁilﬂrr. D:m&w
Dt thiz 157" day of Seplamber 2016
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INDEPENDENT AUDITOR'S REPORT

T the members of Queensland Coontry Credit Union Limited

Report on the Financial Report

We have audited the accompanying Mrancial report of Quoenstand Country Credit Union Limited, which
comprises the statement of fmancial position a2 at 30 June 2016, the statament of profit or loss amnd
other comprehensive income, the statement of changes in equity and the statement of cash flows for
the year then ended, notes compristog a summary of significant accounting policies and ather
explanatory Information, and the directors’ declaration of the consolidated entity comprising the
company and the entities it controlled at the year's end of from time to time during the financial year.

Drectors” Responsibility for the Financial Report

The directors of the company are responsible for the preparation of the financial report that gives a
true and fair view in accordance with Austratian Accounting Standards and the Cevporations Act 2001
and for such internal control as the directors determine is necessary to enable the preparation of the
financial report that gives a troe and (air view and b5 friee from material misstatement, whether due to
fraud or errar, In Hote 1, the directors also state, in accardance with Accounting Standard AASE 107
Presentotion of Fingnclal Stotements, that the financlal skatements comply with Internat lonal
Financiol Reparting Standards.

Auditor's Responsibility

Our respansibility b tr express an opinion on the financial report. based on our audit. We conducted ow
dudit tn accordance with Australian Auditing Standards. Those standards requine that we comply wath
relevant ethical requirements relating 1o audit engagements and plan and perform the audit to abtain
reasonable assurance abput whether the fnanclal report & free from material misstatement.

AR audit Invelves perfarming procedures to abtakn audit evidence about the amounts amd disclosores: in
the hinancial report, The procedures selected depend on the suditor’s judgement, includirg the
assesument of the risks of material misstatement of the Hinanclal report, whether dus to fraud or error.
In making those cisk Assessments, the auditor considers intevnal control relevant to the company ‘s
preparation of the financlal repart that gives a true and fair view In order to design audit procedures
iat are appropriate in the circumstances, but not for the purpose of expressing an opinios on the
effectivencss of the compamy”s interral control. An awdit also inctudes evaloating the appropriateness
of accounting palicles used and the reasonablensss of accounting estimates made by the directons, o
well ai evaluating the overall presentation of the financial report.

Wi belleve that the audit svidence we have oblaimed is sulficient and appropriate to provide a basis
Tor our augdit apininn,

B il Fug gl S L oo DT N Ow = il j om i i = | Tl pwiifEn e i — ) A i | Jid b T
TIHTFY = deisien e e i b e L LRl S R L N o e TR R o= e S ] w171, o gy
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BDO

independence

In conducting our audit, we have complied with the independence requirements of the Corporations
Act 2001. We confirm that the Independence declaration required by the Corporations Act 2004, which
has been given ta the directors of Queensiand Country Crdit Union Limited, would be in the same
terms if given to the directors as at the time of this aoditor's report.

Opinion
I o Gpleon:

fa) the financial repart of Queensiand Country Credit Union Limited t5 in accordance with the
Corporations Act 2001, including:

() giving a frue and fair view. of the company’s and consolidaced entity™s financal position as as
30 June 2016 and of their performance for the year ended an that date; and

Hi - complying with Australian Accounting Standards and the Corporations Regulotions 20071: and

b} the financial report also complies with frternat fonal Financlal Reporting Standards as disclosed in
Note 1.

BDO Audit Pty Lid

F A Gallagher
Mrecton

Brisbane, 15 September 2014
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