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Cambrian History

Since 1959, Cambrian has grown partly through mergers with other credit unions to
become one of Manitoba’s largest credit unions.

Every merger represented a coming together for one purpose only — to meet members’

ever changing needs.

1998
Manitoba Teachers’ Credit Union

1988

Heritage (Holy Cross)
Norwood/St. Boniface Legion,
Canada Packers, Foundry,
Westeel, Kane Equipment,
Campus, Shell, Holy Family,
Norwood — Winakwa,

St. Eugene

1986

Cambrian Credit Union — name
change to reflect strength and
diversity of the organization
1985

Canadian Foresters (St. John)
Eagles

1982

Italia (Holy Rosary)
Netherlands

1981

Selkirk Industrial (Manitoba
Rolling Mills)

1980

Winnipeg Terminal

West End, Stovel-Advocate,
Paper Products, Winnipeg
General Hospital, Paulin
Chambers

Weston Bakeries

Public Press

Manitoba Bridge & Engineering
Railwaymen’s

Unicity (CB of RT & GW)
Commercial Telegraphers
Starlink

Filipino

1979

Building Products

Swift Canadian

1977

Winnipeg South

Ignatius, Brebeuf, Cornish,
Winnipeg Municipal Hospital
Christie Brown

Strotco

1970
Selkirk

1970s

Sherwilco

Continental Can

Moore Business Forms
Iron Workers

Winnipeg Housewives

1962
Manitoba Co-Op Wholesale

1960s
MCI
Ideal Brass

Our predecessors:
1957
Co-operators Credit Union

1953
Service Credit Union
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Simple.
Secure.

Hassle-free.

SIMPLE.
CAMBRIAN REMAINS CONSISTENT.

It's quite simple, actually. Amid the
complication, upheavals, and overall
uncertainty of the global economic
recession of 2009, Cambrian continued
to experience growth and deliver a
strong financial performance that builds
confidence as we lead through 2010.

While not without its challenges,
Manitoba’s well-diversified economy
helped mitigate many of the hardships
so many other economies continue to
face. However, not being insulated by this
downturn, our community has certainly
been impacted by this recession and our
commitment to work with our members
has never been stronger. Cambrian works
tirelessly to remain focused on our true
purpose; working with our members to
build a financial foundation for making
their dreams come true.

Our following Report to Members will
demonstrate Cambrian’s continued

strength through our financial performance.

They are the end result of our members’
faith in Cambrian’s vision and values,
and our staffs’ execution in serving our
members and growing our credit union.

SECURE.
CAMBRIAN REMAINS STRONG.

It is growth that provides for a strong

and secure future. Despite the economic
challenges, there is no questioning

that Manitoba is growing — last year our
province saw an increase of 1.4% in its
population and also continued with many
new construction projects for the future.

Construction on the much-anticipated
Canadian Museum for Human Rights
began early in the year. The projected

$310 million museum will house state-of-
the-art technology and is slated to open in
early 2012.

Cambrian also continues to grow with
increased membership and a very strong
12.94% increase in assets! In fact,

we've outgrown our Waverley Heights
branch and have announced plans to
move this branch a few kilometers to a
stand-alone building with improved access
and amenities on Pembina Highway at
Bison Drive. Construction on the new
branch is planned to begin in March and
will be complete in the latter part of 2010.

Often in the midst of change comes
uncertainty about what lies ahead.

Not at Cambrian. Our prudent business
practices make our growth sustainable
into the future — creating greater security
for all our members.

Cambrian works tirelessly to remain focused on our true

purpose; working with our members to build a financial

foundation for making their dreams come true.
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HASSLE-FREE.
CAMBRIAN REMAINS RELIABLE.

There are certain things we come to rely
on which make our lives easier, and as we
put it at Cambrian — hassle-free.

Beyond our commitment to service, one of
the most reliable things about Cambrian is
our Best Pricing Policy; our commitment to
provide all of our members among some of
the best loan and deposit rates available,
no haggling required. In 2009’s economic
environment in which the Bank of Canada’s
lending rates were at an all-time low,
Cambrian ensured all members gained
access to some of the best mortgage and
deposit rates in both the province and the
country. Meanwhile, at a time where the
investment world had become cautious and
fearful, our branch and Investment Services
teams worked tirelessly to assist our
members with their investment strategies,
ensuring each had a plan that was right for
their individual needs.
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Cambrian’s commitment to community
involvement ties us as an organization
closely to the happenings, news, and

lives of our members. That's why we've
been talking so much about Manitoba

in 2009, including the province’s bright
future. Throughout the past year, Cambrian
demonstrated this community involvement
in very tangible ways. We know that giving
back to our community with cash and
in-kind donations, event sponsorships,
and volunteer hours makes Manitoba a
better place for us to call home. A list of
all our donations and sponsorships follows
— here are some of the more memorable
events from the past year of which we are
especially proud:

All eleven Cambrian branches wore
their hearts on their sleeves in February.
We were an official site to purchase
Variety Gold Hearts, raising funds for
Variety, the Children’s Charity.

Members and staff cheered on the Manitoba
Moose at our game sponsorship in January.
The next month, we supported the Winnipeg
Baby and Kids show, talking with families
about how to save for the future.

Cambrian staff purchased $1,000 worth
of daffodils to send to cancer patients in
support of the Canadian Cancer Society’s
annual Daffodil Days fundraiser.

As major sponsor to the Winnipeg Youth
Soccer Association’s indoor soccer
championships, Cambrian staff presented
trophies and awards to the Cambrian
Challenge Cup winners in March.

Cambrian staff sponsored a team at the
Cerebral Palsy Stationary Bike Race raising

$4,220 for continued research and support

for families.

Cambrian staff headed out to Variety's
Camp Brereton in May to lend a hand
cleaning, painting and building for the
camp-opening clean-up day.

Cambrian ensured all
members gained access
to some of the best
mortgage and deposit
rates in both the province

and the country.
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In June, Cambrian sponsored a relay
team called the Cambrian Cruisers in the
annual Manitoba Marathon. The heat of
that day might have affected the finish
time, but it didn’t beat down the five
runners’ enthusiasm!

Cambrian’s Selkirk branch was the place
to be in July for the Triple S Fair and
Rodeo, with Cambrian as the title sponsor
— complete with free hot dogs, drinks and
balloons for the community. All had a
great time!

A lucky fan each inning won a Winnipeg
Goldeyes jersey and Cambrian prize pack
at the Cambrian-sponsored Shirt Off Our
Backs Goldeyes game in July.

Ten handy Cambrian volunteers helped
build a Habitat for Humanity home on
Nairn Avenue in July, during Habitat's
week-long blitz build. We also served as
sponsors of the Women’s Build.

Thousands of Winnipeggers and visitors
to the city took in two weeks of cultural
celebrations at Folklorama, with Cambrian
as a major supporter and sponsor to the
Junior Ambassador Program.
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The fall saw Cambrian’s kick-off to our
involvement with the United Way of
Winnipeg. In total from staff donations,
special events and a corporate commitment
to match all staff contributions, Cambrian
raised over $135,000 for United Way.

Staff baked and brewed coffee for
donations to the Alzheimer Society of
Manitoba’s annual Coffee Break fundraiser.
In total, we raised over $2,200.

And to end off the year, Cambrian was a
sponsor at the Salvation Army breakfast of
Hope fundraising drive in December.

Cambrian is committed to serving

the needs of our members and the
communities of Winnipeg and Selkirk.

As we look back on 2009, we are very
proud of how far we have come. We live in
a community that is adept at overcoming
challenges and adversity and look forward
to working with our members to continue
growing into the years to come.

Cambrian Credit Union. Simple, secure
and hassle-free.

2009 DONATIONS

Alpha House

Broadway Adopt-A-Tree Program
Canada’s Royal Winnipeg Ballet

Cerebral Palsy Bike Race

Christmas L.I.T.E.

Co-op Development Foundation of Canada
Creative Retirement Manitoba Inc.
Folklorama

Friends of the Canadian Museum for
Human Rights

Jocelyn House

Lockport and St. Andrews school libraries
Manitoba Children’s Museum

Manitoba Theatre Centre

Manitoba Theatre for Young People
Manitoba Opera

Misericordia Health Centre Foundation
Nova House — Selkirk

Partners in the Park

Pillows for Troops
—In Memory of Cpl. James Hayward Arnal

Prairie Theatre Exchange
Raise-A-Reader

Selkirk and District Community Foundation
St. Amant Foundation

The Salvation Army

The Winnipeg Art Gallery
United Way Winnipeg
Variety, the Children’s Charity
Westminster Housing Society
Winnipeg Harvest

Winnipeg Jazz Orchestra
Winnipeg Music Festival

Winnipeg Symphony Orchestra

2009 SPONSORSHIPS

ALS Society of Manitoba — Walk for ALS
B’nai Brith of Canada

Cambrian’s Learning for Life Scholarships

Canadian Hemophilia Society
— Manitoba Chapter Gala Dinner

CNIB Eye on the Arts Auction
Creative Retirement of Manitoba
Folklorama

FortWhyte Alive

Habitat for Humanity

Hindu Society of Manitoba

Ka Ni Kanichihk

Manitoba Moose

Picnic in the Park

Red River College
— Enterprising Women'’s Conference

Rotary Charity Golf Classic

SJR-MBCI Summer Camp

Salvation Army — Bed in for Breakfast
Selkirk Fair and Rodeo

Strike! The Musical

United Way of Winnipeg Golf Tournament

University of Manitoba
— Commerce Business Banquet

Variety, The Children’s Charity
Camp Brereton

Western Canadian Aviation Museum
— Out of the Blue Gala

Winnipeg Baby and Kids Show
Winnipeg Blue Bombers

Winnipeg Chamber of Commerce
Golf Classic

Winnipeg Goldeyes

Winnipeg Youth Soccer Association
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Members

NET INCOME

ASSET GROWTH

58.11%

BOARD OF DIRECTORS

PAUL HOLDEN HOWARD FALK
CHAIR FIRST VICE-CHAIR

2 009 was a year of many

challenges due to the
continued economic uncertainty in both
Canada and the World. While the financial
services sector continues to undergo
many changes as a result of these market
conditions, Cambrian stays rooted in who
we are and what our core purpose is by
continuing to serve our members’ ongoing
financial needs.

Cambrian delivered strong growth across
all of our primary business areas despite
operating in an extremely competitive
marketplace. Our solid performance in
2009 allowed us to continue to grow our
market share and strengthen our financial
position for the future.

Our deposits rose by $215.325 million to
$1.870 billion, or 13.01 per cent. Our loans
grew by $125.295 million to $1.672 billion,
up 8.10 per cent. Our assets grew by
$227.812 million to $1.988 billion, up
12.94 per cent. Meanwhile, our net income
concluded the year at a solid $12.778
million. These results continue a track
record of consistently high performance

for Cambrian within the financial services
sector. Our disciplined regiment of both
risk and financial management practices
remains a cornerstone of our success.

SHAUNA MACKENZIE-SYKES
SECOND VICE-CHAIR

In 2009, we built our equity position to
$112.543 million, up from $100.020
million from the year earlier. Our retained
earnings grew to $102.629 million, up
from $90.122 million, which placed them
at 5.16 per cent of our assets. These levels
demonstrate more than just Cambrian’s
stability and exceptional financial position;
it also means we can continue to use

our capital in a highly effective manner,
allowing us to deliver increasing value to
our membership through our Best Pricing
Policy and in the form of consistently great
interest rates.

Our efficiency ratio deteriorated in 2009
from 53.91 per cent to 58.11 per cent.
Despite this, our efficiency ratio still

ranks Cambrian among the most efficient
credit unions in Canada. The efficiency
ratio measures the amount of expense

we incur to earn each dollar of revenue,
but it is more than an indication of

cost management. In a low interest
environment like we experienced in 2009,
managing our efficiency meant managing
increasing costs and lower margins while
continuing to pass along the great benefits
of banking with Cambrian to our members.
Remaining highly efficient is an important
competitive advantage as we expect 2010

CAMBRIAN CREDIT UNION 2009 ANNUAL REPORT 11



BOARD OF DIRECTORS

RAY BAUSCHKE GARY BLACK
DIRECTOR DIRECTOR

will only bring more price competition and
increasing pressure to financial margins
when serving our members and building
our market share.

MEMBER RETURNS

Last year, our refunded service fees
program, which automatically refunds
standard service fees to members whose
combined lending and savings with
Cambrian exceeds $30,000, refunded
$1.757 million. We have refunded more
than $11.675 million since the beginning
of the program in 1995. In addition

to refunded service fees, we also paid
$395,000, or 4.50 per cent, back to
members in dividends on their held
shares last year.

At Cambrian, we understand it takes

more than just great rates and refunded
service fees to deliver full member value.
The market research is compelling;
Manitobans are seeking reliable as well

as excellent service from their financial
institutions; and Cambrian has aligned our
business model to deliver all our services
in this manner — reliably and hassle-free.
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ROSE MARIE COUTURE
DIRECTOR

CAMBRIAN’S VALUE-ADDED

In 2009 we announced the relocation of
our Waverley Heights branch on South
Pembina Highway to Bison Drive near
the University of Manitoba. We will break
ground for this exciting relocation in

early 2010 with the new branch opening
in the fall of this year. The new branch
will provide members with a larger and
more service oriented space with much
improved access and parking. We are
continually striving to make improvements
to our overall branch network as well as
evaluating, from a strategic perspective,
the possibilities of emerging opportunities.

The introduction of the Tax-Free Savings
Account (TFSA) gave Cambrian another
opportunity to deliver additional value to
its members in 2009. The new TFSA is a
savings vehicle introduced by the Federal
Government meant to give Canadians
the ability to save money without paying
taxes on income earned in the account.
Cambrian members were among the first
in Canada to open their TFSAs through
Online Banking on January 1, 2009,

the initial day they were available.

DIRECTOR DIRECTOR

Achieva, our virtual branch, continues to
provide its customers with market leading
rates on all their personal savings needs.
After a full decade of operations, Achieva
is one of the only virtual institutions in
Canada that can demonstrate a dedicated
commitment of offering great rates, reliably,
and without hassle. Always committed to
improving our service delivery, Achieva
introduced a completely revamped website
dedicated to providing further self-serve
functionality — simply and securely.

Despite the challenges of the slower
economy throughout 2009, our retail
operations recorded a solid performance.
Our commercial banking operation
managed their way through this difficult
period, working with our members as
they too faced tougher economic times.
However, with projections for improving
provincial economic growth we expect to
see more opportunities emerge through the
upcoming year.

In the area of investment services, our
assets under administration grew by over
21.69 per cent, well outpacing the industry
average for the year. We are very pleased
with these results despite what is already

ALAN CURD CHERRY KARPYSHIN FRANK PISA

DIRECTOR

a well-documented volatile market.

We continue to provide our members with
sound investment advice that remains
focused on helping them reach their
financial goals.

EFFICIENCY, INNOVATION
AND SECURITY

At Cambrian, we continue to lead credit
unions with our dedication to providing our
members with seamless, service-oriented
technology. In 2009, we improved security
for members within Cambrian Online by
enhancing our login security protocols.
This upgrade provides our online banking
system with one of the highest levels of
security in the industry and delivers to our
members the continued confidence that
their online financial information is secure.

In 2009, we added more email alert
notifications for members who would like

to be informed when certain transaction
activity has occurred on their account.

This feature provides dual benefits — it helps
members protect against fraudulent activity
and allows them to be informed when their
own account transactions have occurred.

CAMBRIAN CREDIT UNION 2009 ANNUAL REPORT 13



Whether members choose to deal with us in branch,

on the phone or online, we have made service

improvements that make banking with

Cambrian simpler, secure and more hassle free.

We've also taken steps to secure the future
of our banking system. These initiatives
will allow us to continue to invest in our
business using our current platform and
give us new growth opportunities well into
the future.

Cambrian has always used technology to
make banking more convenient for our
members, while also leveraging technology
to gain efficiencies in our internal
administrative support areas; all which
translates into improved member service,
quicker turn-around and better controls.

All of these improvements are a continuation
of our focus on delivering value to our
members. Whether members choose to
deal with us in branch, on the phone or
online, we have made service improvements
that make banking with Cambrian simpler,
secure and more hassle-free.

EMPLOYEES

None of these achievements would have
been possible without the outstanding staff
we employ at Cambrian. Employees at all
levels of the organization are dedicated to
constantly improving their service levels

14 CAMBRIAN CREDIT UNION 2009 ANNUAL REPORT

through ongoing professional development;
which Cambrian remains committed
to providing.

The past year has continued to place
increasing demands on our employees to
know more, and do more within a highly
competitive marketplace. Cambrian has
responded to this challenge by maintaining
its support for innovative training and
hiring strategies, like the Aboriginal and
New Comer to Canada Credit Union

Teller Programs.

SOUND GOVERNANCE

One of the Board’s primary responsibilities
is to create an environment that cultivates
leadership and accountability for the
performance of our financial institution.
We ensure this through sound corporate
strategies and a stringently prescribed
financial and risk management framework.
This framework provides rigorous financial
targets for capital formation, financial
performance and risk management.

We do our utmost to meet these targets
that also provide the organization with
consistent standards to follow and
benchmark as we grow our business.

SENIOR MANAGEMENT

TOM BRYK JIM GRAPENTINE BRUCE FINK

PRESIDENT AND CHIEF OPERATING OFFICER

CHIEF EXECUTIVE OFFICER

Management's role is to develop and
present the strategic plan to the Board,
and then execute this plan, ensuring our
credit union is managed soundly and our
members are served well. This partnership
between Board and Management, between
corporate governance and daily operations,
is designed to provide a reliable ability to
deliver sustainable, healthy growth without
introducing unacceptable levels of risk that
could compromise our long-term success.

Management, the Board, and our entire
organization lives to the standard of
Cambrian’s core values: we will conduct
ourselves with integrity and honesty; we will
be member focused; we will be competitive;
we will be involved in our community; and
we will be innovative in our approach.

On behalf of the board,

@MA@W

Paul Holden, MNRM

CHIEF FINANCIAL OFFICER

THANK YOU

As we move through 2010, Cambrian will
continue to be successful. Today we are
in a very strong position to thrive in this
extremely competitive market because of
our clear strategic course and our ability
to execute at an operational level.

All this success would not be

possible without the commitment and
professionalism of our employees at all
levels of the organization. And it is equally
true that this level of success is also due to
all our faithful members. Thank you all and
we will continue to work hard to earn your
patronage and loyalty.

On behalf of management,

e e

Tom Bryk, FCA
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Board of Directors

Meeting Attendance for 2009

PAUL HOLDEN
CHAIR

Term Expires: 2011
Attendance Record
(attended/possible)
Board Meetings: 14/14
Committee Meetings: 0/0

RAY BAUSCHKE

Term Expires: 2010
Attendance Record
(attended/possible)
Board Meetings: 12/14
Committee Meetings: 0/0

ALAN CURD

Term Expires: 2011
Attendance Record
(attended/possible)
Board Meetings: 12/14
Committee Meetings: 3/4

NOTE ON REMUNERATION

HOWARD FALK
FIRST VICE-CHAIR
Term Expires: 2012
Attendance Record
(attended/possible)
Board Meetings: 13/14
Committee Meetings: 4/4

GARY BLACK

Term Expires: 2012
Attendance Record
(attended/possible)
Board Meetings: 11/14
Committee Meetings: 4/6

CHERRY KARPYSHIN
Term Expires: 2010
Attendance Record
(attended/possible)
Board Meetings: 13/14
Committee Meetings: 4/4

SHAUNA MACKENZIE-SYKES
SECOND VICE-CHAIR

Term Expires: 2010

Attendance Record
(attended/possible)

Board Meetings: 11/14
Committee Meetings: 0/0

ROSE MARIE COUTURE

Term Expires: 2011
Attendance Record
(attended/possible)
Board Meetings: 13/14
Committee Meetings: 3/3

FRANK PISA

Term Expires: 2012
Attendance Record
(attended/possible)
Board Meetings: 13/14
Committee Meetings: 3/4

In compliance with Section 98 (2) of the Credit Union and Caisses Populaires Act respecting directors’
and officers’ disclosure, we advise:

The aggregate amount of remuneration paid to all Directors in 2009 was $107,781.

The aggregate amount paid to all Directors as reimbursements for expenses on credit union business

in 2009 was $14,773.

As at December 31, 2009, the credit union Directors and Officers had loans with an aggregate

balance representing 0.07 per cent of the credit union’s assets.
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Statements
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Auditors’ Report

March 16, 2010

To the Members of Cambrian Credit Union Limited

We have audited the balance sheet of Cambrian Credit Union Limited (the “Credit Union”)
as at December 31, 2009 and the statements of net income, comprehensive income and
retained earnings, and cash flows for the year then ended. These financial statements are
the responsibility of the Credit Union’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing
standards. Those standards require that we plan and perform an audit to obtain
reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the
financial position of the Credit Union as at December 31, 2009 and the results of its
operations and its cash flows for the year then ended in accordance with Canadian

generally accepted accounting principles.

W@M LL~P

Chartered Accountants
Winnipeg, Canada
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Balance Sheet
As at December 31, 2009

(Thousands of Dollars) 2009 2008
Assets
Cash on hand 5,524 5,067

Investments (note 3)

293,554 196,229

Loans outstanding — net of allowance for l0ss (notes 4 and 5) 1,672,357 1,547,062

Property and equipment (note 6)
Other assets (note 7)
Future income taxes

14,051 10,269
2,314 1,251
285 395

1,988,085 1,760,273

Liabilities
Savings and deposits (note 8)
Accounts payable and accrued charges

1,870,008 1,654,683
5,534 5,570

1,875,542 1,660,253

Members’ Equity

Shares to be issued (note 9 (b))
Members’ shares (note 10)
Retained earnings

395 500
9,519 9,398
102,629 90,122

112,543 100,020

1,988,085 1,760,273

See accompanying notes
On behalf of the Board:

@wlg,;s,%w

Paul Holden, MNRM
Board Chair

Howard Falk, CGA
Audit Committee Chair
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Statement of Net Income, Comprehensive Income
and Retained Earnings

For the year ended December 31, 2009

Statement of Cash Flows

For the year ended December 31, 2009

(Thousands of Dollars) 2009 2008 (Thousands of Dollars) 2009 2008
Interest income Cash provided by (used in)
Members’ loans 74,287 77,564 Operating activities
Investments 4,095 7,475 Interest received 78,749 86,518
78,382 85,039 Interest paid (54,936) (51,483)
Interest expense Paymgnts to suppl!ers and employees (21,986) (22,903)
Members’ deposits 54,912 55689 Other income re;ewed 15,846 14,053
Income taxes paid (2,281) (2,325)
Net interest income 23,470 29,350 ; ; —
Cash provided by operating activities 15,392 23,860
Provision for loan loss (note 5) - 1,080
23.470 28270 Investing activities
_ Loans issued (392,619) (419,067)
Other income 15,846 14,053 Loans repaid 267,228 226,844
Net interest and other income 39,316 42,323 Net loans to members (125,391) (192,223)
G e Increase in investments (97,595) (20,112)
Additions t rty and i t 5,162 1,286
Salaries and employee benefits 12,561 12,520 ftions 1o property and equipmen ( ) ( )
Administration 5,048 5,175 Cash used in investing activities (228,148) (213,621)
Premises 3,027 3,048 . . L
Member security (note 12) 1,109 1,629 Financing activities _
Organizational note 12) 1,100 1,028 Increase !n members’ savings and deposits 215,349 192,502
Redemption of surplus and common shares (2,139) (2,114)
22,845 23,400 Issuance of common shares — membership 3 5
Income before refunded service fees and income taxes 16,471 18,923 Cash provided by financing activities 213,213 190,393
Refunded service fees (note 9(a)) 1,757 1,682 Net increase in cash during the year 457 632
Income before income taxes 14,714 17,241 Cash on hand - Beginning of year 5,067 4435
Provision for income taxes (note 14) Cash on hand — End of year 5,524 5,067
Current 1,826 2,740
Future 110 5 :
See accompanying notes
1,936 2,745
Net income and comprehensive income for the year 12,778 14,496
Retained earnings — Beginning of year 90,122 75,977
102,900 90,473
Dividends — net of $124 (2008 — $149)
of taxes recoverable (note 9 (b)) (271) (351)
Retained earnings — End of year 102,629 90,122

See accompanying notes
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Notes to Financial Statements
December 31, 2009

1. CHANGE IN ACCOUNTING POLICIES
Credit risk and fair value

The Credit Union has adopted Emerging Issues Committee Abstract EIC-173, Credit Risk
and the Fair Value of Financial Assets and Liabilities (“EIC-173") which was issued

by the Accounting Standards Board (“AcSB”). The abstract clarifies how the credit

risk of a counterparty or an entity’s own credit risk should be taken into account in

the measurement, presentation and disclosure of the fair value of financial assets and
financial liabilities. The adoption of EIC-173 did not have a significant impact on the
Credit Union’s financial position or net income.

Financial instruments

On April 29, 2009, the AcSB issued an amendment to CICA Handbook Section 3855,
Financial Instrument: Recognition and Measurement (“Section 3855”) which clarified
that, subsequent to the recognition of an impairment loss on a financial asset (other than
a loan or receivable), interest income on the impaired financial asset is recognized using
the rate of interest used to determine the impairment loss.

The adoption of this amendment for its fiscal 2009 financial statements did not have a
significant impact on the Credit Union’s financial position or net income.
Financial instruments disclosure

The Credit Union has adopted amendments to the CICA Handbook Section 3862,

Financial Instrument: Disclosures (“Section 3862") in its fiscal 2009 financial statements.

The amendments require an entity to provide disclosure on financial instruments
measured at fair value on its balance sheet using a fair value hierarchy that reflects

the extent to which quoted prices or other market or non market inputs are used in the
valuation of those financial instruments. The amendments also expand existing liquidity
disclosure requirements and require a maturity analysis for any derivatives and non
financial liabilities based on expected maturities.

The adoption of the above amendment did not have a significant impact on the
disclosures of the Credit Union.

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally
accepted accounting principles, which require management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenue and expenses
and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of income and expenses during the reported period. Actual
results may differ from those estimates.
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The significant accounting policies used in these financial statements are as follows:

Investments

Contract deposits are classified as held to maturity and are recorded at amortized cost.

If the market value of investments becomes lower than cost and this decline in the value
is considered to be other than temporary, the investments are written down to market
value and the write down is recorded in net income in the period. The Credit Union
assesses whether a financial asset is other than temporarily impaired by assessing
whether there is a significant or prolonged decline in fair value and objective evidence of
impairment exists such as financial difficulty, breach or default of contracts, probability of
bankruptcy or other financial reorganization.

Shares of Credit Union Central of Manitoba (“Central”) are classified as available for sale
and are not actively traded in a quoted market. Accordingly, the shares are recorded at cost.

Loans outstanding

Loans outstanding are initially recognized at fair value and are subsequently recorded
at amortized cost using the effective interest method of amortization. Loans are

stated net of an allowance established to recognize estimated probable losses. A loan
is considered impaired when the loans are either i) greater than 90 days past due,

or ii) not fully secured and collection efforts are unlikely to result in repayment. When a
loan is considered impaired, the carrying amount of the loan is reduced to its estimated
realizable value. Estimated realizable amounts are determined by estimating the fair
value of security underlying the loans and deducting costs of realization. In addition

to a specific allowance against identified impaired loans, the Credit Union maintains a
non-specific allowance to cover impairment which is inherent in the loan portfolio and
is estimated based upon historical loss experience and prevailing economic conditions.
Accounts written off reduce the allowance.

Interest revenue on loans is recognized using the effective interest method. Interest is
accrued until such time as it becomes apparent that loans are impaired.

Property held for resale is valued at the lower of cost and estimated net realizable value.
At December 31, 2009 there was no property held for sale.
Property and equipment

Property and equipment are recorded at cost. These assets are depreciated on a
straight-line basis to income at the rates set out below:

Buildings 2.5%
Computer system 20% — 33%
Furniture and fixtures 20%
Security equipment 10%
Leasehold improvements 3.3% - 10%
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Income taxes

Income taxes are provided for using the liability method. Under this method,

temporary differences are recorded using tax rates anticipated to be in effect when the
corresponding taxes will be paid or refunded. Temporary differences are differences
between the financial reporting and the income tax bases of the Credit Union’s allowance
for loss on loans outstanding and property and equipment.

Translation of foreign currencies

Monetary assets and liabilities, denominated in foreign currencies are translated into
Canadian dollars at the rates prevailing on the balance sheet date. Foreign exchange
gains and losses are recorded in other income.

Central’s investment

The Credit Union receives electronic transaction switching services from Everlink Payment
Services Inc. (“Everlink”). Central owns a 12.4% interest in Everlink. Since the Credit
Union is a beneficial owner of Everlink, it records revenue and an amount recoverable
from Central equal to the Credit Union’s proportional share of Everlink’s operating income.
Conversely, when Everlink incurs a loss from operations, the Credit Union records an
expense and a liability to Central for its proportionate share of Everlink’s loss.

3. INVESTMENTS

(Thousands of Dollars) 2009 2008

Credit Union Central of Manitoba
Shares 16,347 13,642

Deposits (due within one year) - 30,000
Current account
Canadian — 0.77% 266,692 143,577
U.sS. -0.62% 10,241 8,466

293,280 195,685

Credential Securities Inc. debenture,
non-interest bearing, repayable in 2020 250 250

Concentra Financial shares 24 24

293,554 195,959

Accrued interest receivable - 270

293,554 196,229
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4. LOANS OUTSTANDING

(Thousands of Dollars) 2009 2008
Consumer
Loans 137,581 125,505
Mortgages 909,232 819,064
Lines of credit 126,948 112,739
Commercial
Loans 24,780 30,590
Mortgages 441,606 423,399
Lines of credit 35,067 38,759
Accrued interest receivable 2,923 3,020
1,678,137 1,553,076
Less: Allowance for 10ss (note 5) (5,780) (6,014)

1,672,357 1,547,062

5. ALLOWANCE FOR LOSS

As at December 31, 2009, the Credit Union has recorded allowances for doubtful loans
totalling $5,780,000 (2008 - $6,014,000), consisting of $1,865,000 (2008 — $1,636,000)
for specific loans considered impaired and $3,915,000 (2008 — $4,378,000) as a
non-specific provision.

The following schedule provides the total amount of allowance recorded for each major
loan category:

(Thousands of Dollars) 2009 2008
Gross loan Total Net loan  Gross loan Total Net loan
balances allowance balances balances allowance balances
Impaired
Consumer
Loans 810 350 460 318 146 172
Mortgages 3,682 36 3,646 697 30 667
Lines of credit 320 120 200 94 79 15
Commercial
Loans 1,008 51 957 176 33 143
Mortgages - - - - - =
Lines of credit 2,665 1,308 1,357 3,551 1,348 2,203
8,485 1,865 6,620 4,836 1,636 3,200

Performing loans 1,669,652 3,915 1,665,737 1,548,240 4378 1,543,862

1,678,137 5,780 1,672,357 1,553,076 6,014 1,547,062
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The total allowance for loss consists of: As at December 31, 2008:

(Thousands of Dollars) 2009 2008 (Thousands of Dollars) Balance — Loans Provision Balance —
Specific  Non-specific beginning .wr|tten off made in end of
provision provision Total Total of year in the year the year year
Consumer Consumer
Loans 350 735 1,085 540 Loans 217 (162) 91 146
Mortgages 36 75 111 118 oiigeeEs L - (5) =t
Lines of credit 120 252 372 219 LI @ Gt 2 2 = e
Commercial Commercial
Loans 51 107 158 209 Loans 140 (103) (4) 33
Mortgages - 2,494 2,494 3,043 loiigagEs - - - -
Lines of credit 1,308 252 1,560 1,865 Lies o Siee LA e 208 e
1,865 3915 5,780 6,014 Total specific allowance 1,968 (638) 306 1,636
Non specific allowance 3,604 - 774 4,378
The change in the allowance for loss is as follows: Total allowance 5572 (638) 1.080 6014
As at December 31, 2009:
= The fair value of the collateral held by the Credit Union as security for impaired loans
(e s o el Ealanee = leans - Fiovsen  Belence = as at December 31, 2009 was $6,620,000 (2008 - $3,200,000). The Credit Union has
beginning 'wr|tten off made in end of estimated the fair value of collateral based on an updated assessment of the security
of year inthe year the year year appraisal undertaken at the original funding assessment and management’s knowledge
Consumer of the market value of security.
Loans 146 (159) 363 350 . .
Mortzages 30 3 6 36 Loans past due but not impaired
Lines of credit 79 (58) 99 120 A loan is considered past due when a counterparty has not made a payment by the
S contractual due date. The following table presents the carrying value of loans that are past
el 33 (10) o8 51 dueﬂbut not classified as |mpa|.red because they are either (i) less than 90 <?Iays past due,
Mortgages B 7) 7 B or (ii) fully secured and collection efforts are reasonably expected to result in repayment.
Lines of credit 1,348 B (40) 1,308 (Thousands of Dollars) 1 — 30 31-60 61 -89 90 days
Total specific allowance 1,636 (234) 463 1,865 days days days and greater Total
Non specific allowance 4,378 - (463) 3,915 Consumer
Total allowance 6,014 (234) - 5,780 LTS 8259 &y = 2 Sy
Mortgages 16,783 695 216 - 17,694
Lines of credit - 72 22 - 94
Commercial
Loans 1,650 - - - 1,650
Mortgages 6,780 1,623 - - 8,403
Lines of credit - 29 - - 29
28,849 2,446 303 S 31,607
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The principal collateral the Credit Union holds as security for loans include (i) insurance,
and mortgages over residential lots and properties, (ii) recourse to business assets

such as real estate, equipment, inventory and accounts receivable, (iii) recourse to the
commercial real estate properties being financed, and (iv) recourse to liquid assets,
guarantees and securities. Valuations of collateral are updated periodically depending on
the nature of the collateral. The Credit Union has policies in place to monitor the existence
of undesirable concentration in the collateral supporting its credit exposure.

The Credit Union has a policy and procedures in place to control the risk that past due
loans will be rewritten or extended without the approval of senior management or the
Board of Directors (the “Board”) of the Credit Union. Loans that are greater than 30 days
past due cannot be rewritten without the approval of senior management of the Credit
Union. During the year ended December 31, 2009, there was $199,000 of loans greater
than 30 days past due that were rewritten on the approval of senior management for the
purpose of improving the Credit Union’s security position.

During the year ended December 31, 2009, the Credit Union did not acquire any assets
in respect of delinquent loans.

6. PROPERTY AND EQUIPMENT

(Thousands of Dollars) 2009 2008
Accumulated Accumulated

Cost depreciation Cost depreciation

Land 5,091 - 1,529 -
Buildings 4,973 1,353 4912 1,227
Computer system 10,173 7,756 8,895 6,873
Furniture and fixtures 3,232 2,867 3,198 2,691
Security equipment 695 566 695 545
Leasehold improvements 3,762 1,333 3,541 1,165
27,926 13,875 22,770 12,501

Net book value 14,051 10,269

Assets acquired but not yet in use totalled $4,380,000 (2008 — nil) as at

December 31, 2009. Depreciation expense of $1,380,000 (2008 — $1,442,000)

is included in administration and premises expenses in the statement of net income,
comprehensive income and retained earnings.

7. OTHER ASSETS

(Thousands of Dollars) 2009 2008
Accounts receivable 1,901 946
Prepaid expenses 413 305

2,314 1,251

28 NOTES TO FINANCIAL STATEMENTS DECEMBER 31, 2009

8. SAVINGS AND DEPOSITS

(Thousands of Dollars) 2009 2008
Chequing accounts 137,810 126,493
Savings accounts 619,435 486,428
Guaranteed Investment Certificates 619,216 591,590
Registered retirement savings and income funds 468,684 425,284
Unclaimed accounts 107 108
Accrued interest 24,756 24,780

1,870,008 1,654,683

9. REFUNDED SERVICE FEES AND SHARE DIVIDEND
a) Refunded service fees

For 2009, refunded service fees of $1,757,000 (2008 — $1,682,000) were paid under the
refunded service fees program on qualifying service fees in the year to members having a
minimum threshold of business in the Credit Union. The refunded service fees will result

in income tax recoveries in the current year of $553,000 (2008 — $502,000).

b) Share dividend

In respect to 2009, the Board has declared a 4.50% (2008 — 5.75%) dividend on
existing common and surplus shares. The entire amount of the dividend of $395,000
(2008 — $500,000) will be used in 2009 to purchase surplus shares under the Credit
Union’s member equity plan. The share dividend will result in income tax recoveries in
the current year of $124,000 (2008 — $149,000).

10. MEMBERS’ SHARES

Each member of the Credit Union has one vote, regardless of the number of shares a
member holds. Each member must purchase and hold one or more common shares.
At December 31, 2009, the number of members was 54,442 (2008 — 53,835).

Authorized share capital

a) Common shares

Authorized common share capital consists of an unlimited number of common shares
with an issue price of $5 and an unlimited number of common shares issued under the
refunded service fees program with an issue price of $.01.

b) Surplus shares
Authorized surplus shares consist of an unlimited number of surplus shares, with an
issue price of $1.
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Issued share capital

(Thousands of Dollars) 2009 2008

Surplus share capital

Beginning of year 8,159 8,053
Issued during the year
(previous year’s share dividends) (note 9 (b)) 500 517
Redemption of surplus shares (360) (411)
End of year 8,299 8,159

Common share capital

Beginning of year 1,239 1,255
Issued on application for membership 3 5
Issued based on Refunded Service Fee Program (note 9 (a)) 1,757 1,682
Redemption of common shares (1,779) (1,703)
End of year 1,220 1,239
Total share capital 9,519 9,398

The Board approved a special redemption of surplus shares in the amount of $141,000
(2008 — $172,000) which, together with regular redemptions of $219,000

(2008 — $239,000) comprised surplus shares redeemed during the year of $360,000
(2008 — $411,000).

The common share redemption of $1,779,000 (2008 — $1,703,000) consists of
redemption of $1,757,000 (2008 — $1,682,000) of common shares under the refunded
service fee program and $22,000 (2008 — $21,000) of regular redemptions.

Redemptions of share capital amounted to $2,139,000 (2008 — $2,114,000).

11. CAPITAL DISCLOSURES

The Credit Union operates pursuant to the Credit Unions and Caisses Populaires Act
(Manitoba) (the “Act”). Regulations to the Act establish the following requirements with
respect to capital and liquidity reserves:

Capital requirements

The Credit Union shall maintain a level of capital, which is comprised of members’ equity
that meets or exceeds the following requirements:

a) its capital shall not be less than 5% of the book value of its assets;

b) its retained earnings shall not be less than 3% of the book value of its assets; and

c) a tiered level of capital shall not be less than 8% of the risk weighted value of its assets.

The Credit Union is in compliance with the capital requirements at December 31, 2009.
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Liquidity reserve

The Credit Union shall maintain in cash on hand and investments in Central not less than
8% of its total members’ savings and deposits.

The Credit Union is in compliance with the liquidity reserve requirements at
December 31, 2009.

Capital and liquidity reserves are managed in accordance with policies established by
the Board and in relation to the capital requirements above. Management regards a
strong capital base as an integral part of the Credit Union’s strategy. All of the capital
requirements are monitored throughout the year, and modifications to the capital
management strategies are made as appropriate. The Credit Union makes periodic
dividend payments on eligible member shares, within the context of its overall capital
management plan.

12. TRANSACTIONS WITH RELATED PARTIES
Directors, management and employees

All transactions with the Credit Union’s directors, management and employees were
in accordance with the statutes, by-laws and policies of the Credit Union. Outstanding
loans to directors and employees as at December 31, 2009 were 0.8% (2008 — 0.8%)
in aggregate of the assets of the Credit Union.

The Credit Union Deposit Guarantee Corporation

The Credit Union Deposit Guarantee Corporation (“Deposit Guarantee Corporation”)
was incorporated for the purpose of protecting the members of credit unions from
financial loss in respect of their deposits with credit unions and to establish sound
procedures and controls for credit unions. The Deposit Guarantee Corporation provides
a safeguard of all savings and deposits of members of Manitoba credit unions.

Transactions with the Deposit Guarantee Corporation included assessments of
$956,000 (2008 — $1,492,000) and are recorded as member security expense.

Central

The Credit Union is a member of Central, which acts as a depository for surplus funds,
and makes loans to credit unions. Central also acts as a trade association for credit unions.

The Credit Union has in place a line of credit with Central in the amount of 10% of
member deposits. It was not utilized at December 31, 2009. The line of credit with Central
is payable on demand with interest payable on a variable rate basis which at year end was
2.77% (2008 — 3.05%). As collateral for the line of credit, the Credit Union has pledged
its loans outstanding. Interest paid on borrowings from Central during the year amounted
to nil (2008 — nil).

Other transactions with Central included income earned on investments referred to in
note 3 in the amount of $4,095,000 (2008 — $7,475,000) and fees assessed by Central
which include annual affiliation dues in the amount of $785,000 (2008 — $616,000),
recorded as organizational expenses.
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13. OBLIGATIONS UNDER OPERATING LEASES

Under the terms of premises leases, the Credit Union is committed to future aggregate
lease payments as follows:

(Thousands of Dollars)

2010 788
2011 621
2012 486
2013 465
2014 450
Thereafter 5,733

8,543

14. INCOME TAX RATE

At current levels of income, the Credit Union is subject to an effective tax rate of
approximately 13% (2008 — 16%).

15. RISK MANAGEMENT

The Credit Union’s risk management policies are designed to identify and analyze risks,
to set appropriate risk limits and controls, and to monitor the risks and adherence to
limits by means of reliable and up-to-date information systems. The Credit Union follows
an enterprise risk management framework which involves identifying particular events

or circumstances relevant to its objectives, assessing them in terms of probability and
magnitude, determining a response strategy and monitoring progress. The Credit Union
regularly reviews its risk management policies and systems to take account of changes in
markets and products.

Risk management is carried out by management who reports to the Board. The Board
provides written principles for risk tolerance and overall risk management. Management
reports to the Board on the Credit Union’s compliance with the risk management
policies. In addition, the Credit Union maintains a Risk Management department,
which is responsible for the review of risk management and the Credit Union’s control
environment.

Financial instruments comprise the majority of the Credit Union’s assets and liabilities.
The Credit Union accepts deposits from members at both fixed and floating rates for
various periods and seeks to earn an interest rate margin by investing these funds in

high quality financial instruments — principally loans and mortgages. The primary types of
financial risk which arise from this activity are interest rate risk, credit risk, liquidity risk,
foreign exchange risk and price risk.
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The following table describes the significant financial instrument activity undertaken by
the Credit Union, the risks associated with such activities and the types of method used
in managing those risks.

Activity Risks Method in managing risks

Savings and deposits  Sensitivity to changes in Asset-liability matching and
interest rates periodic use of derivatives

Investments Sensitivity to changes in Monitoring of investment

interest rates and credit risk  restrictions and counterparty risk

Loans to members Sensitivity to changes in Asset-liability matching,
interest rates and credit risk  periodic use of derivatives,
and monitoring of counterparty risk

Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of the Credit Union’s
financial instruments will fluctuate due to changes in market interest rates. Fair value
interest rate risk is the risk that the value of a financial instrument will fluctuate because of
changes in prevailing market interest rates. Net interest income reported in the statement
of net income, comprehensive income and retained earnings may increase or decrease

in response to changes in market interest rates. Accordingly, the Credit Union sets

limits on the level of mismatch of interest rate re-pricing that may be undertaken,

which is monitored by the Credit Union’s management and reported to the Board,

who is responsible for managing interest rate risk.

In managing interest rate risk, the Credit Union relies primarily upon use of asset-liability
and interest rate sensitivity models. Periodically, the Credit Union may enter into interest
rate swaps to adjust the exposure to interest rate risk by modifying the re-pricing of the
Credit Union’s financial instruments. The Credit Union has not entered into any interest
rate swaps in the current or prior year.

Sensitivity analysis is used to assess the change in value of the Credit Union’s financial
instruments against a range of incremental basis point changes in interest rates over a
twelve month period. Sensitivity analysis is calculated on a periodic basis and is reported
to the Board. Based on current portfolio of loans and deposits as at December 31, 2009,
the Credit Union estimates that an immediate and sustained 100 basis points increase in
interest rates would increase net interest income by $5,987,000 over the next 12 months
while an immediate and sustained 100 basis point decrease in interest rates would
decrease net interest income by $714,000 over the next 12 months.

Other types of interest rate risk may involve basis risk (the risk of loss arising from
changes in the relationship of interest rates which may not have identical characteristics,
for example the difference between prime rate and variable rate loans and variable rate
deposits) and prepayment risk (the risk of loss of interest income arising from the early
repayment of fixed rate mortgages and loans). These risks are also monitored on a regular
basis and are reported to the Board.
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The following schedule shows the Credit Union’s sensitivity to interest rate changes as at
December 31, 2009:

(Thousands of Dollars)

Expected re-pricing Interest Liabilities  Interest Asset
or maturity dates Assets rate % and equity rate % liability gap
Variable to 6 months 858,362 2.49 877,730 1.92 (19,368)
6 months to 1 year 147,004 4.62 148,639 3.36 (1,635)
1 to 2 years 172,767 5.23 237,696 4.54 (64,929)
2 to 3 years 250,069 5.38 213,863 4.75 36,206
3 to 4 years 242,405 5.25 154,013 4.90 88,392
4 1o 5 years 296,232 4.64 79,081 3.77 217,151
Over b years 1,657 4.59 388 3.37 1,269
1,968,496 1,711,410 257,086

Non-interest
rate sensitive 19,589 0.00 276,675 0.03 (257,086)
Total 1,988,085 1,988,085 -

The Credit Union’s major source of income is its financial margin, which is the difference
between income earned on investments and loans to members and interest paid to
members on their deposits. The objective of asset liability management is to match
interest-sensitive assets with interest-sensitive liabilities, thus controlling wide fluctuations
of income during periods of changing interest rates. Certain items on the balance sheet,
such as non-interest bearing member deposits and equity do not provide interest rate
exposure to the Credit Union. These items are reported as non-interest rate sensitive

on the schedule. The Credit Union may enter into interest rate swap contracts when its
portfolio is mismatched.

Credit risk

Credit risk is the risk that a Credit Union member or counterparty will be unable to pay
amounts in full when due. Impairment provisions are provided for losses that have been
incurred at the balance sheet date. Significant changes in the economy of Manitoba or
deteriorations in lending sectors which represent a concentration within the Credit Union’s
loan portfolio may result in losses that are different from those provided for at the balance
sheet date. Credit risk management is an integral part of the Credit Union’s activities.
Management carefully monitors and manages the Credit Union’s exposure to credit risk
by a combination of methods. Credit risk arises principally from lending activities that
result in member loans and advances, and investing activities that result in investments
in cash resources. There is also credit risk in unfunded loan commitments. The overall
management of credit risk is reported to the Board.

Concentration of loans is managed by the implementation of sectoral and member
specific limits as well as the periodic use of syndications with other financial institutions
to limit the potential exposure to any one member.
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The Board is responsible for approving and monitoring the Credit Union’s tolerance

for credit exposures which it does through review and approval of the Credit Union’s
lending policies and through setting limits on credit exposures to individual members and
across sectors. The Credit Union maintains levels of borrowing approval limits and prior

to advancing funds to a member, an assessment of the credit quality of the member is
made. The Credit Union emphasizes responsible lending in its relationships with members
and to establish that loans are within the member’s ability to repay, rather than relying
exclusively on collateral.

The classes of financial instruments to which the Credit Union is most exposed are loans
to members and investments.

At December 31, 2009, the maximum credit risk exposure of the Credit Union, without
taking account of any collateral or other credit enhancements was as follows:

(Thousands of Dollars)

Undrawn Total
Credit risk exposure Outstanding ~ commitments exposure
Investments 293,554 - 293,554
Consumer
Loans 137,581 - 137,581
Mortgages 909,232 19,889 929,121
Lines of credit 126,948 168,114 295,062
Commercial
Loans 24,780 247 25,027
Mortgages 441,606 45,647 487,253
Lines of credit 35,067 67,141 102,208
Letters of credit - 2,322 2,322
Total exposure 1,968,768 303,360 2,272,128
Investments

Credit risk arises from the investments in cash resources held by the Credit Union to
meet regulatory and internal liquidity requirements and for general business purposes.
This aspect of credit risk is principally managed by management who reports to the
Board. The managed assets consist of cash resources held with Central. All of the Credit
Union’s liquidity investments are held with Central. Central invests on behalf of the Credit
Union as per the investment policies approved by the Investment Committee of the Board
of Directors of Central. The investment policy requires that all investments are highly-rated
and that all of the assets are readily convertible to cash.
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Personal loans and residential mortgages

Loans to members consist of personal loans and lines of credit which are secured
by various types of collateral as required in the loans policy approved by the Board.
Unsecured personal loans are only granted on the basis of a properly qualified and
documented covenant value.

As at December 31, 2009, residential mortgages to members, consist of $322,989,000
(2008 — $311,466,000) in mortgages with an advance ratio of 80% to 95% of the
appraised value which are fully insured by either the Canadian Mortgage Housing
Corporation or Genwoth Capital, $583,791,000 (2008 — $504,651,000) in conventional
residential mortgages with an original maximum advance ratio to 80% of the appraised
value and $2,453,000 (2008 — $2,947,000) in residential mortgages with an original
advance ratio to 85% of the appraised value.

Commercial loans and lines of credit

The Credit Union often takes security as collateral in common with other lending
institutions. The Credit Union maintains guidelines on the acceptability of specific types of
collateral. Collateral may include mortgages over commercial properties and charges over
business assets such as premises, inventory and accounts receivable. Where significant
impairment indicators are identified, the Credit Union will take additional measures to
manage the risk of default, which may include seeking additional collateral.

The Credit Union has established guidelines to ensure that the Credit Union’s commercial
lending is well diversified by industry type, as follows:

(Thousands of Dollars) 2009 2008
Commercial rental 226,757 238,243
Residential rental 111,203 98,368
Health care 40,617 41,448
Accommodation and food services 25,986 31,420
Retail 17,856 17,396
Construction 10,456 11,149
Entertainment and recreation 8,970 10,717
Other 59,608 44,007

501,453 492,748

The credit quality of the commercial loan portfolio for those loans which are neither

past due or impaired can be assessed by reference to the Credit Union’s internal rating
system. The Credit Union assesses the probability of a default using internal rating tools
and taking into account statistical analysis as well as the experience and judgement of the
Credit department. Commercial loans to members are divided into eight segments and
are regularly reviewed and updated as appropriate. Loans in the lower segments are not
considered to be impaired taking into account the repayment status of the loans and the
estimated fair value of the collateral.
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(Thousands of Dollars)

Rating 1 — Excellent risk 3,236
Rating 2 — Very good risk 106,853
Rating 3 — Good risk 253,831
Rating 4 — Acceptable risk 122,512
Rating 5 — Caution risk 11,348

Rating 6 — At risk -
Rating 7 — Impaired with no loan loss allowance -
Rating 8 — Impaired with loan loss allowance 3,673

501,453

Liquidity risk

Liquidity risk is the risk that the Credit Union will encounter difficulty in raising funds to
meet its obligations to members and other liabilities. As disclosed in note 11, the Credit
Union is required to maintain in cash on hand and investments in Central not less than
8% of its total members’ savings and deposits. The Credit Union’s own risk management
policies require it to maintain sufficient liquid resources to cover cash flow imbalances, to
retain member confidence in the Credit Union and to enable the Credit Union to meet all
financial obligations. This is achieved through maintaining a prudent level of liquid assets,
through management control of the growth of the loan portfolio, and asset-liability maturity
management. Management monitors forecasts of the Credit Union’s liquidity requirements
on the basis of expected cash flows as part of its liquidity management. The Credit Union
also maintains a borrowing facility with Central in the amount of 10% of member deposits
as part of its liquidity management strategy.

The remaining contractual maturity of recognized financial assets and liabilities are as follows:

(Thousands of Dollars) Payable on a fixed date

On Less than lto2 2to5 More than

demand 1 year years years 5 years Total
Financial assets
Cash 5,524 - - - - 5,524
Investments 276,933 - - - 16,621 293,554
Loans 469,220 240,007 172,767 788,706 1,657 1,672,357
Accounts receivable - 1,901 - - - 1,901
Total assets 751,677 241908 172,767 788,706 18,278 1,973,336
Financial liabilities
Savings and deposits 803,701 381,266 237,696 446,957 388 1,870,008
Accounts payable and
accrued charges - 5,772 - - - 5,772
Total liabilities 803,701 387,038 237,696 446,957 388 1,875,780
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Foreign exchange risk

Foreign exchange risk is not considered significant at this time as the Credit Union does
not engage in any active trading of foreign currency positions or hold significant foreign
currency denominated financed investments for an extended period.

Price risk

Price risk arises from changes in market risks, other than interest rate, credit, liquidity
or foreign exchange risk, causing fluctuations in the fair value or future cash flows of a
financial instrument. Price risk is not considered significant at this time.

16. FAIR VALUE OF FINANCIAL INSTRUMENTS

Differences between book value and fair value of the investments, loans outstanding,
savings and deposits, and other financial assets and liabilities are caused by differences
between the interest rate obtained at the time of the original investment, loan or deposit
and the current rate for the same product. Loans and deposits that are priced with variable
rates have a fair value equal to book value, as they are priced at current interest rates.

While fair value amounts are designed to represent estimates of the amounts at which
assets and liabilities could be exchanged in a current transaction between arm’s length
willing parties, the Credit Union normally holds all of its fixed term investments, loans

and deposits to their maturity date. Consequently, the fair values presented are estimates
derived by taking into account changes in the market interest rates and may not be
indicative of the net realizable value. Furthermore, as many of the Credit Union’s financial
instruments lack an available trading market, the fair value of loans and member deposits
with fixed rates are estimated using discounted cash flow models with discount rates
based on current market interest rates for similar types of instruments. The inputs to

the valuation model for fixed rate loans include scheduled loan amortization rates and
estimated rates of repayment with the future cash flows discounted using current market
rates for equivalent groups of mortgages or loans. The future cash flows on fixed rate
deposits and fixed rate borrowings are discounted to their estimated present value using a
discount rate based on current market rates for equivalent groups of fixed rate deposits.

The most significant assumption relates to the discount rates utilized. If the forward yield
curve of such instruments would increase by 100 basis points then the fair value of
loans outstanding and investments would decrease by approximately $29,759,000 and
the fair value of savings and deposits would increase by approximately $32,271,000.

A corresponding decrease of 100 basis points would result in the fair value of loans
outstanding and investments increasing by approximately $30,910,000 and the fair
value of savings and deposits decreasing by approximately $39,249,000.

The fair values disclosed exclude the values of assets and liabilities that are not
considered financial instruments such as land, buildings and equipment.

Financial assets and liabilities are recognized on the balance sheet at fair value, cost or
amortized cost according to the categories determined by the accounting framework for
financial instruments. The carrying values and fair values for each category of financial

assets and liabilities are presented in the table below:
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As at December 31, 2009:

(Thousands of Dollars) Financial assets Fair value
and financial greater (less)
Held for liabilities at cost Estimated than book
trading  or amortized cost fair value value
Assets
Cash on hand 5,524 - 5,524 -
Investments - 293,554 293,554 -
Loans outstanding - 1,672,357 1,701,528 29,171
Total financial assets 5,524 1965911 2,000,606 29,171
Liabilities
Savings and deposits - 1,870,008 1,807,213 (62,795)
Accounts payable and
accrued charges - 5,572 5,672 -
Total financial liabilities = 1,875,580 1,812,785 (62,795)
As at December 31, 2008:
(Thousands of Dollars) Financial assets Fair value
and financial greater (less)
Held for liabilities at cost Estimated than book
trading  or amortized cost fair value value
Assets
Cash on hand 5,067 - 5,067 -
Investments - 196,229 196,238 9
Loans outstanding - 1,547,062 1,550,352 3,290
Total financial assets 5,067 1,743,291 1,751,657 3,299
Liabilities
Savings and deposits - 1,654,683 1,628,846 (25,837)
Accounts payable and
accrued charges - 5,570 5,570 -
Total financial liabilities - 1,660,253 1,634,416 (25,837)
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17. PENSION PLAN

The Credit Union has a defined contribution pension plan for qualifying employees.

The contributions are held in trust by the Co-operative Superannuation Society Limited
and are not recorded in these financial statements. The Credit Union matches employee
contributions at a rate of 6% of the employee salary. The expense and payments for the
year ended December 31, 2009 were $583,000 (2008 — $581,000) and are recorded
as salaries and employee benefits. As a defined contribution pension plan, the Credit
Union has no further liability or obligation for future contributions to fund benefits to
plan members.

18. COMPARATIVE FIGURES

Certain of the comparative figures have been reclassified to conform with the current
year’s presentation.
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