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Board President’s Report

KEARNEY HEALY

Affinity Credit Union enjoyed a very
successful year in 2009 and we have
a good deal to celebrate.

The Board kept Affinity Credit Union on a clear course
and ensured continued strength. We developed robust
policies and procedures and a good strategic plan that
will guide us in the years ahead.

The Board also lived up to ongoing objectives for self-
development as evidenced by Director participation in a
comprehensive evaluation process, involving internal and
external consultation. This process culminated in a set of
recommendations to improve Board functioning which
we have already begun to implement.

District Councils — the delegates elected by members

- continued to have a vital role in determining and
implementing strategy. The experience and dedication of
our District Council Delegates are valuable assets to our
organization and | offer them my sincere thanks for their
continued support.

Through the support and direction of our District Council
Delegates, Affinity Credit Union continues to build
successful partnerships within our communities. One

of the keys for Affinity’s future sustainability is to remain
committed to our heritage and to our cooperative roots.
We are extremely proud of our initiatives that have had a
profound effect on our communities. Our commitment
to our many partnerships has not wavered. We all need
partnerships, collaboration and cooperation to be
successful.

This year we allocated 3% of our pre-allocation profits
to community partnerships and sponsorships and it
gives me great pleasure to say that time and again,
we hear glowing accounts of the positive impact that
our community development programs have had on
individuals and families in our communities.

Without a doubt, the marketplace has been more
challenging over the past year caused by the global
financial situation we are experiencing. Fortunately, the
credit union is faring well and our members can rest
assured that their deposits are 100% guaranteed.

As we move through 2010, we will welcome your input
and feedback. Are we meeting your expectations? Is the
Credit Union supporting the right things? Are we making
a difference in the lives of people everyday?

Our ongoing success at Affinity Credit Union is also
attributed to our employees. The Board recognizes the
dedication and spirit of our staff who have demonstrated
cooperation and understanding toward the constant
changes and challenges in our industry. We are looking
forward to our next opportunities.

We will continue to work hard to become the “Credit
Union of choice”for members throughout Saskatchewan.
We remain committed to Credit Union values and
traditions and we will keep our mission and values in the
forefront so that it will guide our business activities in the
future.
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Chief Executive Officer’s Report

GEORGE KETER

2009 was a successful year at Affinity
Credit Union.

We continued to invest in the future, to support

our members and employees, and to improve our
financial performance. We were also recognized for our
commitment to our communities and corporate social
responsibility.

In this report, I want to focus specifically on Affinity
Credit Union’s four major targets — members, financial,
community and employees — and provide you with an
update on our progress.

Member Gains:

Enhancing member service included the relocation
and expansion of our Broadway Branch in Saskatoon,
renovation and expansion of our Watrous Branch and
the creation of a modern retail centre in Saskatoon at
our City Centre Branch.

We completed a large project to convert the Legacy
Affinity and Legacy FirstSask Credit Union databases

to a single banking system. This allowed members to

be served more efficiently at any branch across the
province. We faced many challenges during this project
and | want to congratulate and thank our employees for
working hard to minimize the impact on our members.

We continued to provide access to financial services

to First Nations across the province through our

First Nations District. We formed an innovative
partnership with Indian and Northern Affairs Canada

to provide debt financing to First Nation businesses
with assets on a reserve. This partnership addressed
some of the long-standing barriers to the growth and
competitiveness of First Nation businesses and provided
a unique opportunity for Affinity Credit Union to work

collaboratively and cooperatively to enhance economic
development among First Nation communities.

We expanded our review of products and services
initiated in 2008. This ensured we continued to help
our members meet their financial needs by offering
competitive, high-quality products and services.

We launched a new online newsletter offering key
financial information, advice and tips to members.

Financial Gains:

We enjoyed a strong year of growth and profitability in
spite of the worldwide financial turmoil and remained
stable and secure and many of our financial goals were
exceeded.

Members continued to be assured their money was
safe with Affinity. The Credit Union Deposit Guarantee
Corporation of Saskatchewan guarantees the
repayment of all deposits with Saskatchewan Credit
Unions, including accrued interest. No Credit Union
member has ever lost a penny of principal or interest on
a deposit with a Saskatchewan Credit Union.

Community Gains:

As a community-minded institution, we are dedicated
to improving the lives of people in our communities. We
were honoured to be selected as a finalist in the 2009
ABEX Award for Community Involvement and take pride
in our achievements.

We encourage our staff to volunteer in a variety of
ways. In 2009, staff committed 10,000 volunteer hours
teaching, mentoring, and serving our communities in
numerous ways and, as an organization, we offered
financial support to local initiatives in the areas of
affordable housing, arts and culture, amateur sport,
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education, healthcare, and voluntary community
groups.

We acknowledge and thank our District Council
Delegates who use their local knowledge and
established community relationships to provide
strength to our local communities and ensure the local
member’s voice is heard.

Our Delegates guide our partnerships with local
community groups, organizations and schools to create
the way for positive change in all our communities.

Employee Gains:

Despite the economic downturn, we remained
committed to maintaining employment for our 610 staff
across the province as well as resources for core training
and development.

We understand our employees are key to our success and
our focus on building a constructive culture continued.
We created some progressive employee policies and
practices in 2009 that strengthen our employee teams.
For example, we worked on development of a self-service
employee information system to enhance delivery

of information between employees and our human
resources area. This is currently being tested and will be
operational in 2010.

We also developed and rolled out a new intranet system
to enhance communication among employees which
has created efficiencies.

Going Forward:

For 2010 and beyond, the Board will conduct a
comprehensive review of our strategic plan. We will
continue to focus on four areas: member and employee
experience, building community and growing our
financial strength — but will add a fifth area: innovation.
We will build strategies that compel us to take brave
actions in leading member and product innovation,
introduce business process improvements, and focus
strongly on what makes us different from other financial
institutions — we will determine how we will shape the
future for Affinity Credit Union.

In summary, we have accomplished a great deal. |am
looking forward to the year ahead. Our future looks
promising, supported by our solid financial position.
What we have achieved so far has only been possible due
to the efforts and motivation of our employees, and our
members' willingness to support our vision. We thank
you for your confidence and trust.
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Tanya Llewellyn, - , J Lise de Moissac,
Vice President Finance 4 Senior Vice President and

Chief Financial Officer

Financial Review

LISE de MOISSAC, Senior Vice President and Chief Financial Officer & TANYA LLEWELLYN, Vice President Finance

This report is intended to provide management’s overview of the consolidated
financial performance and risk for Affinity Credit Union for 2009. The comparables
used are audited prior year results as well as the 2009 Board approved budget.
The budget for the period was created from a balanced strategic plan and was
not revised subsequent to the downturn in the economy at the end of 2008. The
numbers presented include the operations of 44 branches in 36 Saskatchewan
communities, 2 commercial centres, 8 insurance agencies, and several investment
properties.
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Financial Highlights

AFFINITY CREDIT UNION CONSOLIDATED FINANCIAL HIGHLIGHTS

Actual Budget Actual Actual Actual

For the year ended December 31, 2009 2009 2008 2007 2006
(thousands of dollars)
ASSETS

Cash and Investments $ 282,211 S 308,542 $ 245,495 $ 239,188 $ 251,939

Loans 1,700,207 1,738,498 1,592,510 1,451,334 1,262,342

Other Assets 65,982 65,096 63,755 63,731 41,691
Total Assets $ 2,048,400 $ 2,112,136 $ 1,901,760 $ 1,754,253 $ 1,555,972
LIABILITIES

Deposits $ 1,859,890 $ 1,909,728 $ 1,702,334 $ 1,551,363 $ 1,368,887

Loans Payable 14,991 35,000 34,953 40,104 45,225

Member Shares 11,611 11,822 11,852 12,777 11,049

Other Liabilities 21,404 18,122 24,293 34,547 25,369
EQUITY

Retained Earnings 140,504 137,464 128,328 115,462 105,442
Total Liabilities and Member Equity $ 2,048,400 $ 2,112,136 $ 1,901,760 $ 1,754,253 $ 1,555,972
STATEMENT OF INCOME AND
COMPREHENSIVE INCOME

Net Interest $ 59,652 $ 60,851 S 62,310 $ 57,452 S 54,202

Provision for Credit Losses (4,653) (1,685) (2,398) (2,395) (1,599)

Other Income 31,438 30,419 28,230 24,270 20,087

Net Interest and Other Income 86,437 89,585 88,142 79,327 72,690

Operating expenses 71,246 75,643 71,700 62,671 57,679

Earnings before tax and distributions 15,191 13,942 16,442 16,656 15,011

Patronage - - (27) 3,293 3,981

Employee Recognition 660 - - 1,545 1,365

Provision for income taxes 2,355 3,346 3,603 1,395 2,106
Net Income $ 12,176 $ 10,596 $ 12,866 $ 10,423 $ 7,559
STATISTICS

Average Assets $ 1,975,080 $ 2,020,153 $ 1,828,007 $ 1,655113

Asset Growth 7.71% 9.54% 8.41% 12.74%

Loan Growth 6.76% 8.79% 9.73% 14.97%

Investment Growth 14.96% 16.82% 2.64% -5.06%

Deposit Growth 9.26% 10.09% 9.73% 13.33%

Delinquency as a % of Average Assets 0.75% 1.25% 0.91% 0.82%

Efficiency Ratio 78.21% 82.88% 79.19% 76.69%

Return on Equity* 8.33% 7.35% 9.59% 8.52%

Return on Average Assets 0.62% 0.52% 0.70% 0.63%

Margin % 3.02% 3.01% 3.41% 3.47%

Tier 1 Capital 7.15% 6.79% 7.05% 7.09%

* includes member shares
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Financial Performance:

GROWTH

The intended balance sheet growth for 2009 was 9.54%.
The result was not as strong at 7.71%. It was necessary to
carefully manage the size of the balance sheet as interest
rates fell in the latter part of 2008 and the beginning of
2009. Rather than managing for intended aggressive
growth, the focus shifted to manageable growth

to maintain solid capital levels. In order to facilitate

an appropriate balance sheet size, the Credit Union
syndicated several loan pools. Overall, asset growth for
the year was lower than all comparative years presented.

Loan growth was 6.76% compared to the budgeted
target of 8.79%. Growth results were most notable in
residential and commercial mortgage portfolios ending
the year at 9.629% and 28.61% respectively. These are
also the portfolios from which we syndicate, and in

the absence of these sales, overall loan growth results
would have been 10.8%. The mix of loans is heavily
weighted in consumer at 62%, while commercial and
agricultural loans account for 26% and 12%. Investment
growth was planned at 16.82% and we achieved 14.96%.
2009 represented a year where liquidity levels needed
more attention; diverting a portion of loan growth to
investments was necessary to enhance balance sheet
strength.

Financing for balance sheet growth came exclusively
from member deposit growth and working capital
changes. In 2009, Affinity repaid 57% or $20 million of
its outstanding debt from the prior year. Deposit growth
was planned at 10.09% and 9.26% was achieved. This

is also less than comparative years due to the efforts to
carefully manage the size of the balance sheet. The most
significant increases in deposits came from demand
products. Conversely, term products were less appealing
at historical low market rates.

1

RETURN ON EQUITY AND EFFICIENCY

Statement of Income

After altering the growth expectation for 2009, the
Board and Management'’s second focus for the year
was to manage for profitability. This was achieved
through maintaining careful control over discretionary
expenditures and preserving margin.

Margin

Prime rate for 2009 was budgeted at 3.75% and fell to
2.25% by the end of the first quarter. In response to the
sharp decline in rates, many financial institutions chose to
follow prime down and then inconvenienced customers
by rewriting loans at a higher effective rate. The Credit
Union opted to hold prime rate at 3.00% and rewrote no
loans as a result. Although not as exposed to the lowest
levels of prime rate as many financial institutions, 39% of
the loan portfolio was variable and caused a measure of
margin compression for 2009. To compensate, rates for
other financial instruments were carefully managed to
both achieve growth and maintain a margin of 3.02% by
year end. This result was a marked achievement when
compared to the 3.01% margin suggested by the 2009
budget.

Provision For Credit Losses

Results for the current year far exceeded budget and
prior years. The Credit Union sustained a significant loss
from one commercial credit during 2009. Results for
the remaining portfolio were comparable to prior years.
Additional results and commentary are provided in the
Credit Risk section that follows.

Other Income and Operating Expenses

Other income exceeded prior years and the 2009 budget.
The growth in demand products also led to more than
expected service fee income. We enjoyed increased
returns from the insurance subsidiaries where each
agency provided a full year of revenue (no new purchases
in 2009). Revenues also exceeded budget through
commissions from the sale of loan life and loan disability
products.
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Operating expenses were managed well within budget
and approximated prior year cost. Personnel expenses
provided the most positive variance to budget.

Several positions included in the budget were not

filled and vacancies created during the year were not
filled immediately. The lower than expected budget
growth allowed for staff to work on special projects
without increasing complement. The 2009 personnel
cost included all budgeted training, and regular salary
increments. General business expenses were also less
than budget and prior year. The variable cost associated
with lending was less than expected. As well, computer
costs and related depreciation were less than expected
due to projects being completed at less than budgeted
cost. In 2009, Affinity converted to one banking system
platform and a significant portion of the related cost was
recognized in the year and not deferred. This increase to
cost was not contemplated in the budget.

Overall return on equity was 8.33% as compared to a
budget target of 7.35%. Strong margin management
and careful cost control has allowed the Credit Union to
achieve better than expected results.

The efficiency ratio for 2009 was 78.21%, better than
the budget and comparative years. This ratio is highly
impacted by margin and cost management and
measures the portion of each revenue dollar spent on
operating costs.

In the absence of the aggressive recognition of
conversion costs and an employee recognition payment,
the return on equity and efficiency ratios would have
been 10.31% and 75.76% respectively, a positive move
towards the Credit Union targets of 12% and 69%.

CAPITAL AND RISK

The capital position of the Credit Union improved
throughout 2009, and the year end result far exceeded
the budget ratio of 6.79% Tier 1 Capital to average assets.
The growth of our capital base through a strong bottom
line outpaced the growth of the balance sheet. Our
regulator requires an adjusted capital to assets ratio of 5%
and the Credit Union has achieved a level of 7.15%. The
Credit Union is working towards a 7.5-9.5% Tier 1 Capital
range. Adequate capital levels are required to protect the
Credit Union from risk exposure. The Credit Union's most
significant financial risks are credit risk through lending,
liquidity risk, and market risk. Further capital management
details can be found in Note 12 to the Consolidated
Financial Statements.

CREDIT RISK

The Credit Union's credit risk appears as a direct charge
to income as the unsecured portion of delinquent loans
that exceed 90 days, and subsequent write offs occur
depending upon collection success. During the year,
one large commercial mortgage became uncollectible
causing a considerable write-off and bottom line impact
through the provision for credit losses. This caused our
expense to be much larger than budget or prior years.
The situation that gave rise to the $3.4 million write-

off was not considered general in nature or pervasive
throughout the existing commercial loan portfolio. We
expect to collect against this amount in 2010. We also
experienced more than expected delinquency in the
consumer non-mortgage portfolio, largely a result of the
decline in security values and defaults in non-secured
loans. At year end, delinquency as a percentage of loans
at 0.75%, was well within the 1.25% maximum and lower
than the 2008 year end amount of 0.91%. At the end of
2009, the Credit Union maintains both a specific and

a general loan loss allowance. The general allowance
reflects the risk inherent in the portfolio not specifically
identified and represents 68% of total allowances.

AFFINITY CREDIT UNION



LIQUIDITY RISK

Liquidity risk is the risk of the Credit Union not being
able to satisfy current and future expected demands on
cash. The Board and management have set targets of
necessary surplus liquidity over a one year time horizon
that leave a generous liquidity buffer to withstand the
stress of unusual events and current expected cash flow.
Intermediate targets have also been established to force
action long before any critical shortfalls are experienced.
Throughout 2009 and at year end, liquidity has been
managed well within these parameters. The liquidity
standards of the Credit Union are in addition to statutory
liquidity requirement (10% of deposits and borrowings),
maintained as an investment at SaskCentral.

MARKET RISK

The market risk to the Credit Union is the risk of loss to
the results of operations and the market value of equity
through changes to interest rates and credit spreads. The
Board and management have both long and short term
risk metrics to manage the impact of market risk. The
Credit Union employs a statistical model that provides
for a measure of stress testing through multiple rate
scenarios. During 2009 and at year end, the Credit Union
was reflecting very low levels of market risk for both the
near term (1 year) and long term (5 years).

Financial risk management and associated metrics and
discussion are included in Note 17 to the Consolidated
Financial Statements. The Credit Union has an active Asset
and Liability Committee (ALCo) to review and develop
strategies to actively manage the financial risks to the
Credit Union. The committee meets at least bi-monthly
and decisions are then forwarded for review to the Audit
and Risk Committee of the Board.
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INTERNATIONAL FINANCIAL
REPORTING STANDARDS (IFRS)

As identified in Note 3 of the Notes to the Consolidated
Financial Statements, The Canadian Accounting
Standards Board will require all publicly accountable
companies to transition from Canadian GAAP to IFRS for
the year ended December 31, 2011. Affinity Credit Union
has implemented a comprehensive changeover plan to
prepare for the transition date.

The Credit Union's assessment of the risk to not
completing the plan is negligible to low. Overall
responsibility for the implementation and success of
the conversion plan rests with the Credit Union Board of
Directors. This responsibility has been assigned to Credit
Union management and the Audit and Risk Committee
of the Board. The Board is kept apprised of progress
towards the plan on a bi-monthly basis.
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Management’s Responsibility

for Financial Reporting

The accompanying Consolidated Financial Statements
of Affinity Credit Union were prepared by management,
which is responsible for the integrity and fairess of the
information presented, including the many amounts that
must of necessity be based on estimates and judgments.
These Consolidated Financial Statements were prepared
in accordance with financial reporting requirements
prescribed by the Credit Union Act, 1998 of the Province
of Saskatchewan, Credit Union Deposit Guarantee
Corporation, and by statute. The accounting policies
followed in the preparation of these financial statements
conform to Canadian generally accepted accounting
principles (GAAP). Financial and operating data elsewhere
in the annual report are consistent with the information
contained in the financial statements.

In discharging our responsibility for the integrity and
fairness of the Consolidated Financial Statements and

for the accounting systems from which they are derived,
we maintain the necessary system of internal controls
designed to ensure that transactions are authorized, assets
are safeqguarded, and proper records are maintained. These
controls include quality standards in hiring and training of
employees, policies and procedures manuals, a corporate
code of conduct and accountability for performance within
appropriate and well-defined areas of responsibility.

The system of internal controls is further supported by a
compliance function, which is designed to ensure that we
and our employees comply with appropriate legislation
and conflict of interest rules, and by an internal audit

staff, which conducts periodic audits of all aspects of our
operations.

The Board of Directors oversees management’s
responsibilities for financial reporting through an Audit
and Risk Committee, which is composed entirely of
independent directors. This Committee reviews our
Consolidated Financial Statements and recommends them
to the Board for approval. Other key responsibilities of the

Audit and Risk Committee include reviewing our existing
internal control procedures and planned revisions to those
procedures, and advising the directors on auditing matters
and financial reporting issues. Our Senior Compliance
Manager and Chief Internal Auditor have full and
unrestricted access to the Audit Committee.

Further monitoring of financial performance and reporting
is carried out by the Credit Union Deposit Guarantee
Corporation. It is given its responsibilities and powers

by provincial statute through the Credit Union Act. Its
purpose is to guarantee members'funds on deposit with
Saskatchewan Credit Unions and provide preventative
services. Preventative services include ongoing financial
monitoring, regular reporting and consultation.

Deloitte & Touche LLP, Independent Registered Chartered
Accountants appointed by the members of Affinity Credit
Union upon the recommendation of the Audit and Risk
Committee and Board, have performed an independent
audit of the Consolidated Financial Statements and their
report follows. The auditors have full and unrestricted
access to the Audit and Risk Committee to discuss their
audit and related findings.

b fite g

Lise de Moissac
Senior Vice President and
Chief Financial Officer

George Keter
Chief Executive Officer

Saskatoon, Saskatchewan
February 19,2010
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Auditors’ Report

To the members of Affinity Credit Union:

We have audited the consolidated balance sheet of
Affinity Credit Union as at December 31,2009 and the
consolidated statements of income and comprehensive
income, equity 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 consolidated 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.

Lt o Gl v P

Chartered Accountants
Saskatoon, Saskatchewan

February 19,2010
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Affinity Credit Union Consolidated Balance Sheet

As at December 31, 2009 (in thousands of dollars)

2009 2008

ASSETS
Cash $ 25,403 $ 35,374
Investments (Note 4) 256,808 210,121
Loans (Note 5) 1,700,207 1,592,510
Other assets (Note 6) 7,593 8,992
Capital assets (Note 7) 41,439 38,160
Intangibles (Note 8) 16,950 16,603
$ 2,048,400 $ 1,901,760

LIABILITIES

Deposits $ 1,859,890 $ 1,702,334
Loans payable (Note 9) 14,991 34,953
Other liabilities (Note 10) 18,336 20,324
Canada Student Loans (CSL) payable 2,721 3,386
Deferred income 347 583
Membership shares (Note 11) 11,611 11,852
1,907,896 1,773,432

EQUITY
Retained earnings 140,504 128,328
Accumulated other comprehensive income - -
$ 2,048,400 $ 1,901,760

See accompanying notes

APPROVED BY THE BOARD

C Director

AFFINITY CREDIT UNION



17

Affinity Credit Union Consolidated Statement

of Income and Comprehensive Income

Year ended December 31, 2009 (in thousands of dollars)

INTEREST INCOME
Loans
Investments

INTEREST EXPENSE
Deposits
Borrowed money

NET INTEREST

PROVISION FOR CREDIT LOSSES (Note 5)

NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSSES
OTHER INCOME

NET INTEREST AND OTHER INCOME

OPERATING EXPENSES
Personnel
General business
Occupancy
Organizational
Security

ALLOCATIONS
Patronage allocation (recovery)
Employee Recognition

INCOME BEFORE PROVISION FOR INCOME TAXES

PROVISION FOR INCOME TAXES (RECOVERY)
Current
Future

NET INCOME
OTHER COMPREHENSIVE INCOME (Net of Tax)
NET INCOME AND COMPREHENSIVE INCOME

See accompanying notes

2009 2008
87,192 94,260
6,512 10,967
93,704 105,227
33,655 40,956
397 1,961
34,052 42,917
59,652 62,310
4,653 2,398
54,999 59,912
31,438 28,230
86,437 88,142
35,316 35,501
27,063 28,520
5,201 4,848
1,921 1,418
1,745 1,413
71,246 71,700
= (27)
660 =
660 (27)
14,531 16,469
2,413 3,146
(58) 457
2,355 3,603
12,176 12,866
12,176 12,866
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Affinity Credit Union Consolidated Statement of Equity

Year ended December 31, 2009 (in thousands of dollars)

2009 2008
Retained earnings, beginning of year $ 128,328 $ 115,462
Net income 12,176 12,866
Retained earnings, end of year $ 140,504 $ 128,328

See accompanying notes
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Affinity Credit Union Consolidated Statement of Cash Flows

Year Ended December 31, 2009 (in thousands of dollars)

2009 2008
CASH FLOWS FROM (USED IN) OPERATING
ACTIVITIES
Net income $ 12,176 $ 12,866
Adjustments for
Provision for credit losses 4,653 2,398
Depreciation of capital assets 2,913 2,834
Amortization of intangible assets 1,019 1,033
Gain on disposal of capital assets (28) (845)
Loss on disposal of intangible assets 11 -
Change in market value of investments (43) (128)
20,701 15,760
Changes in non-cash working capital
Other assets 1,399 (5,070)
Other liabilities (1,988) (8,347)
CSL payable (665) (1,838)
Deferred income (236) (69)
19,211 436
CASH FLOWS FROM (USED IN) INVESTING
ACTIVITIES
Investments (50,986) (22,963)
Proceeds on disposal of investments 4,342 20,252
Loans (165,087) (277,096)
Purchase of capital assets (6,292) (423)
Purchase of intangible assets (1,388) (552)
Proceeds from disposal of capital assets 128 1,671
Proceeds from disposal of intangible assets 11 -
(219,272) (276,713)
CASH FLOWS FROM (USED IN) FINANCING
ACTIVITIES
Deposits 157,556 152,299
Proceeds from loans payable - 223
Repayment of loans payable (19,962) (5,374)
Repayment of membership shares (241) (925)
Sale of loans 52,737 133,522
190,090 279,745
NET INCREASE (DECREASE) IN CASH RESOURCES (9,971) 3,468
CASH RESOURCES, BEGINNING OF YEAR 35,374 31,906
CASH RESOURCES, END OF YEAR $ 25,403 $ 35,374
Supplemental Information
Cash interest paid S 34,052 S 42,917
Cash income taxes paid 3,716 2,851

See accompanying notes
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

1. INCORPORATION AND GOVERNING LEGISLATION

Affinity Credit Union (the “Credit Union”) was continued pursuant to the Credit Union Act, 1998 of the Province
of Saskatchewan. The Credit Union serves members and non-members in numerous locations throughout
Saskatchewan.

2. CHANGE IN ACCOUNTING POLICIES
Fair value measurements

Effective for its fiscal year ended December 31, 2009, the Credit Union adopted the Canadian Institute of Chartered
Accountants’ new recommendation for disclosures relating to fair value measurements. Section 3862 Financial
Instruments — Disclosures has been amended to require enhanced disclosure for fair value measurements recognized
in the balance sheet. The Credit Union is required to classify and disclose fair value measurements using a three-tier
hierarchy based on the lowest level input that is significant to that fair value measurement.

The adoption of this amendment did not have a significant impact on the Credit Union’s consolidated financial
statements.

Liquidity Risk

Effective for its fiscal year ended December 31, 2009, the Credit Union adopted the Canadian Institute of Chartered
Accountants’ new recommendations for disclosures relating to liquidity risk. Section 3862 Financial Instruments

— Disclosures has been amended to require enhanced disclosures for liquidity risk in response to current market
conditions. The Credit Union is required to disclose maturity analysis for derivative and non-derivative financial
liabilities based on how the Credit Union manages its liquidity risk.

The adoption of this amendment did not have a significant impact on the Credit Union’s consolidated financial
statements.

Credit risk and the fair value of financial assets and financial liabilities

Effective for its fiscal year ended December 31, 2009, the Credit Union adopted the CICA's Abstract No. 173, Credit Risk
and the Fair Value of Financial Assets and Financial Liabilities (“EIC-173"). EIC-173 requires an entity to take into account
its own credit risk and the credit risk of counterparties when determining the fair value of financial assets and financial
liabilities, including derivative instruments, and is required to be applied retrospectively without restatement. The
adoption of this abstract did not have a material impact on the Credit Union’s consolidated financial statements.

Goodwill and Intangible Assets

Effective for its fiscal year ended December 31, 2009, the Credit Union adopted CICA Handbook Section 3064,
Goodwill and Intangible Assets which replaces Section 3062, Goodwill and Other Intangible Assets and resulted in the
withdrawal of Section 3450, Research and Development Costs. Section 3064, provides guidance on the criteria that
must be satisfied in order for an intangible asset to be recognized, including internally developed intangible assets. As
a result of adopting Section 3064, the Credit Union has reclassified software development costs and banking system
software from capital assets to intangible assets. The adoption of this section did not impact the corresponding
depreciation recorded in general business on the consolidated statement of income and comprehensive income.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

3. SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements have been prepared in accordance with Canadian generally accepted
accounting principles (Canadian GAAP). The preparation of the consolidated financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
income and expenses during the year. These estimates and assumptions are reviewed periodically and, as adjustments
become necessary, they are reported in earnings in the periods in which they become known.

Actual results could differ from those estimates.

The significant accounting policies used in the preparation of these consolidated financial statements are summarized
below:

Basis of Consolidation

The consolidated financial statements include the net assets, liabilities, income and expenses of subsidiaries after
eliminating inter-company transactions and balances. Included in the consolidated financial statements are the
following 100% owned entities:

Affinity Holdings Inc.

Affinancial Employee Services Inc.
Affinancial Services Group Inc.

Affinity Insurance Services Inc.

Affinity Insurance Services Regina Inc.
Affinity Insurance Services North Albert
Affinity Insurance Services Meadow Lake
Affinity Insurance Services Saskatoon
Affinity Insurance Services Prince Albert
Canada Loan Administration Services Inc.
FirstSask Mortgages Inc.

Cash

Cash consists of cash and cash equivalents maturing in one business day.

Investments

Investments are classified (based on management’s intentions) as held-to-maturity, held-for-trading, loans and
receivables, or available-for-sale. Investments held-for-trading are carried at fair value with all unrealized gains and
losses recognized immediately in net income. Investments classified as held-to-maturity or loans and receivables are
carried at amortized cost. Investments classified as available-for-sale are carried at fair value with unrealized gains and

losses recorded in Other Comprehensive Income until realized, at which time the cumulative gain or loss is transferred
to other income.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

SIGNIFICANT ACCOUNTING POLICIES (continued)
Loans

Loans are recorded at the lower of principal plus accrued interest and estimated realizable amounts. Estimated
realizable amounts are determined by discounting the expected future cash flows at the effective interest rate
inherent in the loans or at the discounted future value of the loan’s security, net of expected selling costs.

An allowance for impaired loans is maintained that reduces the carrying value of loans to their estimated realizable
amount. A loan is classified as impaired when there is no longer reasonable assurance that the principal and interest
will be collected in full.

General allowances are established to reflect provisions for credit losses, which are prudential in nature but cannot
be determined on an individual basis. A general allowance is determined based upon management’s judgment
considering business and economic conditions, portfolio composition, historical credit performance and other
relevant indicators.

The allowance contains two parts - specific allowance and general allowance, calculated as follows:

i) The specific allowance is based on management’s regular review of individual loans to reduce book
value to the estimated realizable amount. The net amount represents management’s best estimate of
the future value of the payments that will be received on each loan, discounted at the loan’s inherent
interest rate. When management cannot determine the loan’s future cash flows, management bases the
estimate on the estimated market value of the loan’s security or value as determined from other pertinent
information, and where appropriate and reasonable, on the discounted future value of the loan’s security,
net of expected selling costs. The Credit Union records changes to the estimated realizable value of the
loans as a charge or credit for loan impairment.

ii) The Credit Union records general allowances when evidence of impairment within groups of loans exists
but is not sufficient to allow identification of individual impaired loans. It estimates impairment using a
formula based on its loss experience for similar groups of loans in similar economic circumstances. As
management identifies individual impaired loans, it assigns a specific allowance to that loan and adjusts
the general allowance accordingly.

Foreclosed Assets

Foreclosed assets held for sale are initially recorded at the lower of the investment in the foreclosed loan and its
estimated net realizable value. Foreclosed assets held for sale are subsequently valued at the lower of its carrying
amount or fair value net of expected selling costs.

Capital Assets

Land is reported at cost. Other capital assets are reported at cost less accumulated depreciation. Depreciation is
calculated using the straight-line method over the estimated useful life of the asset as follows:

Buildings and leaseholds 2.3%-33.3%
Furniture and equipment 2.5%-33.3%
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
Capital Assets (continued)

The Credit Union performs impairment testing on capital assets held for use whenever events or changes in
circumstances indicate that the carrying value of an asset or group of assets may not be recoverable. Impairment
losses are recognized when implied undiscounted future cashflows from its use and disposal are less than the asset’s
carrying amount. Impairment is measured as the amount by which the asset’s carrying value exceeds its fair value. Any
impairment is included in operating expenses in the Consolidated Statement of Income and Comprehensive Income.

Intangible Assets

The Credit Union owns intangibles in the form of computer software, banking system software and customer lists
and other insurance related intangibles. For those intangibles that are amortized, amortization is calculated using the
straight-line method over the estimated useful life of the asset from 10% to 50%.

The Credit Union evaluates the carrying value of its intangible assets annually and more frequently if events and
circumstances indicate the carrying amounts may not be recoverable. The amortization and impairment, if any, of
intangible assets is recorded in Operating Expenses in the Consolidated Statement of Income and Comprehensive
Income.

Future Income Taxes

Future income tax assets and liabilities are recognized for the future tax consequences attributable to temporary
differences between financial statement carrying amounts and their tax bases. These amounts are measured using
enacted tax rates and re-measured annually for rate changes. Future income tax assets are recognized for the benefit
of deductions available to be carried forward to future periods for tax purposes that are likely to be realized. Future
income tax assets are re-assessed each year to determine if a valuation allowance is required. Any effect of the re-
measurement or re-assessment is recognized in the period of change.

Financial Instruments

Section 3855 established standards for recognizing and measuring financial assets, financial liabilities and non-
financial derivatives. All financial instruments are initially recognized in the balance sheet at fair value at acquisition.
Measurement in subsequent periods depends on whether the financial instrument has been classified as held-for-
trading, available-for-sale, held-to-maturity, loans and receivables, or other financial liabilities.

Held-to-maturity
Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments and a fixed

maturity, other than loans and receivables, that an entity has the positive intention and ability to hold to maturity.
These financial assets are initially measured at fair value with gains and losses only recognized in net income when
the asset is derecognized or impaired. Any impairment write downs and foreign exchange translation adjustments are
recognized immediately in Other Income. The asset is measured at amortized cost using the effective interest method.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Held-for-trading
Held-for-trading financial assets are financial assets typically acquired for resale prior to maturity or that are

designated as held-for-trading and whose fair value can be reliably measured upon recognition. Held-for-trading
financial instruments are carried at fair value with gains and losses recognized immediately in net income.

Financial liabilities designated as held-for-trading are those non-derivative financial liabilities that the Credit Union
elects to designate on initial recognition as instruments that it will measure at fair value through net income. These
are accounted for in the same manner as held-for-trading assets. The Credit Union has not designated any non-
derivative financial liabilities as held-for-trading.

Available-for-sale

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale,

or that are not classified as loans and receivables, held-to-maturity or held-for-trading investments. These assets may
be sold in response to or in anticipation of changes in interest rates and repayment risk, or to meet liquidity needs.
Except as mentioned below, available-for-sale financial assets are carried at fair value with unrealized gains and losses
included in accumulated other comprehensive income until realized when the cumulative gain or loss is transferred to
Other Income.

Available-for-sale financial assets that do not have quoted market prices in an active market are measured at cost.
Interest on interest-bearing available-for-sale financial assets is calculated using the effective interest method.

Loans and receivables
Loans and receivables are accounted for at amortized cost using the effective interest method.

Other liabilities
Other liabilities are recorded at amortized cost using the effective interest method and include all financial liabilities,
other than derivative instruments.

The Credit Union regularly evaluates its available-for-sale and held-to-maturity instruments with unrealized losses
to determine if the losses are other than temporary. If the assessment indicates that the impairment is other than
temporary or the Credit Union does not have the intent or ability to hold the instruments until its fair value recovers,
the security is written down to its current fair value, and a loss is recognized in net income.

Financial assets and financial liabilities are classified based upon the purpose for which the financial instruments were
acquired or issued, their characteristics and the Credit Union’s designation of such instruments.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial Instruments (continued)

Classification:

Cash and cash equivalents Held-for-trading
Investments:
Demand and term deposits Loans and receivables
Liquidity reserve Loans and receivables
Concentra investments Loans and receivables
Commercial bonds Held-for-trading
Government bonds Held-for-trading
SaskCentral shares** Available-for-sale
SaskCentral debentures** Held-to-maturity
Community First Foundation Held-to-maturity
Credential Direct Held-to-maturity
Venture Capital Funds Available-for-sale
Loans to members Loans and receivables
Accounts receivable Loans and receivables
Members’ deposits Other liabilities
Other liabilities Other liabilities
Derivative instruments Held-for-trading

**SaskCentral is the trade name for Credit Union Central of Saskatchewan.

Derivative instruments are recorded on the balance sheet at fair value, including those derivatives that are embedded
in financial or non-financial contracts that are not closely related to the host contracts. Changes in the fair values

of derivative instruments are recorded in net income, with the exception of derivative instruments designated in
effective cash flow hedges which are recorded in other comprehensive income.

Fair Value of Financial Instruments

The fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s length
transaction between knowledgeable parties who are under no compulsion to act. Fair values are determined by
reference to quoted bid or asking prices in an active market. In the absence of an active market, the Credit Union
determines fair values based on external or internal valuation models, such as observable market based inputs (bid
and ask price) for instruments with similar characteristics and risk profiles or discounted cash flow analysis.

The Credit Union classifies fair value measurements recognized in the balance sheet using a three-tier fair value
hierarchy, which prioritizes the inputs used in measuring fair value as follows:

. Level 1: Quoted Prices (unadjusted) are available in active markets for identical assets or
liabilities;
. Level 2: Inputs other than quoted prices in active markets that are observable for the asset or

liability, either directly or indirectly; and

. Level 3: Unobservable inputs in which there is little or no market data, which require the Credit
Union to develop its own assumptions.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

SIGNIFICANT ACCOUNTING POLICIES (continued)
Fair Value of Financial Instruments (continued)

Fair value measurements are classified in the fair value hierarchy based on the lowest level input that is significant to
that fair value measurement. This assessment requires judgment, considering factors specific to an asset or a liability
and may affect placement within the fair value hierarchy.

Financial Asset Impairment

The Credit Union assesses impairment of all financial assets, except those classified as held-for-trading. Management
considers downgrades in ratings, recent financial results, defaults on preferred and subordinated shares, amongst
other factors in determining whether objective evidence of impairment exists. Impairment is measured as the
difference between the asset’s carrying value and its fair value. Any impairment, which is not considered temporary, is
included in current year net income in the Consolidated Statement of Income and Comprehensive Income.

The Credit Union reverses impairment losses on debt instruments classified as available-for-sale when an increase in
fair value can be objectively related to an event occurring after the impairment loss was previously recognized.

Derivative Financial Instruments

Derivative financial instruments are financial contracts whose value is derived from an underlying interest rate, foreign
exchange rate, equity instrument or index. In the ordinary course of business, the Credit Union enters into derivative
transactions for asset/liability management and for trading. Derivatives are reported on the Consolidated Balance
Sheet at their fair value.

Derivatives embedded in other non-derivative financial instruments or contracts are separated from their host
contracts and accounted for as derivatives when: a) their economic characteristics and risks are not closely related

to those of the host contract; b) the terms of the embedded derivative are the same as those of a free standing
derivative; c) and the combined instrument or contract is not measured at fair value with changes in fair value
recognized in net income. These embedded derivatives are measured at fair value with changes therein recognized in
net income.

Transaction Costs

Transaction costs are incremental costs that are directly attributable to the acquisition, issue, or disposal of a financial
asset or financial liability. An incremental cost is one that would not have been incurred if the entity had not acquired,
issued or disposed of the financial instrument.

Transaction costs include fees and commissions paid to agents, advisors, brokers and dealers, levies by regulatory
agencies and securities exchanges, and transfer taxes and duties. Transaction costs do not include debt premiums or

discounts, financing costs or internal administrative or holding costs.

Transaction costs are recorded for all business units and subsidiaries in the Consolidated Statement of Income and
Comprehensive Income in the period incurred.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue Recognition

Loan Interest Revenue

Loan interest revenue is recognized on the accrual basis for all loans not classified as impaired. A loan is classified as
impaired when there is reasonable doubt as to collectability or if payments of interest or principal are past due 90
days. When a loan becomes impaired, recognition of interest income ceases when the carrying amount of the loans
(including accrued interest) exceeds the estimated realizable amount of the underlying security. The amount of initial
impairment and any subsequent changes are recorded through the charge for loan impairment as an adjustment of
the specific allowance.

Loan syndication fees are included in Other Income as earned throughout the term of servicing.
Investment Interest Revenue
Investment interest revenue is recognized on the accrual basis. Purchase premiums and discounts are amortized using

the effective interest method over the term to maturity of the applicable investment.

Other Income
Other revenue is recognized in the fiscal period in which the related service is provided.

Membership Shares

Shares are classified as either member equity or liabilities in accordance with their terms. Shares that are redeemable
at the option of the member, either on demand or on withdrawal from membership, are classified as liabilities.

Employee Future Benefits

The Credit Union’s employee future benefit programs consist of a defined benefit and a defined contribution pension
plan.

The obligation of the defined benefit plan is calculated by independent actuaries at the balance sheet date. Actuarial
gains and losses are amortized on a straight line basis over the estimated average remaining service life of the
employee group.

Credit Union contributions to the defined contribution plan are expensed as personnel expenses as they are incurred.
Future Accounting Changes

International Financial Reporting Standards

The Canadian Accounting Standards Board will require all publicly accountable companies to adopt International
Financial Reporting Standards (“IFRS”) for interim and annual consolidated financial statements relating to fiscal

years beginning on or after January 1, 2011, including the restatement of comparative period consolidated financial
statements on the same basis. The transition from Canadian GAAP to IFRS will be applicable to the Credit Union for the

year ended December 31, 2011.

The Credit Union is participating in the National IFRS Readiness Project for Credit Unions sponsored by Credit Union
Central of Canada and has begun the analysis of the expected areas of impact on our organization.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

4, INVESTMENTS
2009 2008

Liquidity reserve - SaskCentral $ 185,363 $ 171,661
SaskCentral Shares 19,002 14,081
Government and Commercial Bonds 14,338 9,326
SaskCentral Investments 3,570 3,570
Concentra Investments 30,450 2,952
Securitization retained interest, net - 3,475
Venture Capital Funds 2,150 2,030
Credential Direct 250 250
Community First Foundation 200 200
Assurance Deposit - 221
Other 30 235
Accrued interest 1,455 2,120

$ 256,808 $ 210,121

The regulator of Saskatchewan Credit Unions, Credit Union Deposit Guarantee Corporation (CUDGC) requires that
the Credit Union maintain an amount equal to 10% of total liabilities in specified liquidity deposits with Credit Union
Central of Saskatchewan (SaskCentral), set out in regulation 18-1. As of December 31, 2009, the Credit Union met this
requirement.

5. LOANS

Principal Allowances 2009 2008

Current Impaired Specific  General Net Net
Government guaranteed $ 255036 $ - $ = § - $ 255,036 $ 255,892
Conventional mortgages 646,195 458 49 1,132 645,472 576,163
Personal loans 387,598 6,876 5,863 2,697 385,914 425,507
Non-personal loans 408,477 1,777 421 2,680 407,153 327,954
Foreclosed assets 86 - 59 - 27 27
Accrued interest 8,512 = 1,907 = 6,605 6,967

$ 1,705904 $ 9,111 $ 8299 $ 6,509 $ 1,700,207 $ 1,592,510
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

5. LOANS (continued)

2009 2008

Allowance for Impaired Loans
Balance, beginning of year $ 14,680 $ 12,599
Charge for loan impairment

- Specific 4,409 1,110

- General 244 1,288

- Interest accrued on impaired loans 312 317

- Amounts written-off (net of recoveries) (4,837) (634)
Balance, end of year $ 14,808 S 14,680

6. OTHER ASSETS
2009 2008
Prepaids $ 404 $ 1,926
Future income tax asset 1,982 1,975
Income tax receivable 757 -
Receivables 3,275 3,094
Derivatives 1,175 1,997
$ 7,593 ) 8,992
7. CAPITAL ASSETS
Accumulated 2009 2008
Cost Depreciation Net Net

Land $ 5,844 S - $ 5,844 S 5,764
Buildings and leaseholds 40,702 10,862 29,840 28,068
Furniture and equipment 16,487 10,732 5,755 4,328

$ 63,033 $ 21,594 $ 41,439 $ 38,160

8. INTANGIBLE ASSETS

Intangible assets consist of software development costs, banking system software and customer lists and other
insurance related intangibles.

Software development costs have a net book value of $872 (2008 - $1,166). Banking system software has a net book
value of $3,846 (2008 - $3,205). Customer lists and other insurance related intangibles have a net book value of
$12,232 (2008 - $12,232). Total accumulated amortization on all intangibles is $5,575.

There were no write downs of intangible assets due to impairments for the year ended December 31, 2009
(2008 - Snil).

ANNUAL REPORT AND CONSOLIDATED FINANCIAL STATEMENTS = 2009



30

Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

10.

11.

LOANS PAYABLE
Authorized Outstanding
2009 2008 2009 2008
Commercial paper $ 30,000 S 20,000 $ 14991 § 19,953
Line of credit (CAD) 29,000 41,000 - -
Pre-authorized revolving loan 10,000 30,000 - =
Term loan payable - 15,000 - 15,000

$ 69,000 $ 106,000 $ 14991 § 34,953

Loans Payable includes a Commercial Paper Funding Agreement with SaskCentral. The interest rate on outstanding
commercial paper as at December 31, 2009 was 0.705% (2008 — 2.850%). At maturity, the Credit Union has the option
to renew the commercial paper at a rate equal to the then current R-1 Low commercial paper market rate plus 0.375%.
SaskCentral has committed to ensure the continued availability of this facility commensurate with SaskCentral’s ability
to reissue this debt at acceptable market rates.

Interest on the line of credit with SaskCentral is charged at a floating rate equal to SaskCentral’s posted Canadian
dollar prime rate less 0.50%. The effective rate at December 31, 2009 was 1.75% (2008- 3.00%). The Credit Union also
maintains a US dollar line of credit facility in the amount of $1,000 USD (2008 - $1,071 USD). Interest on the US dollar
line of credit is charged at a floating rate equal to SaskCentral’s posted US prime rate plus 0.50%. The effective rate at
December 31, 2009 was 3.75% (2008 — 3.75%). No balances were outstanding under this facility at December 31, 2009
(2008 - $nil).

The Credit Union also maintains a pre-authorized, revolving loan agreement with Concentra Financial Services
Association. Outstanding balances are charged interest at a floating rate equal to the one month CDOR plus 2.75%
payable monthly. The facility also charges a stand-by fee equal to 0.25% per annum, on the average unused daily
balance.

The term loan facility outstanding December 31, 2008 carried an effective interest rate of 2.625% and was repaid and
cancelled during 2009.

All bank indebtedness agreements are secured by general security agreements registered against the assets of the
Credit Union.

OTHER LIABILITIES

2009 2008
Accounts payable and accrued liabilities $ 18,333 $ 19,748
Income taxes payable - 560
Interest on funding for Canada Student Loans 3 16
$ 18,336 $ 20,324

MEMBERSHIP SHARES
The authorized share capital is unlimited in amount and consists of shares with a par value equal to their value at

original issuance. All new member shares have a par value of five dollars each. These accounts are not guaranteed by
CUDGC.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

11. MEMBERSHIP SHARES (continued)

In accordance with the Credit Union Act, amounts allocated from retained earnings and held for the credit of
members in member equity accounts are ranked equally with membership shares. As provided for by the Credit
Union Act, member equity accounts are administered in accordance with the terms of Bylaw 13.1, which sets out the
rights, privileges, restrictions and conditions for these accounts.

Characteristics include permanence, freedom from mandatory charge and subordination to the rights of creditors and
depositors.

Share capital consists of:

2009 2008
Membership shares (required for Membership) $ 576 $ 592
Member equity accounts 11,035 11,260
$ 11,611 ) 11,852

12. CAPITAL MANAGEMENT

CUDGC prescribes capital adequacy measures and minimum capital requirements for the Credit Union. The capital
adequacy requirements issued by CUDGC are based on the Basel Il framework. This framework encompasses the
recommendations for banking laws and regulations issued by the Basel Committee on Banking Supervision. The
objective of this new framework is to create international standards that regulators can use when creating regulations
as to how much capital financial institutions need to put aside to guard against a wide variety of financial and
operational risks.

In 2008, CUDGC expanded the risk-weighted asset calculation to include credit and operational risk. Changes from
Basel I include a reclassification into lower-risk categories for residential mortgages, aggregation of lending exposure,
removal of unrealized securitization revenue and a new capital requirement related to operational risk.

Under this approach, Credit Unions are required to measure capital adequacy in accordance with instructions for
determining risk-adjusted capital and risk-weighted assets including off-balance sheet commitments. Based on the
prescribed risk of each type of asset, a weighting of 0% to 150% is assigned. The ratio of regulatory capital to risk-
weighted assets is calculated and compared to the standard outlined by CUDGC. Regulatory standards require Credit
Unions to maintain a minimum total eligible capital to risk-weighted assets of 8.00%, a minimum Tier 1 capital of
5.00% to total assets, and Tier 2 capital to Tier 1 capital of less than 100.00%.

Tier 1 capital is defined as a Credit Union’s primary capital and comprises the highest quality of capital elements while
Tier 2 is secondary capital and falls short of meeting Tier 1 requirements for permanence or freedom from mandatory
charge. Tier 1 capital at the Credit Union includes retained earnings, membership shares, member equity/patronage
accounts and any deductions for securitization transactions, goodwill and intangibles.

Tier 2 capital at the Credit Union includes general allowance for credit losses to a maximum of 1.25% of risk-weighted
assets and additional deductions for any securitization transactions.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

12,

13.

CAPITAL MANAGEMENT (continued)

The Credit Union has adopted a capital plan that conforms to the new capital framework and is regularly reviewed
and approved by the Board of Directors. The following table compares CUDGC regulatory standards to the Credit
Union’s capital plan standards for 2009.

During the year, the Credit Union complied with all external requirements but has not reached several internal capital
adequacy requirements. Internal targets are considerably higher than minimum regulatory capital requirements but
are considered to be prudent.

Minimum Regulatory Internal
Standards Standards
Total eligible capital to risk weighted assets 8.00% 11.50%
Tier 1 capital to total assets 5.00% 7.50%
Tier 2 capital to Tier 1 capital Less than 100.00% Less than 100.00%

The following table summarizes key capital information:

2009 2008

Eligible capital

Total Tier 1 capital $ 146,285 S 134,104

Total Tier 2 capital 6,494 5,465
Total eligible capital $ 152,779 $ 139,569
Risk weighted assets $ 1,338,151 $ 1,241,298
Total eligible capital to risk weighted assets 11.42% 11.24%
Tier 1 capital to total assets 7.15% 7.05%
Tier 2 capital to Tier 1 capital 4.44% 4.08%

The Credit Union’s capital targets were developed, in part by considering regulatory capital requirements and

the current practice of large Canadian chartered financial institutions. These targets include ranges that prevent
unleveraged capital surpluses. Capital targets included ranges for Tier 1 and Tier 2, as well as a metric to encourage
retained earnings as a percentage of capital to not fall below 85% of total Tier 1 capital.

A number of metrics were also developed in conjunction with capital targets. Sustainable balance sheet growth,
strong returns on capital, and efficiency ratios were created that would support capital building for the Credit Union.
RELATED PARTY TRANSACTIONS
a) LoansReceivable

As of December 31, 2009, certain directors, management and staff were indebted to the Credit Union for

an amount totaling $ 57,232. These loans were granted under the same lending policies applicable to other
members, and are included in Loans on the balance sheet.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

13.

14.

RELATED PARTY TRANSACTIONS (continued)
b)  Deposit Accounts

Deposit accounts are held by directors, management, and staff in the amount of $22,874. These accounts are
maintained under the same terms and conditions as accounts of other members, and are included in Deposits
on the balance sheet.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair values represent estimates of value at a particular point in time and may not be relevant in predicting future
cash flows or earnings. Estimates respecting fair values are based on subjective assumptions and contain significant
uncertainty. Potential income taxes or other expenses that may be incurred on actual disposition have not been
reflected in the fair values disclosed.

Methods and Assumptions
The following methods and assumptions were used to estimate fair values of financial instruments:

The carrying values for cash, short-term investments, other assets, other liabilities, accrued income and expenses, and
certain other assets and liabilities approximate their fair value.

Estimated fair values of remaining investments are based on quoted market prices when available (Level 1), or quoted
market prices of similar investments (Level 2).

For variable interest rate loans that re-price frequently, carrying values are assumed to be fair values (Level 2). Fair
values of other loans are estimated using discounted cash flow calculations on the contractual repayment of the
loans. The discount rates applied were based on the market rate for equitable classes or groupings as at December 31,
2009 (Level 2). The comparative carrying value of loans, advances and other receivables is net of specific provision for
impairment.

Fair value of deposits without a specified maturity term is the carrying value (Level 1). Fair value for other deposits is
estimated using discounted cash flow calculations at market rates for similar deposits (Level 2).

The fair value of derivative financial instruments is estimated by referring to the appropriate current market yields

with matching terms to maturity (Level 2). The fair values reflect the estimated amounts that the Credit Union would
receive or pay to terminate the contracts at the reporting date.
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Affinity Credit Union Notes to the Consolidated Financial Statements

For the year ended December 31, 2009 (in thousands of dollars)

14. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The fair value of financial instruments and their related carrying values has been summarized and included in the

table below:
2009 Fair Value Hierarchy for Available-for-Sale
Carrying Fair and Held-for-Trading Financial Instruments
Value Value Level 1 Level 2 Level 3
Assets
Cash $ 25403 $ 25,403 $25403 $ - S =
Investments 256,808 257,480 14,493 21,181 -
Loans 1,700,207 1,704,396
Other assets 3,275 3,275
Derivative related amounts 1,175 1,175 - 1,175 -
$ 1,986,868 $1,991,729 $39,896 $ 22,356 S =
Liabilities
Deposits $1,859,890 $ 1,887,565 $ $ S
Loans payable 14,991 14,991
Other liabilities 18,336 18,336
CSL payable 2,721 2,721
Membership shares 11,611 11,611
$1,907,549 $1,935,224 $ - S = $ -
2008 Fair Value Hierarchy for Available-for-Sale
Carrying Fair and Held-for-Trading Financial Instrumentss
Value Value Level 1 Level 2 Level 3
Assets
Cash $ 35374 S 35,374 $ 35374 S - S -
Investments 210,121 212,655 13,207 16,141 =
Loans 1,592,510 1,604,166
Other assets 3,094 3,094
Derivative related amounts 1,997 1,997 - 1,997 -
$ 1,843,096 $ 1,857,286 $ 48581 $ 18138 S =
Liabilities
Deposits $ 1,702,334 $ 1,719,253 $ $ $
Loans payable 34,953 34,953
Other liabilities 20,324 20,324
CSL payable 3,386 3,386
Membership shares 11,852 11,852
$ 1,772,849 $ 1,789,768 $ = 8 - S =

Swaps and options do not receive hedge accounting treatment.
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14.

15.

16.

17.

FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

Fair Value of derivatives not receiving hedge accounting treatment:

2009 2008
Fair Value Fair Value
Positive Negative Positive Negative
Interest rate swaps $ 20 $ 362 S 468 S -
Options purchased 1,517 - 1,529 -
$ 1,537 $ 362 $ 1,997 S =

The outstanding notional value of the interest rate swaps as at December 31, 2009 was $20,000 (2008 - $20,000).

SEGMENTED INFORMATION

The Credit Union operates principally in personal, agricultural and commercial banking in Saskatchewan.
Operating branches are similar in terms of the nature of products and services, methods to distribute products and
services, type of member customers and the nature of the regulatory environment.

LOANS UNDER ADMINISTRATION AND SECURITIZATION

The Credit Union earns fees on the administration of loans which are beneficially owned by other financial institutions.
As at December 31, 2009, the Credit Union has loans under administration of $235,649 (2008 - $266,427).

During 2009, the Credit Union wound down its securitized loan portfolios. As at December 31, 2008, $19,422 was
securitized to independent special purpose entities or trusts that issue securities to investors.

FINANCIAL INSTRUMENT RISK MANAGEMENT

The nature of the Credit Union’s financial instruments exposes it to credit, market and liquidity risk.

Credit Risk
Credit risk is the risk of loss associated with a counterparty’s inability or unwillingness to fulfill its payment obligations.

Credit risk may arise from principal and interest amounts on loans. Refer to Note 5 for additional information on the
credit quality of loans. The Credit Union is not selling credit derivatives in order to manage the overall credit portfolio
but has purchased credit derivatives in other Canadian jurisdictions totaling $1,093 (2008 - $1,343).

The Credit Union manages credit risk through adherence to internal policies and procedures for credit granting and
subsequent loan disbursements. Credit risk management principles include:

ANNUAL REPORT AND CONSOLIDATED FINANCIAL STATEMENTS = 2009
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17.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Credit Risk (continued)

i) balancing of risk and return through:

. ensuring that credit quality is not compromised for growth;

. diversifying credit risks in transactions, relationships and portfolios;
. using credit risk rating and scoring systems, policies and tools;

. pricing appropriately for the credit risk taken; and

. mitigating credit risk through preventive and detective controls.

ii)  all business activities that are not consistent with the Credit Union’s values, code of conduct or policies must be
avoided.

The following committees are involved in the management of credit risks: Asset/Liability Committee (ALCo), a variety
of internal management, Credit and Policy Committees. Working in combination, these committees approve credit
risk limits and ensure that management has the framework, policies, processes and procedures in place to manage
credit risk and that the overall credit risk policies are complied with at the business and transaction levels.

Products and services are subject to risk review and approval processes. Proposals for new and amended credit
products and services are comprehensively reviewed and approved under a risk assessment framework. Limits are
used to ensure the loan portfolio is well diversified and within risk limits as approved by the Board of Directors.
Credit limits are established to ensure adequate diversification and to reduce concentration risk between Agriculture,
Consumer and Commercial portfolios.

All loans are subject to continuous management review to assess whether there is objective evidence that any loans
or group of loans is impaired. At regularly scheduled meetings, the Board and Audit and Risk Committee (ARCO)
receive a delinquency report by category. The report provides an overview of the Credit Union risk profile, including
trending information, significant risk issues and analysis of significant shifts in exposures.

As at December 31, the Credit Union’s loan delinquency over ninety days as a percentage of total loans was 0.75%
(2008 - 0.87%).

Credit risk may also arise from principal and interest amounts on investments. The Credit Union manages credit

risk through adherence to internal policies and procedures for the acquisition of investments. Safety of principal is
accomplished by ensuring that all investments purchased are reasonable and prudent. Investment decisions are made
with due diligence to avoid undue risk of loss while obtaining a reasonable return. All investment polices including
risk limits have been approved by the Board of Directors. In addition CUDGC establishes standards with which the
Credit Union must comply.

To meet the needs of its members and manage its own exposure to fluctuations in interest rates, the Credit Union
participates in various commitments and contingent liability contracts. The primary purpose of these contracts is to
make funds available for the financing needs of customers. These are subject to normal credit standards, financial
controls, risk management and monitoring procedures. The contractual amounts of these credit instruments
represent the maximum credit risk exposure without taking into account the fair value of any collateral, in the event
other parties fail to perform their obligations under these instruments.

Commercial letters of credit are instruments issued on behalf of a customer authorizing a third party to draw drafts on
the Credit Union up to a stipulated amount subject to specific terms and conditions. The Credit Union is at risk for any
drafts drawn that are not ultimately settled by the customer and the amounts are collateralized by the goods to which
they relate. Commitments to extend credit represent unused portions of authorization to extend credit in the form of
loans or letters of credit.

AFFINITY CREDIT UNION
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17. FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Credit Risk (continued)
The following financial instruments expose the Credit Union to credit risk:

i)  commercial letters of credit to allow a third party to draw drafts to a maximum agreed amount under specific
terms and conditions;

ii) commitments to extend credit representing the unused portion of authorizations to extend credit in the form of
loans (including lines of credit).

As at December 31, 2009, the Credit Union had the following outstanding but unfulfilled financial instruments subject
to credit risk:

2009
Undrawn lines of credit $ 194,743
Commercial letters of credit 5,064
Commitments to extend credit 211,350
$ 411,157

Market Risk

Market risk is the risk of loss in the value of a financial instrument that may arise from changes in the market factors
such as interest rates, equity or commodity prices and credit spreads. The Credit Union is exposed to market risk in
asset/liability management activities. The level of market risk to which the organization is exposed varies depending
on market conditions, in particular, the volatility and liquidity in the markets where the instruments are traded and
expectations of future price and yield movements.

The Credit Union uses a lattice based simulation tool referred to as linear path space (LPS) which is Basel Il compliant.
The tool measures both short-term (1 year) and long-term (over 1 year) interest rate risk and includes stress testing
of interest rates within the context of over 201 interest rate scenarios. The Board of Directors has approved the policy
related to market risk for the Credit Union as outlined below:

i) Short term interest rate risk or Value at Risk (VaR) measures how exposed the Credit Union earnings are to
interest rate changes within a 1 year time frame. The model uses the current market yield curve and simulates
future potential margins. By policy, not more than 8% of statistically expected net interest margin can be at risk
within that time frame and this is to be reported with 90% confidence. As at December 31, 2009, this modeling
tool was used to measure and isolate short and long term interest rate risk. VaR at December 31 was 1.06% (2008
- 0.78%);

ii)  Long term interest rate risk is measured through a modified duration of equity. This measures how expected
changes in interest rates will expose the market value of member equity to changes. The model also captures
current trends of the simple durations of all assets and liabilities. By policy, the market value of equity cannot be
exposed by more than 10% and as at December 31, 2009 was exposed to a 3.86% change (2008 - 6.92%)

At regularly scheduled meetings, ARCO and the Board of Directors receive a market risk report which includes 13
months of trending, a report on significant changes and a comparison to policy.
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17.

18.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Liquidity Risk
Liquidity risk is the risk that the Credit Union may be unable to generate or obtain sufficient cash or cash equivalents
in a timely and cost effective manner to meet commitments as they come due.

The assessment of liquidity risk reflects management’s estimates, assumptions, and judgments pertaining to current
and prospective market conditions and the related member and counterparty behavior.

Liquidity risk is managed by assessing normal day-to-day funding requirements that are measured through a
modeling tool of trended expected balances combined with contractual cash flows over a period of one year, coupled
with contingent liquidity risk which assesses the impact of intended responses to sudden stressful events.

Net cash inflow or outflow is compared against, and is to be a multiple of a number of liquidity generators. Through
policy, excess liquidity must be maintained in several time gaps from one month through one year. The following is
the result as at December 31, 2009:

1 month 3 months 6 months 1 year
Net Cash Source 2.07 times 2.21 times 2.06 times 1.80 times
Policy 1.4 times 1.2 times 1.0 times 0.75 times

At regularly scheduled meetings, ARCO and the Board review liquidity results and where there are specific time
intervals that are falling outside of budget, management presents plans for remediation.

INCOME TAXES

Income taxes are included in the Consolidated Statement of Income as follows:

2009 2008

Components of the provision of income taxes:
Current income tax expense $ 2,413 $ 3,146
Future income tax expense (recovery) (58) 457
S 2,355 $ 3,603
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18. INCOME TAXES (continued)

Reconciliation of the provision for income taxes:

39

2009 2008
Income before income taxes 14,531 $ 16,469
Combined federal and provincial income tax rate 31% 32%
Income taxes at statutory rate 4,504 $ 5,270
Provision for income taxes adjusted for the effect of:
Non-deductible expenses (recovery) 6 (24)
Credit Union rate reduction (1,840) (1,843)
Losses carried back at different rates 36 -
Future income tax expense (recovery) resulting
from tax rate changes (361) 200
Other 11 -
2,355 $ 3,603
Effective rate of tax 16% 22%
The future income tax asset (liability) is comprised of the following:
2009 2008
Future income tax assets (liabilities):
Deferred compensation 387 S 421
Loans 1,100 1,071
Premises and equipment (171) (50)
Translation adjustment 21 32
Loss carryforwards 678 563
Other (33) (62)
1,982 $ 1,975

19. CONTINGENCY

The Credit Union has been in discussion with the Canada Revenue Agency about potential adjustments to the 2005
and 2006 taxation years. The amount of the adjustment, if any, is not determinable.

20. COMPARATIVE FIGURES

Certain prior year's comparative figures have been reclassified or adjusted to conform to the current year’s basis of

presentation.
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