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F i n a n c i a l  H i g h l i g h t s

(Millions of Dollars)          

         

For the Year  2009 2008 2007 2006 2005

Continuing Operations          
	 Gross revenue 198.25 194.08 177.60 160.38 133.09
	 Net interest income 55.00 46.35 34.62 37.02 41.86
	 Provision for credit losses 0.60 4.97 0.18 0.02 1.48
	 Non-interest expenses 48.81 44.83 44.04 42.63 36.93

Net income from continuing operations 28.99 4.87 1.88 11.10 13.95

Net income from discontinued operations1 1.71 2.87 20.86 2.57 0.01

Net income 30.70 7.74 22.74 13.67 13.96

At Year End          
	 Assets from continuing operations 3,686.36 3,834.62 3,555.89 3,003.27 2,588.22
	 Assets from discontinued operations 8.88 9.10 62.46 300.92 238.16
	 Total assets 3,695.24 3,843.72 3,618.35 3,304.19 2,826.38 
	 Retained earnings 69.14 38.70 42.07 40.02 34.22

Assets under administration  24,400 21,000 20,000 19,200 17,700

Assets to Capital Multiple2 14.2 18.4 16.7 16.8 16.4
Total Regulatory Capital to Risk-Weighted Assets2 16.6% 12.4% 12.2% 12.5% 11.9%

(1)2007 includes gain on sale of retail credit card business of $17.46 (net of tax). 
(2)The 2009 and 2008 ratios are calculated using guidelines issued by the Office of the Superintendent of Financial Institutions Canada (OSFI) 
under the new Basel II framework. Comparative ratios are calculated using guidelines issued by OSFI under the Basel I framework. Basel I and 
Basel II are not directly comparable. 

F i n a n c i a l  H i g h l i g h t s
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M e s s a g e  f r o m  t h e  B o a r d  C h a i r  a n d 
P r e s i d e n t / C h i e f  E x e c u t i v e  O f f i c e r

The global economic downturn set the backdrop for 2009, a year to confront unprecedented challenges in 

an uncharted and changing landscape. Concentra Financial successfully faced the test by putting knowledge 

and tools to work in a framework of co-operation, courage and innovation. 

Early in 2009 we recognized the need to reassess and alter the course, by recasting the 2009 Business Plan 

and intentionally changing the way we do business. Transition and rebuilding became the operating priority. 

Through teamwork, we effectively managed through the difficult economic terrain to reach a new peak 

in the financial performance of Concentra Financial. We attained the best ever financial results with 

consolidated net income of $30.7 million (net income of $29.0 million from continuing operations), total 

corporate assets of $3.7 billion and assets under administration of $24.4 billion.

Concentra Financial acknowledges that the necessary immediate responses to the market situation impacted 

some credit unions. Looking beyond the short term we also made significant changes to the business model, 

to achieve long term sustainability for Concentra Financial and ensure the ability to serve credit unions well 

into the future.

Prudent and well managed responses that contributed to Concentra Financial entering 2010 in a position 

of financial strength include reassessing liquidity requirements, deliberately reducing the overall size of 

the balance sheet, maintaining the DBRS rating and attracting new capital. With net income and return on 

equity significantly exceeding the Revised Business Plan, 2009 results validate the modified business model.

Notwithstanding the limitations imposed by the external financial environment, Concentra Financial made 

progress on many key deliverables. We continued active engagement in the Prairie Central Initiative, 

enhanced Registered Plans programs, launched a nationwide Liquidity Bulletin Board, delivered a new 

website and established the Innovation Council to seek credit union input on products and services. 

Concentra Financial was designated for the seventh consecutive year as one of Canada’s 50 Best Managed 

Companies, achieving membership in the Platinum Club. This recognition of strong overall performance is 

a testament to the ability of the Concentra Financial leadership team, and the dedication and talent of all 

employees. 

For 2010, the financial focus remains on optimizing profitability. Concentra Financial continues to actively 

participate in and promote a successful Prairie Central merger. With client needs a top priority, Concentra 

Financial is committed to seeking ways to further strengthen the value provided to credit unions through 

complementary services. 

We appreciate and thank our credit union clients and partners for trusting Concentra Financial as a partner 

and provider, staying the course with us through the rugged landscape of 2009. Well equipped for the path 

to recovery in 2010, we look forward to ascending to new heights together. 

Wayne McLeod, Board Chair

Myrna Bentley, President and Chief Executive Officer

Fo r e w o r d
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M a n a g e m e n t  D i s c u s s i o n  a n d  A n a l y s i s
The following discussion and analysis on the operations and financial position of Concentra Financial 

Services Association (Concentra Financial) at December 31, 2009, should be read in conjunction with the 

Consolidated Financial Statements and the accompanying notes.

Financial Performance
Concentra Financial provides value to Canada’s credit unions and endeavours to maximize shareholder value. 

The company is dedicated to continuously refining business practices to meet the demands of a dynamic 

financial services industry and expanding the boundaries of our financial targets.

Concentra Financial establishes long-term financial performance objectives that are reviewed and approved 

annually by the Board of Directors as an essential component of the strategic planning process. The 

measurement of these key financial performance indicators is based on consolidated operations.  

On October 1, 2007, Concentra Financial sold its retail credit card business to MBNA Canada Bank, a 

subsidiary of Bank of America Corporation. Effective January 1, 2008, CAI Acquiring Inc., a wholly-owned 

subsidiary of Concentra Financial, sold its partnership interest in the merchant acquiring business resulting 

in a pre-tax gain on sale of approximately $0.8 million. Subsequently on January 1, 2009, the shares held in 

CAI Acquiring Inc. were sold to the Class C shareholders.

Concentra Financial exhibited exceptional performance in 2009. After the significant market turbulence 

in the last quarter of 2008 demonstrated we are not immune to the market conditions, 2009 has shown 

that prudent and well managed responses to market fluctuations have returned positive results. The 2009 

financial performance was impacted positively by higher net interest income, gain on securities, realized and 

unrealized gains (losses) on derivatives, and lower provision for credit losses. However, the results were 

affected by increased non-interest expenses, and lower fee for service income. 

The following is a summary of the company’s key financial performance indicators.

Asset Growth
•	 The company has established long-term growth targets of 5% to 10% annually, expecting to fully 

leverage the increase in net assets.

•	 Capital plans have been developed to ensure Concentra Financial meets the necessary external 

requirements while achieving growth targets.

•	 During 2009, the company managed the size of the consolidated on-balance sheet assets downward by 

3.9% to ensure strong capital adequacy and liquidity levels were maintained (2008 – upward by 6.2%).

•	 Overall growth of assets comprising on-balance sheet assets from continuing operations as well as off-

balance sheet loan program assets was 3.4% (2008 – 11.9%).

•	 The growth of assets under administration on a consolidated basis was 16.2% (2008 – 5.0%). The 

increase was mainly due to the registered retirement savings plans, tax free savings accounts and the 

level of securitization activity undertaken in 2009.

•	 Additional information in relation to asset growth is included in the business lines section later in this 

report. 
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Productivity
•	 An annual productivity target is set to support control over operating costs in relation to revenue levels. 

Productivity measures the ratio between non-interest expenses to net interest income and non-interest 

income. In this ratio, the company endeavours to achieve a downward trend, indicating that productivity 

is improving.

•	 Over the long term, the company will work toward achieving a productivity ratio of 65% - 70% 

annually. Factors that contribute to a healthy productivity ratio are maintaining a specified margin to 

average assets ratio, non-interest revenue growth measured as year-over-year percentage increase and 

non-interest revenue growth relative to total gross revenue while maintaining non-interest expenses at 

reasonable levels.

•	 The productivity ratio improved in 2009, as the actual rate decreased to 56.2% (2008 – 76.8%). The 

low interest rate environment during the year was positive for net interest income due to lower cost of 

funds. Non-interest income increased due to positive impacts from gain (loss) on securities and reduced 

net derivative losses partially offset by reduced income from fee for service. Gain (loss) on securities 

resulted in net gains in the current year while the prior year had net losses due to provisions recorded 

for asset-backed and Collateralized Debt Obligation (CDO) securities. The reduced net derivative losses 

resulted from the net unrealized gains partially offsetting the net realized losses in the current year 

whereas the prior year had both net realized and net unrealized losses. The derivative portfolio is 

subject to significant volatility due to market conditions and can result in either significant positive 

or negative movements. Non-interest expense increased and continues to be closely managed with 

workforce strategy and cost management initiatives.

Return on Equity
•	 The company’s overall financial return to shareholders is determined annually based on current 

conditions, with the long-term target of maintaining an 8% - 12% return on equity (ROE).

•	 For the year ending December 31, 2009, the consolidated ROE was 17.7% (2008 – 4.1%). This increase 

was the result of the significantly higher net income than anticipated in the 2009 financial plan.

Financial Statement Analysis
Consolidated assets decreased by $0.1 billion 

to $3.7 billion in 2009 due to a decrease in the 

loans portfolios offset partially by an increase in 

securities. The company’s decrease in total assets 

was supported by the reduction in deposit liabilities 

which were partially offset by an increase in loans 

and notes payable. The ongoing size of the balance 

sheet continues to be actively managed in relation 

to the capital levels as well as liquidity levels.

In addition to the company’s on-balance sheet 

assets, assets under administration include assets 

administered by the company and assets where 

the company acts as a trustee on behalf of clients. Consolidated assets under administration at December 

31, 2009 were $24.4 billion, an increase when compared to $21.0 billion in 2008. The level of assets 

administered contributes to non-interest revenue.

Consolidated Assets
(Thousands of Dollars)
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Consolidated net income from continuing operations 

increased from $4.9 million in 2008 to $29.0 million 

in 2009. Income from discontinued operations 

decreased from $2.9 million to $1.7 million. This 

resulted in total consolidated net income of $30.7 

million (2008 - $7.7 million).

Net interest margin after provision for credit 

losses increased in 2009 by $13.0 million to $54.4 

million. The increase was due to lower provision for 

credit losses and lower costs of funds due to the 

record low interest rates resulting from the market 

disruptions in late 2008. Non-interest income 

increased to $29.9 million in 2009 from $9.8 million 

in 2008. Within non-interest income, gain (loss) on securities increased $13.8 million due to repositioning 

of the securities portfolio and the settlement of three CDO securities that were previously provisioned for in 

the prior year. These were partially offset by the valuation adjustments on the asset-backed securities along 

with the full write down of one CDO investment. The realized and unrealized gains (losses) from derivatives 

had a positive movement of $10.5 million mostly as a result of favourable mark-to-market valuation 

changes with the derivative portfolio. Partially offsetting these were decreased fee for service income of 

$4.5 million resulting mostly from the absence of covered writing activities. Non-interest expense increased 

by $4.0 million as a result of an increase in salaries and employee benefits and professional and advisory 

services partially offset by lower general business costs.

Class C shareholders were paid no dividends in 2009 compared to $12.4 million in 2008 which stemmed 

from the proceeds of the sale of the retail credit card business and the merchant acquiring business. No 

dividends were paid to Class A shareholders in 2009 (2008 - $Nil).  

Net impaired loans and property held for resale as a ratio of gross loans were 1.3% at year end compared 

to 0.6% at December 31, 2008. Concentra Financial maintains both specific and general allowances for 

credit losses. Specific allowances are reviewed for adequacy on a regular basis by examining individual 

assets where there is reasonable doubt that the carrying value will be realized. General allowances are 

determined based on management’s judgment considering economic conditions and historical credit 

performance.

Business Lines
The growth and profitability achieved during 2009 was based on the successful implementation of strategies 

and initiatives for the following major business lines.

Financial Intermediation
Commercial and Corporate Solutions
Commercial and Corporate Solutions delivers a comprehensive corporate and commercial financial services 

package, including commercial leasing, to targeted business clients. In the credit union market, Concentra 

Financial provides innovative loan solutions to support credit unions in their daily financial operations and in 

managing liquidity and risk. These wholesale products are focused on enhancing credit unions’ success as 

they manage their operations. 

Net Income from Continuing Operations
(Thousands of Dollars)
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The Leasing Services product is provided nationally through credit unions to individual and corporate clients 

seeking equipment, technology and infrastructure financing. The banking product is focused in Western 

Canada while the credit union product supports credit unions across Canada.

Economic and financial conditions continued to impact lending activity in the first two quarters of 2009; 

despite this, an increase of 5.0% in outstanding banking product loans was achieved during the year. 

Maintaining competitive margins contributed to net interest margin exceeding budget. The portfolio risk 

rating remained favourable to budget and provision for credit losses was well below budget and prior year. 

During 2009, the lending services of Credit and Liquidity Management were successfully integrated with 

those of Banking, with the combined unit renamed Commercial and Corporate Solutions. Although economic 

and financial conditions resulted in curtailed lending activity in early 2009, in the second half of the year 

loan purchase activity was restored, assisting numerous credit unions in meeting member borrowing needs 

and establishing relationships for nationwide future growth. 

International Services
The International Services team offers foreign exchange and trade finance products across the country. 

2009 was a year of mixed results for International Services. The client base continued to grow and a record 

number of foreign exchange trades were executed. International Services expanded its reach, working with 

commercial members of 24 credit unions across Canada, an increase of seven from the prior year. The 

global recession negatively impacted the international sales of most clients, resulting in a lower total dollar 

volume of foreign exchange traded. As a result, foreign exchange revenue decreased approximately 10.0% 

from 2008.  

Leasing Services
In 2009, Leasing Services achieved its best results ever. New lease business exceeded $70.5 million as 

compared to $65.5 million booked in 2008. This represents over 7.6% growth year over year. In addition, 

delinquency was at a record low of 0.8% for leases over 30 days in arrears and provisioning remained well 

under budget.

Leasing Services was able to sustain higher pricing and improved fee generation through most of 2009 as 

many competitors continued to address both liquidity and capital issues; however, increased competition was 

evident in the latter half of 2009.  

Credit union support continued to be very strong with further increased usage in 2009. Over 40% of all the 

lease transactions were originated by our affiliated credit unions, with support literally from coast to coast.    

While the economy was and continues to be in recession and many prospective customers deferred capital 

equipment acquisition decisions, the lease application flow remains strong into 2010 and we continue to 

focus on both credit and asset quality. This has resulted in record volumes and profitability.  

Corporate Finance
Corporate Finance encompasses internal balance sheet management, and external corporate finance 

offerings for credit unions based on internally generated expertise. Corporate Finance includes corporate 

treasury management, securitization and loan syndication functions.
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Wholesale deposits experienced reasonable growth as a result of continued support from the credit union 

system with growth outside of Saskatchewan continuing. This, along with a repositioning of our retail 

GIC funding and increased borrowing capacity resulted in a strengthening of the liquidity position on the 

Concentra Financial balance sheet.

Balance sheet size was relatively stable in 2009. Securities continued to be an important source of liquidity 

and the main investment focus was on increasing the liquidity characteristics of the portfolio. This was 

accomplished by greatly increasing the government composition of the investment portfolio.

Concentra Financial provides innovative deposit, investment and loan solutions to support credit unions in 

their daily financial operations and in managing liquidity and risk. These wholesale products are focused on 

enhancing credit union success as they manage their operations. 2009 provided challenges on generating 

margin in a near zero investment environment which will continue into 2010.

The reach of Concentra Financial to credit unions expanded in 2009 as the geographic diversification of 

Concentra Financial clients continued to increase.  Demand for credit and liquidity solutions continued in 

2009 but shifted towards preservation of liquidity, and even the redeployment of some excess liquidity in a 

challenging rate environment. 

Concentra Financial continued its involvement in the Canada Mortgage Bond program as a significant source 

of liquidity and profitability during 2009 and continued to purchase assets outright from credit unions. These 

programs provide excellent value-added services to credit unions looking to manage risk exposures and 

liquidity constraints.

Mortgage and Deposit Services
Concentra Financial provides residential mortgages and retail deposit products to support credit union 

programs delivered nation-wide.  

Retail and wholesale deposits and securitization programs fund lending programs.  Deposit levels declined 

significantly and were in line with balance sheet management strategies. 

The residential mortgage sector underwent significant change in 2009, with alternative lenders pulling 

back from higher risk lending and increasing competition in the lower risk programs. In 2009 Concentra 

Financial suspended availability of higher risk and resource-intensive mortgage products. Despite increased 

competition in the lower risk space, Concentra Financial managed the originated mortgage volumes to meet 

balance sheet requirements while still maintaining loss provisions within budget targets. 

Strategic Financial Management
Concentra Financial provides strategic financial management solutions to enhance a credit union’s overall 

financial performance. Strategic Financial Management (SFM) consults with credit unions to build sound 

financial management strategies which reflect their unique investment objectives and risk parameters. 

Subject matter expertise and market intelligence are combined, working collaboratively to enhance the 

credit union’s ability to meet current and emerging challenges in the marketplace. Since inception in 1997, 

the SFM team has expanded in terms of clients and product offerings. Today, SFM maintains relationships 

with 30 credit union clients totaling over $16.0 billion in assets in British Columbia, Saskatchewan, Manitoba 

and Ontario.
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The difficult market environment of 2009 saw increased interest in consulting services as a valuable tool in 

protecting margins and enhancing bottom lines. In 2009 growth exceeded budget for new business, with the 

signing of nine new credit union clients and new revenue of $150,000. 

Trust Operations
Concentra Trust is a wholly owned subsidiary of Concentra Financial and is responsible for developing and 

delivering a wide range of personal and corporate trust products, services and programs. Trust services 

are delivered nationally to credit unions, corporations and individual customers. In 2009, Concentra Trust 

continued to focus on enhancement, expansion and development of products and services. 

Corporate Trust
Corporate Trust ended the year with revenue that was approximately 9% lower than budgeted. This shortfall 

was a reflection of the economic environment for businesses in 2009 as companies elected to delay or defer 

the development of new products or services, resulting in fewer opportunities for Concentra Trust to provide 

trustee services for corporations.

Personal Trust
Personal Trust also ended the year slightly below budget. Several testamentary trusts unexpectedly 

came to an end as life tenants passed away, resulting in lower than expected revenue for Personal Trust 

Administration and Personal Trust Agency. Revenue for trust administration was approximately 9.2% less 

than budget and accounted for a large portion of the shortfall.

First Nation Trust services had been added to the Trust Administration product line in 2008, and 2009 saw 

a First Nation in Ontario become the first client. The trust added approximately $7.0 million to our assets 

under administration and will begin generating fee income in 2010 for the next 39 years. The focus for 

2010 will be to improve our immediate fee revenue by raising the awareness of First Nation Trust services 

with legal and accounting professionals that deal with First Nation governments and to promote our estate 

agency services to credit unions.

Registered Plans
In January 2009, Tax-Free Savings Account solutions for credit unions and commercial clients were 

launched. Year end revenue of just over $991,000 exceeded expectations, as there were more participants 

than anticipated. As a result, total Concentra Trust revenue including personal trust, corporate trust and 

registered plans exceeded budget by approximately $124,000 or 1.6%.  

In 2009 an extensive review of Registered Plan programs was undertaken, resulting in pricing adjustments 

effective for 2010. This change was communicated to clients in 2009. Program enhancements were 

implemented in 2009 with new resources added to provide administrative and training support to credit 

unions. These changes will permit the programs to retain integrity and remain relevant and sustainable in 

the years to come.

Card Operations
Since the retail credit card business was sold effective October 1, 2007, and the merchant processing 

business conducted by CAI Acquiring Inc. through United Network Payment Services partnership was 

sold effective January 1, 2008, the Card Operations held no active business assets and as such there 

were no further capital requirements. Therefore, during 2008, Concentra Financial redeemed the Class 

C subordinated debentures totalling $22.5 million and No. 3 subordinated debentures totalling $10.0 
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million. Furthermore, a dividend of $8.0 million was paid in 2008 from contributed surplus to the Class C 

shareholders following the reduction of the stated capital of the Class C shares issued from $8.0 million 

to $2.00. The shares held in CAI Acquiring Inc. were subsequently sold to the Class C shareholders effective 

January 1, 2009, at the net book value of the investment in CAI Acquiring Inc., which approximated the fair 

value at the time of the sale. No dividends were paid to Class C shareholders in 2009 (2008 - $12.4 million).

Risk Management Overview
As a financial institution, Concentra Financial takes on credit and market risk within the risk tolerance 

specified by the Board through policy to create value for its shareholders. These portfolios of risk reflect 

the company’s competencies and capacities and are evaluated, managed, and priced on the basis of 

the changing business conditions in the competitive environment. Effective management of operational, 

strategic, liquidity, and legal and regulatory risk strengthens the ability of the company to achieve its 

objectives and meet obligations. Risk aware decisions, reflected in strategy and action, optimize opportunity 

and capacity to create value for shareholders.

Concentra Financial defines enterprise risk management as: a process, effected by a company’s Board of 

Directors, management, and other personnel, applied in strategy setting and across the enterprise, designed 

to identify potential events that may affect the company, and manage risk to be within its risk appetite, to 

provide reasonable assurance regarding the achievement of corporate objectives.

The enterprise risk management objective of Concentra Financial is twofold:

•	 to improve shareholder value through optimization of risk and capital and risk-based decision making; 

and

•	 to perform well in a risk-based regulatory environment.

Key elements of the company’s enterprise risk framework include: corporate governance and structure, 

policy, reporting, risk culture and risk categorization. The strong governance, ethics, values, and leadership 

and co-operative principles of Concentra Financial provide a firm foundation for the company’s risk culture.

Roles and Responsibilities
Board of Directors
The Board of Directors is responsible for overseeing an effective risk management process. Risk tolerances 

are set by the Board through policy and provide the mechanism and basis for subsequent monitoring, 

measurement and reporting. All Board policies are reviewed annually.

On a quarterly basis, the Board reviews a Chief Risk Officer’s Report, which contains a forward looking 

economic risk assessment, emerging uncertainties that could impact the business plan as well as the 

strategic plans for future years, and the status of current risk levels relative to the corporate risk appetite. 

The Audit and Risk Committee assists the Board in discharging its responsibilities with respect to risk. 

The Audit and Risk Committee reviews quarterly risk reports in detail and recommends an enterprise risk 

framework to the Board that includes the company’s risk philosophy and risk tolerances, risk management 

process and risk policies.
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Management
Executive management is responsible for implementing strategies and policies approved by the Board and 

for developing processes that identify, assess, monitor and control risks. Risk reporting occurs on a regular 

basis through a formal reporting process.

Key risk management committees include:

•	 Executive Leadership Risk Committee – established by the President and Chief Executive Officer, 

comprised of executive management, and responsible to:

•	 implement board level risk management strategies and policies; 

•	 review enterprise risk reporting and direct action to manage risk levels; and 

•	 direct actions to protect the company during a business continuity and/or pandemic event.

•	 Asset-Liability Committee – established by the Board, comprised of executive, senior and operating 

management, and responsible to:

•	 develop and monitor strategies for the management of the balance sheet and monitor financial 

performance against these strategies;

•	 review and discuss environmental conditions impacting the financial position and performance of 

the company including economic, financial and market conditions; and 

•	 review, assess and approve enterprise level risk management strategies.

•	 Credit Committee – established by the Board, comprised of members of executive management 

approved by the President and Chief Executive Officer and responsible to approve large credits upon the 

recommendation of the Vice-President, Chief Credit Officer (CCO).

Management and supervisory personnel are responsible for ensuring that policy and related standards 

and procedures are communicated to and understood by all employees. All employees are responsible for 

complying with policy and related standards and procedures, as well as participating in optimizing risk within 

their functional areas.

Oversight and Independent Functions
Concentra Financial has established a risk management division that recommends policy for risk tolerances, 

oversees and reports on risk, provides risk related decision support to the Board, management and business 

units, and designs, develops, implements and maintains the legislative compliance management framework 

for the company. The risk management division is segregated from other business units and is managed 

under the direction of the Executive Vice-President, Chief Risk Officer, Chief Compliance Officer who reports 

to the President and Chief Executive Officer, and has unfettered access to the Board. 

Concentra Financial has an independent audit function, which provides independent and objective internal 

audit services to management and the Board. The internal audit mandate, which outlines the authority, 

responsibility, and accountability of the internal audit function, is reviewed and approved by the Audit and 

Risk Committee at least every two years. The internal auditor meets separately and in camera with the 

Audit and Risk Committee on a regular basis. 

Risk Categories
The various risks encountered by the company are classified and defined within one of six categories: credit, 

market, liquidity, legal and regulatory, operational and strategic. 
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Credit Risk
Credit risk arises from a counterparty’s inability or unwillingness to fully meet its contractual obligations. 

The credit risk on securities, loans, and mortgages relates to principal and interest amounts. For derivatives, 

credit risk is the contract’s replacement cost as opposed to its notional value.

Activities in place to manage the company’s credit risk profile include: setting credit concentration policy 

limits by issuer group, issuer, industry and geographic region; restricting investments in unrated commercial 

debt securities; implementing prudent credit granting criteria; effectively managing monitored and non-

productive assets; and, undertaking conservative valuation and loss recognition practices.

In addition, the CCO plays a key role in managing the credit risk of Concentra Financial. The CCO manages 

the credit risk function and is responsible for delegating credit approval limits to business units and 

approving loan, lease and mortgage applications in excess of the credit authority delegated. In addition, the 

CCO undertakes an overall systematic review of the credit adjudication process on an annual basis and the 

results of the review are provided to the Board.

The overall credit risk position is monitored in reference to an internally generated composite weighted 

average risk rating calculation. Further, quantitative assessment of credit risk is included in the internal 

capital assessment process.

On a quarterly basis, the Monitored and Non-Productive Asset Report and the Large Lending Credits Report, 

outlining credit quality issues and key lending concentrations respectively, are issued to the Audit and Risk 

Committee and the Board. 

Market Risk
Market risk arises from three components:

•	 Interest rate risk which results from movements in interest rates. This risk results primarily from timing 

differences in the repricing of assets and liabilities, both on- and off-balance sheet, as they mature or 

are contractually re-priced.

•	 Price risk which results from changes in the market price of an asset or liability.

•	 Foreign exchange risk which results from movements in foreign exchange rates.

Activities in place to manage the company’s market risk profile include: establishing prudent market risk 

limits, investing in marketable securities, utilizing off-balance sheet instruments to manage interest rate risk 

levels, simulating the impact of interest rate changes and monitoring exposure to foreign currencies.

The market risk position is monitored in reference to the impact of interest rate changes on adjusted 

net interest income and the economic value of equity. Further, quantitative assessment of market risk is 

included in the internal capital assessment process.

Liquidity Risk
Liquidity risk arises from the inability to generate or obtain necessary cash or equivalents in a timely 

manner, at a reasonable price, to meet on- and off-balance sheet commitments as they come due, and 

without incurring unacceptable losses.
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Activities in place to manage the company’s liquidity risk profile include: establishing prudent liquidity 

policies, regular monitoring of cash flows, maintaining prudent levels of cash and cash equivalents, 

securitizing assets, maintaining external credit facilities, undertaking stress testing, maintaining a liquidity 

contingency plan and maintaining an investment grade market rating. 

The liquidity risk position is monitored in reference to a liquid asset ratio calculation (liquid assets as a 

percentage of total assets). Further, quantitative assessment of liquidity risk is included in the internal 

capital assessment process.

Legal and Regulatory Risk
Legal and regulatory risk arises from an institution’s potential non-conformance with laws, rules, regulations, 

prescribed practices or ethical standards in the jurisdiction in which the organization operates. This includes 

breaches in fiduciary duties or obligations in the course of providing investment advice to other persons or 

holding, administering, managing or investing assets on behalf of other persons.   

The Chief Compliance Officer is responsible to ensure that key day to day legislative compliance 

management controls throughout the company are sufficiently robust to control compliance with all 

regulatory legislative requirements. The Chief Compliance Officer reports legislative compliance matters to 

executive management and the Board.

Concentra Financial has a Chief Anti-Money Laundering Officer in place to manage corporate-wide measures 

to combat money laundering and terrorist financing activity risks within the company. The Chief Anti-Money 

Laundering Officer reports to executive management and the Board on anti-money laundering and anti-

terrorist financing matters.

Concentra Financial has a Privacy Officer in place to monitor, report on, and be accountable on a day to day 

basis for the company’s compliance with applicable federal and provincial privacy legislation. 

In addition, Concentra Financial has a Code of Conduct/Conflict of Interest corporate policy that must be 

followed by all Board members, officers, and employees.

The company’s policies set out requirements for the quantity and quality of capital the company is 

required to maintain, as well as policies that address capital impairment and dividends. On an annual basis 

management prepares a capital plan which projects future growth and recommends strategies to meet 

regulatory obligations and achieve management objectives. The capital plan is presented to the Board of 

Directors with the Capital Plan Risk Report. Management prepares a quarterly internal capital adequacy 

report which measures capital available to protect against possible losses related to risk. Internal capital 

calculations supplement regulatory capital and focus on optimizing the use of available capital capacity and 

ensuring long term economic sustainability of operations. 

Operational Risk
Operational risk arises from problems in the performance of business functions or processes. Exposures to 

this risk can result from deficiencies or breakdowns in internal controls or processes, technology failures, 

human errors or dishonesty, or natural catastrophes. Operational risk also includes reputation risk which 

arises from a lack of confidence in an institution by key stakeholders.
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The key operational risk management objectives of the company are to:

•	 provide awareness of significant operational risk;

•	 facilitate appropriate decisions to act upon operational risk;

•	 empower business units with the responsibility and accountability for operational risks assumed; and

•	 monitor and report on operational risk.

Quantitative assessment of operational risk is included in the internal capital assessment process. 

Strategic Risk
Strategic risk arises from an institution’s inability to implement appropriate business plans, strategies, 

decision making and resource allocation, and an inability to adapt to changes in its business environment.

Strategic planning is conducted by the Board on a regular basis. Operational planning and budgeting is 

conducted by management to develop the annual business plan which is presented to the Board of Directors 

with the Financial Plan Risk Report. 

Executive management undertakes risk profiling on an annual basis to identify key risks affecting the 

successful achievement of its strategic goals. The key risks are assessed based on the probability of the 

risk occurring and impact to the company if the risk were to occur. Action plans are developed for key 

risks and responsibility is assigned to members of executive management to ensure the probability of the 

risk occurring will be reduced to an acceptable level. Key risks are re-assessed and action plan progress is 

monitored on a quarterly basis. Quantitative assessment of strategic risk is included in the internal capital 

risk assessment process. 

Regulatory Capital Management
Capital levels are managed in accordance with policies and plans that are regularly reviewed and approved 

by the Board of Directors and take into account forecasted capital needs and markets. Maintaining adequate 

regulatory capital is the goal in order to be considered well capitalized, protect customer deposits and 

provide capacity for internal growth and strategic opportunities, all the while providing a satisfactory return 

for shareholders.

Basel II
Effective January 1, 2008, OSFI required Canadian financial institutions to calculate, manage and report 

their regulatory capital ratios in accordance with a new capital management framework, commonly known 

as Basel II. Basel II is applied to Concentra Financial based on the consolidated financial statements. The 

company has implemented the standardized approach to calculating risk-weighted assets for credit risk and 

the basic indicator approach to calculate risk-weighted assets for operational risk.  

Regulatory capital is allocated to two tiers: Tier 1 and Tier 2. Tier 1 regulatory capital comprises the more 

permanent components of capital and consists of share capital and retained earnings, excluding accumulated 

other comprehensive income. In addition, goodwill and other items as prescribed by OSFI are deducted 

from Tier 1 regulatory capital. Tier 2 regulatory capital consists of subordinated debentures, which qualify 

as Tier 2B capital, less deductions as prescribed by OSFI. Total regulatory capital is defined as the sum of 

Tier 1 and Tier 2 regulatory capital. For further details on the terms and conditions of share capital and 

subordinated debentures, refer to Notes 16 and 17 to the Consolidated Financial Statements and to Note 27 

for additional disclosure on regulatory capital management.
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Regulatory ratios are calculated by dividing Tier 1 regulatory capital and Total regulatory capital by risk-

weighted assets (RWA). The calculation of RWA is determined from OSFI prescribed rules relating to on-

balance sheet and off-balance sheet exposures and includes an amount for operational risk.  The company 

does not meet the qualifying criteria for computing market risk, which is the value of the trading book 

assets or liabilities being at least 10% of total assets and exceeding $1 billion. In addition, OSFI formally 

establishes risk-based capital targets for deposit-taking institutions. Current OSFI targets are a minimum 

Tier 1 regulatory capital to RWA ratio of 7% and a minimum Total regulatory capital to RWA ratio of 10%. 

In addition to the Tier I regulatory capital to RWA ratio and Total regulatory capital to RWA ratio, Canadian 

financial institutions are required to ensure that their Assets to capital multiple, which is calculated by 

dividing gross adjusted assets by Total regulatory capital, does not exceed a maximum level prescribed by 

OSFI.

Throughout 2009 and 2008, the company has been in compliance with OSFI prescribed capital adequacy 

requirements.

The capital structure and regulatory ratios at year end are shown in the following table.

(Thousands of Dollars) Basel II
2009

Basel II
2008

Tier 1 Capital

	 Common shares 133,254 133,254

	 Retained earnings 69,141 38,702

	 Non-cumulative perpetual preferred shares 3,990 3,990

	 Goodwill (19,248) (19,248)

	 Securitization-related deductions (570) (1,000)

	 Other (37) (112)

Total Tier 1 Capital 186,530 155,586

Tier 2 Capital

	 Subordinated debentures (Tier 2B) 73,350 53,350

	 Other (36) (111)

Total Tier 2 Capital 73,314 53,239

Total Regulatory Capital 259,844 208,825

	 Substantial investments n/a n/a

	 First-loss facility n/a n/a

Total Regulatory Capital 259,844 208,825

Risk-Weighted Assets

	 Credit Risk 1,416,185 1,562,499

	 Market Risk n/a n/a

	 Operational Risk 147,738 125,271

Total Risk-Weighted Assets 1,563,923 1,687,770

Capital Ratios

	 Tier 1 regulatory capital to risk-weighted assets 11.9% 9.2%

	 Total regulatory capital to risk-weighted assets 16.6% 12.4%

	 Assets to capital multiple 14.2X 18.4X
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Risk-Weighted Assets

(Thousands of Dollars) 2009
Gross  

Credit Risk 
Exposure

Average 
of Risk 
Weights

Standardized 
Approach

Basic 
Indicator 
Approach Other Total RWA

Credit Risk
	 Corporate 885,273 93% 823,882 n/a n/a 823,882
	 Sovereign 376,411 2% 7,516 n/a n/a 7,516 
	 Bank 457,559 20% 91,512 n/a n/a 91,512
	 Retail residential mortgages 1,827,643 20% 361,726 n/a n/a 361,726
	� Other retail, excluding small 

business entities 235 75% 176 n/a n/a 176
	 Equity 3,770 100% 3,770 n/a n/a 3,770
	 Securitization exposures 149,378 50% 75,328 n/a n/a 75,328
	� Other credit risk-weighted assets 102,215 19% n/a n/a 52,275 52,275
Total Credit Risk 3,802,484 1,363,910 n/a 52,275 1,416,185
Operational Risk n/a 147,738 n/a 147,738
Total 3,802,484 1,363,910 147,738 52,275 1,563,923

(Thousands of Dollars) 2008
Gross  

Credit Risk 
Exposure

Average 
of Risk 
Weights

Standardized 
Approach

Basic 
Indicator 
Approach Other Total RWA

Credit Risk
	 Corporate 1,009,884 88% 891,192 n/a n/a 891,192
	 Sovereign 201,270 0% - n/a n/a -
	 Bank 448,477 20% 89,695 n/a n/a 89,695
	 Retail residential mortgages 2,040,214 21% 423,280 n/a n/a 423,280
	� Other retail, excluding small 

business entities 203 75% 152 n/a n/a 152
	 Equity 3,770 100% 3,770 n/a n/a 3,770
	 Securitization exposures 227,399 62% 141,193 n/a n/a 141,193
	� Other credit risk-weighted assets 68,757 19% n/a n/a 13,217 13,217
Total Credit Risk 3,999,974 1,549,282 n/a 13,217 1,562,499
Operational Risk n/a 125,271 n/a 125,271
Total 3,999,974 1,549,282 125,271 13,217 1,687,770

Subsidiary Capital
Concentra Trust has individual responsibility for maintaining compliance with regulatory capital adequacy 

requirements. Throughout 2009 and 2008, Concentra Trust has been in compliance with OSFI prescribed capital 

adequacy requirements.

The following table provides the regulatory ratios at year end.

Basel II
2009

Basel II
2008

Capital Ratios

	 Tier 1 regulatory capital to risk-weighted assets 93.6% 89.8%

	 Total regulatory capital to risk-weighted assets 93.6% 89.8%

	 Assets to capital multiple 1.0X 1.0X
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M a n a g e m e n t  R e s p o n s i b i l i t y  f o r  
F i n a n c i a l  R e p o r t i n g

The accompanying Consolidated Financial Statements of Concentra Financial Services Association (Concentra 

Financial) were prepared by management who is responsible for the integrity and fairness of the information 

presented and for ensuring that all the information in the annual report is consistent with the Consolidated 

Financial Statements. This responsibility includes the selection of appropriate accounting policies and making 

objective judgments and estimates in accordance with Canadian generally accepted accounting principles, 

including the accounting requirements of the Office of the Superintendent of Financial Institutions Canada.

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

for the accounting systems from which they are derived, management maintains the necessary systems of 

internal control to provide reasonable assurance that transactions are authorized, assets are safeguarded 

and proper records are maintained. This control is augmented by written policies and procedures, the careful 

selection and training of qualified staff, the creation of organizational structures that provide a well defined 

division of responsibilities and the communication of policies and guidelines for business conduct throughout 

Concentra Financial. This system of internal controls is supplemented by an internal audit function which 

carries out periodic reviews of the operations of Concentra Financial.

The Board of Directors carries out its responsibilities for reviewing the Consolidated Financial Statements 

through its Audit and Risk Committee which is composed entirely of Directors who are neither officers 

nor employees of Concentra Financial. The Audit and Risk Committee reviews the Consolidated Financial 

Statements and recommends approval to the Board of Directors. Other responsibilities of the Audit and Risk 

Committee include meeting regularly with management, internal audit and the company’s external auditors, 

Deloitte and Touche LLP, to discuss the effectiveness of internal controls over the financial reporting process 

as well as the planning and results of the external audit. Both the external and internal auditors have full 

and free access to the Audit and Risk Committee.

The Superintendent of Financial Institutions Canada examines and inquires into the business affairs of 

Concentra Financial as deemed necessary to determine whether the provisions of the Cooperative Credit 

Associations Act (Canada) are being duly observed and that Concentra Financial is in a sound financial 

condition.

External auditors are appointed by the members of Concentra Financial, upon the recommendation of the 

Audit and Risk Committee, to perform an independent audit of the Consolidated Financial Statements and 

provide an opinion thereon; their report is presented separately.

February 2, 2010 

Myrna J. Bentley, President and Chief Executive Officer 

Daryl Kelln, Executive Vice-President and Chief Financial Officer
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A u d i t o r s ’  R e p o r t
To the Members of 
Concentra Financial Services Association 

We have audited the consolidated balance sheet of Concentra Financial Services Association as at December 

31, 2009 and the consolidated statements of income, comprehensive income, retained earnings and 

accumulated other comprehensive income (loss) and cash flows for the year then ended. These financial 

statements are the responsibility of the Company’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 Company 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.

Chartered Accountants

Regina, Saskatchewan

February 2, 2010

A u d i t o r s ’  R e p o r t
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CONSOLIDATED BALANCE SHEET
DECEMBER 31 
(Thousands of Dollars)

2009 2008

ASSETS

	 Cash resources 14,298 6,754

	 Securities (Note 5) 959,380 858,850

	 Loans (Notes 6 and 7) 2,613,807 2,874,771

	 Premises and equipment (Note 9) 3,446 3,893

	 Goodwill (Note 10) 19,248 19,248

	 Other assets (Note 11) 76,183 71,100

	 Assets from discontinued operations (Note 3) 8,883 9,105

3,695,245 3,843,721

LIABILITIES

	 Deposits (Note 13) 3,097,872 3,534,393

	 Loans and notes payable (Note 14) 243,577 9,881

	 Other liabilities (Note 15) 70,957 77,926

	 Subordinated debentures (Note 16) 73,732 53,570

	 Liabilities from discontinued operations (Note 3) 3,204 5,030

3,489,342 3,680,800

MEMBERS’ EQUITY

	 Share capital (Note 17) 137,244 137,244

	 Retained earnings 69,141 38,702

	 Accumulated other comprehensive income (loss) (482) (13,025)

205,903 162,921

3,695,245 3,843,721

Certain comparative amounts have been reclassified to 		  See accompanying notes
conform with the presentation adopted in the current year.

Approved by

Myrna J. Bentley, President and Chief Executive Officer

Allan Morin, Director and Chair, Audit and Risk Committee

Wayne G. McLeod, Board Chair
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CONSOLIDATED STATEMENT OF INCOME
YEAR ENDED DECEMBER 31 
(Thousands of Dollars)

2009 2008

INTEREST INCOME

	 Loans 138,792 139,943

	 Securities 29,555 44,303

168,347 184,246

INTEREST EXPENSE

	 Deposits 108,879 130,096

	 Loans and notes 683 4,894

	 Subordinated debentures 3,235 2,355

	 Other direct expenses 555 551

113,352 137,896

NET INTEREST INCOME 54,995 46,350

	 Provision for credit losses (Note 7) 600 4,970

NET INTEREST MARGIN 54,395 41,380

NON-INTEREST INCOME

	 Fee for service 8,600 13,090

	 Gain (loss) on securities (Note 5) 4,534 (9,282)

	 Income from securitized assets (Note 8) 24,754 25,538

	 Other non-interest income 5,675 4,631

	 Unrealized and realized gains (losses) on derivatives (Note 22) (13,663) (24,147)

29,900 9,830

84,295 51,210

NON-INTEREST EXPENSE

	 Salaries and employee benefits 29,827 26,829

	 Professional and advisory services 11,421 10,157

	 Occupancy 1,666 1,646

	 General business 5,897 6,193

48,811 44,825

INCOME FROM CONTINUING OPERATIONS 
BEFORE INCOME TAXES 35,484 6,385

	 Provision for income taxes (Note 19) 6,497 1,515

NET INCOME FROM CONTINUING OPERATIONS 28,987 4,870

	 Income from discontinued operations, net of tax (Note 3) 1,715 2,872

NET INCOME 30,702 7,742

Certain comparative amounts have been reclassified to 		  See accompanying notes
conform with the presentation adopted in the current year.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
YEAR ENDED DECEMBER 31 
(Thousands of Dollars)

2009 2008

NET INCOME 30,702 7,742

Other comprehensive income (LOSS), net of taxes

	 Net unrealized gains (losses) on available-for-sale securities 17,358 (5,216)

	 Reclassification of (gains) losses on available-for-sale securities to income (4,815) 6,905

Other comprehensive income (loss) 12,543 1,689

Total comprehensive income 43,245 9,431

Certain comparative amounts have been reclassified to 		  See accompanying notes
conform with the presentation adopted in the current year.
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CONSOLIDATED STATEMENTS OF RETAINED EARNINGS AND 
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
YEAR ENDED DECEMBER 31 
(Thousands of Dollars)

2009 2008

RETAINED EARNINGS

	 Balance, beginning of year 38,702 42,071

	 Net income 30,702 7,742

	 Dividends, Class B shares (311) (311)  

	 Dividends, Class C shares - (12,401)

	 Reduction in income taxes (Note 19) 48 1,601

RETAINED EARNINGS, END OF YEAR 69,141 38,702   

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

	 Balance, beginning of year (13,025) (14,714)

	 Other comprehensive income (loss) 12,543 1,689

ACCUMULATED OTHER COMPREHENSIVE 
INCOME (LOSS), END OF YEAR (482) (13,025)

RETAINED EARNINGS AND ACCUMULATED OTHER  
COMPREHENSIVE iNCOME (LOSS), END OF YEAR 68,659 25,677

Certain comparative amounts have been reclassified to 		  See accompanying notes
conform with the presentation adopted in the current year.
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CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31 
(Thousands of Dollars)

2009 2008

CASH FLOWS (USED IN) FROM OPERATING ACTIVITIES

Net income from continuing operations 28,987 4,870

Adjustments to determine net cash from (used in) operating activities

	 Amortization of premises and equipment (Note 9) 960 972

	 Other amortization 8,133 5,177

	 Provision for credit losses (Note 7) 600 4,970

	 Realized losses (gains) 22,625 14,050

	 Gains from asset securitizations (Note 8) (22,784) (21,163)

	 Future income taxes (5,909) (2,383)

Changes in operating assets and liabilities

	 Net accrued interest receivable and payable (9,745) 4,754

	 Net unrealized (gains) losses on derivatives (Note 22) (15,704) 19,209

	 Current income taxes payable (372) 3,172

	 Other assets (6,364) (66,172)

	 Other liabilities (13,881) 48,698

	 �Net cash (used in) provided by operating activities from continuing operations (13,454) 16,154

	� Net cash provided by (used in) operating activities from discontinued  
operations (Note 3) 1,545 (3,731)

Net cash (used in) from operating activities (11,909) 12,423

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES

	 Proceeds from sales and maturities of securities 4,086,204 4,461,905

	 Purchase of securities (4,173,162) (4,180,134)

	 Change in loans, net of loan securitizations (276,762) (960,184)

	 Proceeds from loan securitizations (Note 8) 557,931 417,257

	 Premises and equipment purchases, net of disposals (513) 908

	 Net cash provided by (used in) investing activities from continuing operations 193,698 (260,248)

	� Net cash (used in) provided by investing activities from discontinued  
operations (Note 3) (1,434) 55,332

Net cash from (used in) investing activities 192,264 (204,916)

CASH FLOWS (USED IN) FROM FINANCING ACTIVITIES

	 Deposits, net of withdrawals (426,234) 540,330

	 Loans and notes payable, net of repayments 233,696 (351,895)

	 Proceeds from issuance of subordinated debentures (Note 16) 19,990 24,972

	 Dividends paid (311) (311)

	 Distributions from discontinued operations 111 277

	 Reduction in income taxes from dividends paid 48 56

	 Net cash (used in) provided by financing activities from continuing operations (172,700) 213,429

	 Net cash used in financing activities from discontinued operations (Note 3) (111) (51,601)

Net cash (used in) from financing activities (172,811) 161,828

NET INCREASE (DECREASE) IN CASH RESOURCES 7,544 (30,665)

Cash resources from continuing operations, beginning of year 6,754 37,419

Cash resources from discontinued operations, beginning of year - -

CASH RESOURCES FROM CONTINUING OPERATIONS, END OF YEAR 14,298 6,754

CASH RESOURCES FROM DISCONTINUED OPERATIONS, END OF YEAR - -

SUPPLEMENTAL INFORMATION

	 Amount of interest paid in year 127,996 147,789

	 Amount of income taxes paid in year 960 726

Certain comparative amounts have been reclassified to 		  See accompanying notes
conform with the presentation adopted in the current year.
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December 31, 2009  (Thousands of Dollars)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2009 
(Thousands of Dollars)

1.	 Incorporation and Governing Legislation

Effective December 31, 2004, Co-operative Trust Company of Canada was continued as Concentra 

Financial Services Association (the Company) and carries on business pursuant to the Cooperative Credit 

Associations Act (Canada). 

2.	 Significant Accounting Policies

The consolidated financial statements of the Company have been prepared in accordance with subsection 

292(4) of the Cooperative Credit Association Act (Canada) which states that, except as otherwise specified 

by the Office of the Superintendent of Financial Institutions Canada (OSFI), the consolidated financial 

statements are to be prepared in accordance with Canadian generally accepted accounting principles. 

The significant accounting policies followed in the preparation of these consolidated financial statements, 

including the accounting requirements of OSFI, are summarized below. These accounting policies conform, 

in all material respects, to Canadian generally accepted accounting principles.

The preparation of the consolidated financial statements requires management to make estimates and 

assumptions that affect the reported amounts of assets, liabilities and net income. Certain estimates 

including allowances for credit losses, goodwill, fair values of financial instruments, income taxes and 

accounting for securitizations and variable interest entities require management to make subjective and 

complex judgments. Accordingly, actual results could differ from those estimates thereby impacting the 

consolidated financial statements.

The significant accounting policies followed in the preparation of these consolidated financial statements are 

summarized below. 

Basis of Consolidation
The Company conducts business through various corporate structures including subsidiaries and other 

investments. The consolidated financial statements include the Company’s assets, liabilities and results of 

operations, after the elimination of intercompany transactions and balances, of all subsidiaries and variable 

interest entities for which the Company has determined it is the primary beneficiary.

The Company applies the principles of equity accounting for investments where the Company has 

significant influence over operating, investing and financing activities of an entity. For the sole investment 

in a variable interest entity for which the Company is determined not to be the primary beneficiary the 

investment is recorded using the equity method. Under the equity method, the investment is initially 

recorded at cost and is adjusted for the Company’s proportionate share of net income or loss and 

dividends received. These investments are recorded in other assets on the consolidated balance sheet and 

the Company’s proportionate share of net income or loss is recorded as other non-interest income on the 

consolidated statement of income.
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The following are included in the consolidated financial statements of the Company:

Concentra Trust – The Company owns 100% of the common shares of Concentra Trust; as such, these 

consolidated financial statements include the assets and liabilities and results of operations of this wholly 

owned subsidiary.

CAI Acquiring Inc. – The Company owned 100% of the common shares of CAI Acquiring Inc. (CAI 

Acquiring), but sold the investment on January 1, 2009 (Note 20). The Company had determined CAI 

Acquiring was a variable interest entity in which the Company was not the primary beneficiary; as 

such, the Company’s investment in CAI Acquiring was being accounted for under the equity method of 

accounting. Income was recorded in non-interest income in the discontinued operations.

Celero Solutions – The Company’s 5.8% interest in Celero Solutions, an unincorporated entity, is recorded 

using the cost method of accounting. Under this method the investment is initially recorded at cost and 

income is recognized only to the extent any distributions are received or receivable. Losses, other than a 

temporary decline in value, are recorded in other non-interest income.

Significant Accounting Changes
On January 1, 2009, the Company adopted one new accounting standard and two accounting standard 

amendments that were issued by the Canadian Institute of Chartered Accountants (CICA): handbook 

Section 3064, Goodwill and Intangible Assets; amendment to handbook Section 3855, Financial 

Instruments – Recognition and Measurement, and amendment to handbook Section 3862, Financial 

Instruments – Disclosures.  

Section 3064, which replaces Section 3062, Goodwill and Other Intangible Assets and Section 3450, 

Research and Development Costs, establishes standards for the recognition, measurement, presentation 

and disclosure of goodwill subsequent to its initial recognition and of intangible assets by profit-oriented 

enterprises. Standards concerning goodwill are unchanged from the standards included in the previous 

Section 3062. As a result of adopting the new standard, certain software costs previously recorded in 

premises and equipment are now recorded as other intangible assets in the consolidated balance sheet 

with restatement of prior year balances. Accordingly, the Company reclassified $1,566 as at December 31, 

2009 (2008 - $1,461) from premises and equipment to other intangible assets.

Amendments to Section 3855 related to the topics of the effective interest method and the impairment of 

financial assets. The amendment provides clarification that the effective interest method is a method of 

calculating the amortized cost of one or a group of financial assets or financial liabilities for the purposes of 

determining impairment and of allocating the interest income or interest expense over the relevant period. 

This new guidance did not have a material effect on the financial position or earnings of the Company.  

The amendments with respect to impairment of financial assets include changing the classification into 

which debt instruments are required and permitted to be classified and eliminating the distinction between 

debt securities and other debt instruments. As a result, debt instruments that are not quoted in an active 

market may be classified as loans and receivables, and impairment will be assessed using the incurred 

credit loss model. Loans and receivables that the Company intends to sell immediately or in the near term 

must be classified as held-for-trading and loans and receivables for which the holder may not recover 

substantially all of its initial investment, other than because of credit deterioration, must be classified as 

available-for-sale.  
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The amendments also permit reclassifying financial assets from the held-for-trading and available-for-sale 

classification into the loans and receivables classification under specified circumstances. They also require 

reversing an impairment loss relating to an available-for-sale debt instrument when, in a subsequent 

period, the fair value of the instrument increases and the increase can be objectively related to an event 

occurring after the loss was recognized. The adoption of this amendment did not have a material impact on 

the financial position or earnings of the Company.

Amendments to Section 3862 resulted in additional note disclosure with respect to fair value measurements 

and liquidity risk.

In January 2009, Emerging Issues Committee (EIC) Abstract 173, Credit Risk and the Fair Value of 

Financial Assets and Financial Liabilities was issued and was early adopted for 2008. EIC 173 clarifies 

how the Company’s own credit risk and the credit risk of a counterparty should be taken into account in 

determining the fair value of financial assets and financial liabilities, including derivatives. This EIC was 

retrospectively applied without restatement and had no impact on opening retained earnings.

On January 1, 2008, the Company adopted three new accounting standards that were issued by the CICA: 

handbook Section 1535, Capital Disclosures; handbook Section 3862, Financial Instruments – Disclosures; 

and handbook Section 3863, Financial Instruments – Presentation. These sections resulted in additional 

note disclosure.

Section 1535 specifies the disclosure of (i) the Company’s objectives, policies and processes for managing 

capital; (ii) quantitative data about what the Company regards as capital; (iii) whether the Company has 

complied with any capital requirements; and (iv) if it has not complied, the consequences of such non-

compliance.

Sections 3862 and 3863 replace handbook Section 3861, Financial Instruments – Disclosure and 

Presentation, revising and enhancing its disclosure requirements, and carrying forward unchanged its 

presentation requirements. These new standards place increased emphasis on disclosures about the nature 

and extent of risks arising from financial instruments and how the entity manages those risks.

Cash Resources
Cash resources consist of cash and securities maturing within one business day.

Securities
Securities are classified as available-for-sale and held-for-trading.

Investments in equity and debt securities, which may be sold in response to changes in market conditions or 

for liquidity purposes, are classified as available-for-sale securities. These securities are carried at their fair 

value with the difference between the fair value and amortized cost recorded in other comprehensive income 

(loss) (OCI), net of tax. Purchase premiums or discounts on available-for-sale securities are amortized over 

the life of the security using the effective interest method and are recognized in securities interest income. 

Investments in equity instruments classified as available-for-sale that do not have a quoted market price in 

an active market are measured at cost. Gains and losses realized on disposal of available-for-sale securities 

are included in gain (loss) on securities. Dividend and interest income accruing on available-for-sale 

securities is recorded in securities interest income. These securities are also subject to periodic impairment 

review. Declines in fair value deemed to be temporary are recorded in OCI and those deemed to be other 

than temporary are recorded in net income. Transactions to purchase or sell these items are recorded on 

the trade date and transaction costs are immediately recorded in other direct expenses. 
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When securities contain embedded derivatives where it is not reasonably possible to separately estimate 

a reliable fair value for the embedded derivatives, the combined securities and embedded derivatives are 

classified as held-for-trading securities and reported at their total fair value. Realized and unrealized gains 

and losses on these securities are recorded in gain (loss) on securities. Interest income accruing on held-

for-trading securities is recorded in securities interest income. Transactions to purchase or sell these items 

are recorded on the trade date and transaction costs are immediately recorded in other direct expenses. 

The Company does not have a trading program for securities.

Securities under repurchase agreements are treated as collateralized borrowing transactions and are 

classified as available-for-sale and recorded at fair value. Interest incurred on repurchase agreements 

is included in loans and notes interest expense. Obligations related to assets sold under repurchase 

agreements are recorded in loans and notes payable. 

Loans
Loans are recorded at amortized cost, less any allowances for credit losses plus accrued interest. Debt 

instruments that are not quoted in an active market are classified as loans and receivables and impairment 

is assessed using the incurred credit loss model. Loans that the company intends to sell immediately or in 

the near term are classified as held-for-trading. Loans for which the holder may not recover substantially 

all of its initial investment, other than because of credit deterioration, are classified as available-for-sale.

Loans are classified as impaired and the accrual of interest is discontinued when, in management’s 

judgment, there is no longer reasonable assurance of the timely repayment of principal and interest.  

Where a portion of a loan is written off and the remaining balance is restructured, the new loan is carried 

on an accrual basis when there is no longer any reasonable doubt regarding the collectability of principal or 

interest.

Property held for resale acquired through the settlement of loans is valued at the lower of the outstanding 

balance of the loan at the date of acquisition adjusted for costs incurred subsequent to foreclosure or 

repossession and the estimated net realizable value of the property.

Loan fees, premiums and commissions paid on the acquisition of loans are amortized to loan interest 

income using the effective interest method.

Allowance for Credit Losses
The Company maintains an allowance to absorb credit-related losses in portfolios of both on- and off-

balance sheet items. The allowance for credit losses consists of specific and general allowances, which are 

reviewed by management on a quarterly basis. The allowance for credit losses is deducted from the related 

asset category.

Specific allowances are established as a result of reviews of individual assets and represent the amount 

required to reduce the carrying values to estimated realizable amounts. For loans, specific allowances are 

established by reviewing specific arrears, the credit-worthiness of individual borrowers and the collateral 

underlying the loan. When there is reasonable doubt that the full amount of principal and interest will be 

collected, the carrying amount of the loan is reduced to its estimated realizable value. In cases where it 

is practical to estimate future cash flows, the loan is written down to the estimated future net cash flows 

from the loan discounted at the rate inherent in the loan. In subsequent periods, recoveries of amounts 

previously written off and any increase in carrying value of the loan are charged to the provision for credit 

losses.
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General allowances are established to reflect provisions for losses which are prudent in nature but cannot 

be determined on an individual basis. The Company maintains general allowances at a level commensurate 

with the underlying credit risk within the Company’s loan portfolio based upon management’s judgment 

considering historical credit experience, portfolio composition and business and economic conditions.

Asset Securitization
The Company periodically securitizes groups of assets by selling them to independent special purpose 

trusts. As part of these transactions, the Company generally retains an interest in the securitized assets, 

such as servicing rights and various forms of recourse including over-collateralization, rights to excess 

spread and a cash reserve account.

Securitization transactions are recorded in accordance with Canadian accounting guidelines for transfers 

of receivables. These transactions are accounted for as sales and the assets are removed from the 

consolidated balance sheet when the Company is deemed to have surrendered control over the assets and 

receives consideration other than the beneficial interests in the transferred assets. 

Gains and losses on these transactions are recorded in income from securitized assets on the date of the 

transaction and depend in part on the allocation of the previous carrying amount between the assets sold 

and any retained interests based on their relative fair value at the date of transfer. 

Fair value is based on market prices when available. However, as quotes are usually not available for 

retained interests, fair value is determined using the present value of future expected cash flows estimated 

in relation to assumptions on yield, payment rates, excess spread, the cost of funds, credit losses, and 

discount rates commensurate with the risks involved.

Retained interests in securitized assets are classified as securities on the consolidated balance sheet and 

recorded at the lower of the allocated carrying value and the fair value. Retained interests are periodically 

reviewed for impairment and those impairments deemed to be other than temporary are recorded in 

income from securitized assets.

Assets are transferred on a fully serviced basis. When the benefits of servicing provide more than adequate 

compensation, a servicing asset is recognized in other assets. When the benefits of servicing are not 

expected to be adequate, a servicing liability is recorded in other liabilities. A servicing asset or liability is 

recorded at fair value at the date of sale and is amortized to income over the average expected life of the 

assets. Servicing assets and liabilities are periodically reviewed for impairment or increased obligation with 

any impairment or increased obligation charged to income from securitized assets.

Premises and Equipment
Premises and equipment are stated at cost less accumulated amortization. Amortization is calculated on a 

straight-line basis over the estimated useful life of the related assets which has been determined to be: 40 

years for the building; 5 years for building improvements; 10 years for office equipment and 3 to 5 years 

for computer equipment. Gains and losses on disposals are recorded in non-interest expense.

Other Intangibles
Other Intangibles are stated at cost less accumulated amortization. Amortization is calculated on a straight-

line basis over the estimated useful life of the software which has been determined to be 3 to 5 years.
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Business Combinations, Goodwill and Intangibles
All business combinations are accounted for using the purchase method of accounting. Goodwill represents 

the excess of the purchase price over the fair value of net identifiable assets acquired in business 

combinations and is assigned to specific reporting units of a business segment. Goodwill is evaluated for 

impairment on an annual basis or more often if events or circumstances indicate there may be impairment. 

If the carrying value of a reporting unit, including the allocated goodwill, exceeds its fair value, goodwill 

impairment is measured as the excess of the carrying amount of the reporting unit’s allocated goodwill 

over the implied fair value of the goodwill. Any goodwill impairment is charged to income in the period in 

which the impairment is identified.

Identifiable intangibles are recognized separately from goodwill and are included in other assets. Intangible 

assets with a finite life arising from the acquisition of business assets are recorded at their fair value at the 

time of the purchase and amortized on a straight-line basis over the period in which the Company expects 

to derive the economic benefit from those assets. 

Income Taxes
The Company follows the asset and liability method of accounting for income taxes whereby future income 

taxes are determined based on the difference between the carrying value of assets or liabilities and their tax 

bases using the tax rates expected to be in effect when the asset or liability is settled. Income taxes recorded 

in the consolidated statement of income include the current and future portion of the expenses. Income taxes 

applicable to items charged to members’ equity are netted against such items. Future income tax assets and 

future income tax liabilities are recorded in other assets or other liabilities as applicable.

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, willing parties who are under no compulsion to act. The 

Company follows a fair value hierarchy to categorize the inputs used to measure fair value. Fair values 

are determined by reference to quoted bid or asking prices, as appropriate, in the most advantageous 

active market for that instrument to which the Company has immediate access (Level 1). Where bid and 

ask prices are unavailable, the Company uses the closing price of the most recent transaction of that 

instrument. In the absence of an active market, the Company determines fair values based on prevailing 

market rates (bid and ask prices, as appropriate) for instruments with similar characteristics and risk 

profiles or internal or external valuation models, such as option pricing models and discounted cash flow 

analysis, using observable market-based inputs. Fair values determined using valuation models require the 

use of assumptions concerning the amount and timing of estimated future cash flows and discount rates. 

In determining those assumptions, the Company looks primarily to external readily observable market 

inputs including factors such as interest rate yield curves, currency rates, and price and rate volatilities, as 

applicable (Level 2). In limited circumstances, the Company uses one or more input parameters that are 

not based on observable market data or uses observable inputs that require significant adjustment based 

on unobservable inputs (Level 3). The Company believes that using possible alternative assumptions will 

not result in significantly different fair values.

The credit quality of financial assets and financial liabilities, including derivative instruments, is considered 

in determining the fair value of these instruments. In determining the credit quality of the instrument 

both the Company’s own credit risk and the risk of the counterparty are considered elements of this credit 

quality.
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Comprehensive Income
Section 1530 introduced comprehensive income, which consists of net income and OCI, net of tax. 

Comprehensive income represents changes in members’ equity during the year arising from transactions 

and other events with non-owner sources. OCI includes unrealized gains and losses on financial assets 

classified as available-for-sale, net of hedging activities, and changes in the fair value of the effective 

portion of cash flow hedging instruments. The Company includes in the consolidated financial statements a 

consolidated statement of comprehensive income for the changes in these items. The cumulative changes 

in OCI are included in accumulated other comprehensive income (loss) (AOCI), which is presented as a 

category of members’ equity on the consolidated balance sheet.

Financial Instruments – Recognition and Measurement
Section 3855 established standards for recognizing and measuring financial assets, financial liabilities and 

non-financial derivatives. It requires that financial assets and financial liabilities, including derivatives, be 

recognized on the consolidated balance sheet when the Company becomes a party to the contractual 

provisions of a financial instrument or non-financial derivative contract. Under this standard, all financial 

instruments are required to be measured at fair value on initial recognition except for certain related party 

transactions. 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. 

Commissions on residential mortgages originated by the Company, and transaction costs incurred in the 

issuance of subordinated debentures, are capitalized on initial recognition and amortized using the effective 

interest method. Other transaction costs on financial instruments are expensed as incurred. 

Financial assets and financial liabilities held-for-trading are measured at fair value with changes in those 

fair values recorded in gain (loss) on securities. Financial assets classified as loans and receivables, and 

other financial liabilities are measured at amortized cost using the effective interest method. Available-for-

sale financial assets are presented as securities on the consolidated balance sheet and measured at fair 

value with unrealized gains and losses being recorded in OCI. 

Derivative instruments are recorded on the consolidated 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 unrealized and realized gains 

and losses on derivatives, with the exception of derivative instruments designated in effective cash flow 

hedges which are recorded in OCI.

Other significant accounting implications of Section 3855 include the use of the effective interest method 

for capitalized transaction costs or fees, premiums or discounts earned on financial instruments measured 

at amortized cost, and the recognition of the inception fair value of the obligation undertaken in issuing 

a guarantee that meets the definition of a guarantee pursuant to Accounting Guideline 14, Disclosure of 

Guarantees. Subsequent re-measurement at fair value is not required unless the financial guarantee also 

meets the definition of a derivative. These guarantees are re-measured at fair value and reported as a 

derivative in other assets or other liabilities, as appropriate.

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 Company 

enters into derivative transactions to hedge interest rate and foreign currency risks, and for economic and 
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asset/liability management purposes. The Company does not have a trading program for derivatives. The 

Company also enters into derivative transactions on an intermediary basis on behalf of credit unions.

Economic and asset/liability management derivatives are used to manage interest rate and currency 

exposure on the Company’s balance sheet, but do not meet the specific criteria to qualify as hedge 

derivatives. These derivatives include contracts that reposition the Company’s overall interest rate and 

foreign exchange risk profile. Bond options are part of interest rate derivatives and the option premium is 

included in fee for service income.

Economic and asset/liability management derivatives are reported on the balance sheet at their fair 

value. Derivatives with a positive fair value are recorded in other assets as derivative related assets 

and derivatives with a negative fair value are recorded in other liabilities as derivative related liabilities. 

Realized gains and losses are recorded in unrealized and realized gains and losses on derivatives. 

Unrealized gains and losses are recorded in unrealized and realized gains and losses on derivatives.

The Company may enter into derivative contracts or may act as an intermediary on behalf of a client or 

credit union utilizing derivative contracts. These derivatives do not qualify for hedge accounting and are 

carried at fair value on a gross basis as derivative-related amounts in other assets or other liabilities with 

changes in fair value recorded in unrealized and realized gains and losses on derivatives.

Derivatives embedded in other 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; and, c) the combined instrument or contract is not measured at fair value with 

changes in fair value recorded in unrealized and realized gains and losses on derivatives. These embedded 

derivatives are measured at fair value with changes therein recorded in unrealized and realized gains 

and losses on derivatives. The Company selected January 1, 2003, as the transition date for embedded 

derivatives; as such those contracts issued, acquired or substantively modified on or after the transition 

date were examined.

Hedges
Section 3865 specifies the criteria that must be satisfied in order for hedge accounting to be applied and 

the accounting for each of the permitted hedging strategies. The Company uses derivatives and non-

derivative financial instruments in hedging strategies to manage its exposures to interest rate and foreign 

currency risks. When derivatives are used to manage exposures, the Company determines for each 

derivative whether hedge accounting can be applied. Hedge accounting is applied where a derivative is 

highly effective in offsetting either changes in the fair value or cash flows attributable to the risk being 

hedged, both at inception and over the life of the underlying asset or liability. The hedging relationship 

is documented at inception detailing the hedging relationship and the particular risk management 

objective and strategy for undertaking the hedge transaction. The documentation must demonstrate a 

high correlation at inception and throughout the contract period between the derivative contract and the 

Company’s exposure. If these criteria are not met, the derivative contract does not qualify for hedge 

accounting treatment and is designated as asset/liability management. When derivatives qualify for hedge 

accounting, the net return is recognized over the life of the agreement as an adjustment to net interest 

income. 

Hedge accounting is discontinued prospectively when it is determined that the derivative is not highly 

effective as a hedge, or the derivative is terminated or sold. Any gains or losses previously recognized in 
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OCI are carried forward and recognized in net interest income in the same period or periods during which 

the hedged item affects income. Hedge accounting is also discontinued upon the sale or early termination 

of the hedged item and any gains or losses previously recognized in OCI are charged to net interest 

income immediately upon closing of the hedged item. 

Cash flow hedge
In a cash flow hedging relationship, the effective portion of the change in the fair value of the hedging 

derivative, net of taxes, is recorded in OCI while the ineffective portion is recorded in net interest income. 

When hedge accounting is discontinued, the amounts previously recorded in OCI are reclassified to net 

interest income during the periods when the variability in the cash flows of the hedged item affects net 

interest income. Gains and losses on derivatives are reclassified immediately to net income when the 

hedged item is sold or early terminated. The Company uses interest rate swaps to hedge the variability in 

cash flows related to a variable rate asset or liability, and all components of each derivative’s change in fair 

value have been included in the assessment of cash flow hedge effectiveness.

Fair value hedge
In a fair value hedging relationship, the carrying value of the hedged item is adjusted for changes in fair 

value attributable to the hedged risk and recognized in net interest income. Changes in the fair value of 

the hedged item, to the extent that the hedging relationship is effective, are offset by changes in the fair 

value of the hedging derivative, which are also recognized in net interest income. When hedge accounting 

is discontinued, the carrying value of the hedged item is no longer adjusted and the cumulative fair value 

adjustments to the carrying value of the hedged items are amortized to net income over the remaining 

term of the original hedging relationship. 

The Company predominantly uses interest rate swaps to hedge exposure to the changes in a fixed interest 

rate instrument’s fair value caused by changes in interest rates. 

Assets Under Administration
Assets administered or managed by the Company on behalf of estates, trusts and agencies are recorded 

separately from the Company’s assets and are not included on the consolidated balance sheet.

Subordinated Debentures
Transaction costs, premiums and discounts incurred in the issuance of subordinated debentures are 

amortized to interest expense using the effective interest method.

Future Accounting Changes 
In February 2008, the Canadian Accounting Standards Board announced that all publicly accountable 

entities, such as the Company due to its fiduciary responsibilities, will be required to adopt International 

Financial Reporting Standards (IFRS) for financial statements relating to fiscal years beginning on or after 

January 1, 2011, including the restatement of comparative period financial statements on the same basis. 

The transition from Canadian generally accepted accounting principles to IFRS will be applicable to the 

Company for the year ending December 31, 2011. The Company is currently assessing the potential impact 

of the transition to IFRS on financial statements, disclosures, financial reporting systems and controls, and 

business activities.

In December 2008, the CICA issued Section 1582, Business Combinations, which replaced Section 1581 

Business Combinations, and Section 1601 Consolidated Financial Statements and Section 1602 Non-

controlling Interests, which replaced Section 1600, Consolidated Financial Statements. The new Sections 

will be applicable to financial statements relating to fiscal years beginning on or after January 1, 2011. 
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2.	 SIGNIFICANT ACCOUNTING POLICIES (continued)

Accordingly, the Company will adopt the new standards for its fiscal year beginning January 1, 2011. 

Section 1582 establishes standards for the accounting for business combinations that is equivalent to the 

requirements under IFRS. Section 1601 establishes standards for the preparation of consolidated financial 

statements. Section 1602 establishes standards for accounting for a non-controlling interest in a subsidiary 

in consolidated financial statements subsequent to a business combination. The Company is currently 

evaluating the impact of the adoption of these new Sections on its consolidated financial statements.

3. 	 DISCONTINUED OPERATIONS 

Effective January 1, 2008, CAI Acquiring sold its partnership interest in United Network Payment Solutions 

(UNPS).

The consideration received, net assets sold and other deductions were:

2008 ($)

Consideration received

	 Cash 13,241

13,241

Net assets sold

	 Investment in United Network Payment Solutions 11,358

	 Liabilities assumed by purchaser (26)

11,332

Other deductions

	 Intangible assets related to partnership interest 932

	 Costs incurred on sale 148

1,080

Gain on sale of partnership interest 829

This gain on sale of partnership interest was included in the net earnings for 2008 of CAI Acquiring of 

$1,208 and was included in non-interest income of discontinued operations. See also note 20.

On May 30, 2007, it was announced that an agreement was reached to sell the retail credit card business. 

This transaction required approval of OSFI, which was received on September 21, 2007. The sale 

transaction date was October 1, 2007. 

As a condition of the purchaser purchasing the net assets of the retail credit card business, the Company 

entered into a non-competition and non-solicitation agreement (NCA) with the purchaser. The NCA imposes 

certain restrictions on the Company including restrictions on business activities involving credit cards and on 

business restructurings, such as mergers, acquisitions and sales, involving an entity that offers credit card 

services or holds credit risk associated with credit cards other than for passive investment purposes. The 

purchase price allocated to this NCA has been deferred and is being amortized from the date of sale over the 

four year restriction period. As such, the amount that is attributed to the period after year end is recorded as 

deferred revenue and will be recorded in net income over the remaining months of the restriction period. The 

allocation of the NCA is 7% to the Class A shareholders and 93% to the Class C shareholders.
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3.	 DISCONTINUED OPERATIONS (continued)

The related assets and liabilities have been reported as assets from discontinued operations and liabilities 

from discontinued operations on the consolidated balance sheet. The related results of operations have 

been presented as discontinued operations in the consolidated statement of income and cash flows for the 

periods presented. 

2009 ($) 2008 ($)

Statement of Assets

	 Securities (Note 5) 8,414 6,937

	 Other assets(1) (Note 11) 469 2,168

Assets from discontinued operations (Note 24) 8,883 9,105

(1)Includes investment in CAI Acquiring of $nil (2008 - $43) (Note 11)

2009 ($) 2008 ($)

Statement of Liabilities

	 Other liabilities (Note 15) 3,204 5,030

Liabilities from discontinued operations 3,204 5,030

2009 ($) 2008 ($)

Statement of Income

Interest income 134 1,144

Interest expense - 938

Net interest income 134 206

Non-interest income(1) - 1,208

Non-interest expense 25 157

Income before gain and income taxes 109 1,257

Gain on sale of retail credit card business 1,825 1,825

Income before income taxes 1,934 3,082

Provision for income taxes (Note 19) 219 210

Income from discontinued operations, net of tax (Note 24) 1,715 2,872

(1)Includes CAI Acquiring net earnings of $nil (2008 - $1,208) (Note 20)

2009 ($) 2008 ($)

Statement of Cash Flows

Cash flows provided by (used in)

	 Operating activities 1,545 (3,731)

	 Investing activities (1,434) 55,332

	 Financing activities (111) (51,601)

Net increase in cash resources - -
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4.	 Fair Value of Financial Instruments

The fair values of financial instruments are based on relevant market prices and information available at 

that time. Due to the use of subjective judgment and uncertainties, the aggregate fair value amounts 

shown should not be interpreted as necessarily being realizable in an immediate settlement of the 

instruments. The table outlines the fair values for financial instruments only and does not include assets 

or liabilities that are not considered financial instruments, such as premises and equipment, goodwill and 

intangible assets.

Cash resources, accounts receivable (included in other assets) and accounts payable and accrued expenses 

(included in other liabilities) are all short-term in nature and as such, their carrying value approximates fair 

value.

The fair value of securities is established using market prices when available. The fair value of retained 

interests in securitized assets classified as available-for-sale is calculated using discounted cash flows based 

on various assumptions. 

The estimated value of loans reflects changes in general interest rates which have occurred since the 

loans were originated. Moreover, the calculation of estimated fair value is based on market conditions 

at a specific point in time and may not be reflective of future fair values. The fair value of fixed interest 

rate loans is calculated using discounted cash flows based on current rates of interest for similar lending 

arrangements. The fair value of floating interest rate loans is approximately equal to carrying value.

The carrying value of deposits with no stated maturity or loans and notes payable due on demand is 

assumed to approximate fair value. For the remainder of the deposits, fair value is calculated using 

discounted cash flows based on current market interest rates for similar maturities.

The fair value of subordinated debentures is calculated using discounted cash flows based on current 

market interest rates for similar maturities.

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

yields with matching terms to maturity. The fair values reflect the estimated amounts that the Company 

would receive or pay to terminate the contracts at the reporting date.

Any changes in the fair values of financial instruments classified or designated as held-for-trading and 

available-for-sale securities are recorded in net income and OCI, respectively. The cumulative changes in 

the fair values of available-for-sale securities previously recorded in AOCI are reclassified to net income 

when they are derecognized or the decline in value is considered to be other than temporary. Available-

for-sale securities measured at fair value or cost are assessed for impairment at each reporting date. As at 

December 31, 2009, the pre-tax and after-tax unrealized losses for available-for-sale securities measured 

at fair value amounted to $9,244 (2008 - $20,517) and $4,062 (2008 - $16,781) respectively. The 

Company does not consider the available-for-sale securities measured at fair value of $962,372 (2008 - 

$862,017) to be other than temporarily impaired as at December 31, 2009. As at December 31, 2009, the 

pre-tax and after-tax unrealized gains on the available-for-sale securities totaled $8,146 (2008 - $4,592) 

and $3,579 (2008 - $3,756), respectively. The net after-tax unrealized losses for the year are reflected in 

unrealized gains and losses on available-for-sale securities in AOCI. Derivatives that are not designated in 

hedging relationships are classified as held-for-trading and changes in the fair values of such derivative 

instruments are recorded in net income.
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4.	 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

2009 ($)

Financial 
Instruments 
Required to 
be Classified 
as Held-for-

Trading

Available-
for-Sale 

Instruments 
Measured at 
Fair Value

Available-
for-Sale 

Instruments 
Measured at 

Cost

Loans and 
Receivables 
and Other 
Liabilities

Total 
Carrying 

Value
Fair

Value

Financial assets

Securities 1,652 953,958 3,770 - 959,380 959,380

Loans - - - 2,613,807 2,613,807 2,626,380

Derivative related amounts 30,618 - - - 30,618 30,618

Assets from discontinued
operations - 8,414 - - 8,414 8,414

Financial liabilities

Deposits - - - 3,097,872 3,097,872 3,150,387

Loans and notes payable - - - 243,577 243,577 243,581

Subordinated debentures - - - 73,732 73,732 69,194

Derivative related amounts 43,239 - - - 43,239 43,239

2008 ($)

Financial 
Instruments 
Required to 
be Classified 
as Held-for-

Trading

Available-
for-Sale 

Instruments 
Measured at 
Fair Value

Available-
for-Sale 

Instruments 
Measured at 

Cost

Loans and 
Receivables 
and Other 
Liabilities

Total 
Carrying 

Value
Fair

Value

Financial assets

Securities - 855,080 3,770 - 858,850 858,850

Loans - - - 2,874,771 2,874,771 2,916,604

Derivative related amounts 34,865 - - - 34,865 34,865

Assets from discontinued
operations - 6,937 - - 6,937 6,937

Financial liabilities

Deposits - - - 3,534,393 3,534,393 3,592,748

Loans and notes payable - - - 9,881 9,881 9,881

Subordinated debentures - - - 53,570 53,570 41,563

Derivative related amounts 58,788 - - - 58,788 58,788
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4.	 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The Company’s financial assets which are measured at fair value are categorized by fair value hierarchy 

levels as follows:

2009 ($)

Available-for-Sale 
Securities

Held-for-Trading 
Securities

Derivative Related 
Assets

Derivative Related 
Liabilities

Level 1 - - - -

Level 2 959,538 1,652 30,618 43,239

Level 3 6,604 - - -

966,142 1,652 30,618 43,239

Continuing operations 957,728 1,652 30,618 43,239

Discontinued operations 8,414 - - -

The beginning and ending balances for assets that are measured on the balance sheet at fair value 

based on a valuation technique for which the Company uses one or more input parameters that are not 

based on observable market data or uses observable inputs that require significant adjustment based on 

unobservable inputs (Level 3) are as follows:

2009 ($)

Available-for-Sale
Securities

Level 3, beginning of year 6,287

	 Total gains or (losses)

		  In net income (1,605)

		  In other comprehensive income (loss) 36

	 Issues 1,886

	 Transfer out of Level 3 -

Level 3, end of year 6,604

Total gains or (losses) for the period included in net income  
for assets and liabilities held at the end of the reporting period (1,605)

5.	 Securities 

The securities portfolio is comprised of a large number of securities carrying a variety of terms and 

conditions. Approximately 75.64% (2008 – 84.34%) of the portfolio bears interest at fixed rates and pays 

interest semi-annually and/or upon maturity. The remainder of the portfolio earns interest at variable rates 

and pays interest monthly or quarterly, provides a return of dividends over varying periods of time or 

provides an index-linked return.

Government securities are comprised of securities issued or guaranteed by Canadian federal, provincial and 

municipal governments. Corporate securities are comprised of commercial paper, medium term notes and  

co-operative equities. 

Securities of $397,821 (2008 – $264,998) have been pledged as collateral or held in a segregated 

safekeeping account for various obligations of the Company. Of these securities, $144,300 (2008 - $nil) are 

securities sold under repurchase agreements.
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The maturity dates and weighted average effective interest rates for the securities portfolio are as follows:

2009 ($) 2008 ($)

Within
3 Months

Over 
3 Months
to 1 Year

Over 
1 Year

to 5 Years
Over

5 Years
No Fixed 
Maturity Total Total

Available-for-Sale 
Government
Federal
	 Fair value ($) - 14,999 92,968 - - 107,967 21,019
	 Amortized cost ($) - 15,008 93,389 - - 108,397 20,704
	 Rate (%)(1) - 0.42% 1.57% - - 1.41% 4.30%
Provincial
	 Fair value ($) - 45,551 196,581 22,929 - 265,061 188,598
	 Amortized cost ($) - 45,364 196,836 22,716 - 264,916 186,185
	 Rate (%)(1) - 1.88% 1.82% 4.07% - 2.02% 4.22%
Municipal
	 Fair value ($) - - 5,721 - - 5,721 23,404
	 Amortized cost ($) - - 5,481 - - 5,481 22,957
	 Rate (%)(1) - - 4.20% - - 4.20% 4.24%

Corporate
Chartered banks
	 Fair value ($) 34,995 59,229 98,892 40,403 15,305 248,824 136,378
	 Amortized cost ($) 34,994 59,026 96,386 38,994 15,305 244,705 145,728
	 Rate (%)(1) 0.29% 1.80% 2.96% 4.73% 2.50% 2.57% 4.95%
Co-operatives
	 Fair value ($) - 1,499 - 24,012 3,770 29,281 25,282
	 Amortized cost ($) - 1,506 - 24,012 3,770 29,288 25,294
	 Rate (%)(1) - 4.05% - 2.49% - 2.25% 3.38%
Other corporate
	 Fair value ($) 12,702 19,062 49,027 8,600 - 89,391 243,496
	 Amortized cost ($) 12,695 19,016 48,681 9,044 - 89,436 249,936
	 Rate (%)(1) 0.99% 1.92% 3.82% 5.44% - 3.17% 3.31%

Mortgage-backed
	 Fair value ($) 9,199 23,270 39,074 51,770 - 123,313 142,575
	 Amortized cost ($) 9,199 25,418 40,851 52,949 - 128,417 143,810
	 Rate (%)(1) 0.50% 4.82% 4.56% 4.40% - 4.24% 4.36%

Asset-backed 
	 Fair value ($) - 320 89,905 1,522 - 91,747 78,774
	 Amortized cost ($) - 320 89,907 1,536 - 91,763 80,837
	 Rate (%)(1) - 4.95% 2.27% 4.01% - 2.30% 5.11%
Total fair value 56,896 163,930 572,168 149,236 19,075 961,305 859,526
Total amortized cost 56,888 165,658 571,531 149,251 19,075 962,403 875,451

Held-for-Trading 
	 Fair value ($) - - - 1,652 - 1,652 -
Total carrying value 56,896 163,930 572,168 150,888 19,075 962,957 859,526
Accrued interest 4,837 6,261

967,794 865,787
Continuing operations 959,380 858,850
Discontinued operations(2) 

(Note 3) 8,414 6,937
 (1)The weighted average rate is based on the carrying value at the end of the year for the respective securities.

 (2)Includes carrying value of $8,414 (2008 - $6,937) and accrued interest of $nil (2008 - $nil).

5.	 SECURITIES (continued)
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5.	 SECURITIES (continued)

Unrealized Gains and Losses on Available-for-Sale Securities

2009 ($) 2008 ($)

Amortized 
Cost

Unrealized 
Gains         Losses Fair Value

Amortized 
Cost

Unrealized 
Gains         Losses Fair Value

Government 378,794 962 (1,007) 378,749 229,846 3,275 (100) 233,021

Corporate 363,429 5,520 (1,453) 367,496 420,958 917 (16,719) 405,156

Mortgage backed 128,417 988 (6,092) 123,313 143,810 389 (1,624) 142,575

Asset backed 91,763 676 (692) 91,747 80,837 11 (2,074) 78,774

962,403 8,146 (9,244) 961,305 875,451 4,592 (20,517) 859,526

Continuing operations 953,989 8,146 (9,244) 952,891 868,514 4,592 (20,517) 852,589

Discontinued operations 8,414 - - 8,414 6,937 - - 6,937

Gains and Losses on Securities

2009 ($) 2008 ($)

Realized gains on available-for-sale securities 9,571 3,575

Realized losses on available-for-sale securities (3,880) (8)

Other than temporary impairment on available-for-sale securities - (11,755)

Realized gains on held-for-trading securities 10 -

Realized losses on held-for-trading securities (109) -

Unrealized losses on held-for-trading securities (5) -

Impairment charges related to assets managed on behalf of estates, trusts and agencies (1,053) (1,094)

Gain (loss) on securities 4,534 (9,282)

In August 2007, a market disruption event occurred in the Canadian financial sector. A large number of 

non-bank sponsored or third-party Asset Backed Commercial Paper (ABCP) conduits experienced a liquidity 

event or market disruption. Due to the lack of liquidity in the ABCP market, a group representing banks, 

assets providers and major investors reached the “Montreal Accord” on August 16, 2007, with respect to 

most of the conduits for ABCP. The Montreal Accord provided for a standstill agreement with respect to 

actions relating to ABCP outstanding for each of the covered conduits and was focused on restructuring the 

outstanding ABCP into long-term floating rate notes (FRNs).  

In September 2007, the Pan-Canadian Investors Committee (the Committee) on non-bank-sponsored ABCP 

was formed. The Committee developed a restructuring plan (the Plan) for the frozen ABCP. On March 

17, 2008, the Committee announced that it had filed an application with the Superior Court of Justice 

of Ontario under the Companies’ Creditors Arrangement Act asking the court to call a meeting of ABCP 

noteholders to vote on the Committee’s restructuring plan. The Plan proposed to replace the affected ABCP 

with new longer-term floating rate notes with maturities designed to more closely match the maturities of 

the underlying assets. The Plan also provided, in certain circumstances, for the pooling of certain assets 

into Master Asset Vehicles (MAV) as well as the establishment of new margin funding facilities to support 

any collateral calls that may occur in the future. The series of affected ABCP supported in whole or in part 

by synthetic assets was to be pooled into MAV I for those investors who had elected to commit their pro 

rata share of a margin funding facility associated with their underlying assets and MAV II for investors who 
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have elected to commit less than, or none of their pro rata share of a margin funding facility, in which 

case third parties would fund the remaining portion. In connection with the contribution to MAV I or MAV 

II of assets supported by the margin funding facility, investors were to receive a mix of Class A-1, Class 

A-2, Class B, Class C and IA Tracking notes with an expected maturity of December 2016. A further vehicle 

secured exclusively by traditional assets or by 100% ineligible assets was to be created under MAV III. Two 

main types of notes were to be created in MAV III: TA tracking notes for traditional assets and IA tracking 

notes for ineligible assets. All tracking notes were to be tied to the net return and maturities of their 

respective underlying assets.

The Plan was approved by approximately 96% of the noteholders on April 25, 2008 and, on June 5, 2008, 

the Superior Court of Justice of Ontario sanctioned the Plan for third-party structured ABCP. On December 24, 

2008, the Committee announced that it had finalized a series of revisions to the existing Plan and announced 

a scheduled closing date of January 16, 2009, for the reorganization. 

At December 31, 2008, the Company held $22,945 principal amount of securities covered by the Montreal 

Accord. On January 7, 2009, a $6,000 holding included in the principal amount of securities covered by 

the Montreal Accord matured and was repaid in full. On January 20, 2009, an additional $3,145 holding 

included in the principal amount of securities covered by the Montreal Accord was repaid in full. 

On January 19, 2009, the Company received various classes of MAV II and MAV III TA Tracking notes in 

exchange for the remaining principal amount of securities of $13,800 (carrying value of $10,122, net of fair 

value impairment of $3,678) covered by the Montreal Accord at December 31, 2008. Securities with a par 

value of $13,756 were assessed to have a fair value of $10,775 on the exchange date. This resulted in a gain 

on exchange of $1,029 including the subsequent receipt of $376 for interest on the previous securities. Of 

these MAV notes received, notes with a fair value of $8,956 were classified as available-for-sale and $1,819 

were classified as held-for-trading. DBRS Limited (DBRS) provisionally rated the Class A-1 and Class A-2 notes 

of MAV I and MAV II at a credit rating of A. DBRS did not rate any other notes that are held by the Company.

In April 2009, DBRS announced that it was placing MAV II Class A-2 notes Under Review with Negative 

Implications, and on August 11, 2009, DBRS downgraded the MAV II Class A-2 notes to a credit rating of BBB 

and maintained the rating Under Review with Negative Implications.

During the year the Company received $7,302 of principal and interest payments on the MAV notes held. The 

fair value at December 31, 2009, is $4,512.

At December 31, 2008, the Company also managed $14,800 principal amount of ABCP with respect to assets 

managed on behalf of estates, trusts and agencies. At the dates at which the Company acquired the original 

investments, the ABCP was rated R-1 (High) by DBRS, the highest credit rating for commercial paper, since 

the ABCP was issued by conduits that were set up as special purpose entities holding tranches of securities 

that had a credit rating of AAA. On January 19, 2009, the Company received MAV II notes of various classes 

in exchange for the principal amount of ABCP held with respect to assets managed on behalf of estates, trusts 

and agencies of $14,800 (carrying value of $11,944, net of fair value impairment of $2,856) held at that 

date. Securities with a par value of $14,653 were assessed to have a fair value of $8,957 on the exchange 

date. This resulted in a loss on exchange of $2,477, net of the subsequent receipt of $510 for interest on 

the previous securities. During the year the Company received $154 of principal and interest payments on 

the MAV notes held. The fair value at December 31, 2009, is $10,227. This resulted in a recovery of $1,424 

during the year. 

5.	 SECURITIES (continued)
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5.	 SECURITIES (continued)

For the purposes of valuation of the MAV notes for 2009, the Company is using a discounted cash flow 

model. For purposes of the ABCP valuation in 2008, the Company based the valuation on existing underlying 

assets using the following approach: (1) review each conduit and classify the holding by asset type; (2) find 

model values for that asset class by applying appropriate leverage for the underlying assets; (3) model using 

appropriate indices to measure credit spreads; and, (4) recognize a value for cash that had been accumulated 

in the conduits that would be disbursed on closing of the Plan.  

At December 31, 2008, the Company held $21,000 principal in Collateralized Debt Obligation (CDO) securities. 

At the date that the Company acquired these securities, the CDO securities had a credit rating of AA or above. 

At December 31, 2008, an other than temporary fair value impairment was recognized of $10,825. On October 

19, 2009, the Company negotiated a settlement for $13,500 principal in CDO securities ($7,025 carrying 

value) with the issuer. As a result of the settlement, cash of $8,358 was received with $8,210 related to 

principal and $148 related to accrued interest on these CDO securities. This resulted in a $1,185 recovery of 

the previously recorded impairment loss. The one remaining CDO, with principal of $7,500 and fair value as 

of December 31, 2008, of $3,150, was fully written down during the year due to a credit rating decrease to 

default and subsequent withdrawal as a result of defaults in the underlying assets causing a loss of the full 

value of the security.

6.	 Loans

2009 ($) 2008 ($)

Residential 
Mortgages

Commercial 
Mortgages

Commercial 
Loans

Credit Union 
Loans Total Total

Performing 1,791,891 335,520 425,833 23,050 2,576,294 2,853,365

Impaired 19,343 - 16,382 - 35,725 20,662

Specific allowance (342) - (3,325) - (3,667) (2,296)

	 Net impaired 19,001 - 13,057 - 32,058 18,366

Property held for resale 2,868 - - - 2,868 192

Specific allowance - - - - - -

	 Net property held for resale 2,868 - - - 2,868 192

1,813,760 335,520 438,890 23,050 2,611,220 2,871,923

General allowance (9,043) (10,422)

Accrued interest 11,630 13,270

Total loans net of  
allowance for credit losses 2,613,807 2,874,771

Approximately 80.2% (2008 – 80.9%) of the loan portfolio bears interest at fixed rates and the remainder 

bears interest at variable rates. Approximately 76.4% (2008 – 71.3%) of the total loan portfolio is subject 

to interest penalties if the borrower repays or resets the interest rate prior to maturity.
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The repricing dates, which approximate maturity dates, and weighted average effective interest rates for 

the loan portfolio are as follows:

2009 ($) 2008 ($)

Within
3 Months

Over  
3 Months  
to 1 Year

Over  
1 Year  

to 5 Years
Over  

5 Years Total Total

Residential mortgages

	 Amortized cost ($) 77,290 206,716 1,456,016 73,738 1,813,760 2,063,238

	 Rate (%) 5.51% 5.37% 4.83% 3.85% 4.88% 5.56%

Commercial mortgages

	 Amortized cost ($) 20,322 34,823 236,413 43,962 335,520 304,414

	 Rate (%) 4.71% 5.25% 5.78% 5.41% 5.62% 5.64%

Commercial loans

	 Amortized cost ($) 116,921 9,844 237,584 74,541 438,890 460,710

	 Rate (%) 3.89% 4.54% 5.45% 5.55% 5.04% 5.08%

Credit Union loans

	 Amortized cost ($) 21,700 1,350 - - 23,050 43,561

	 Rate (%) 3.25% 3.10% - - 3.24% 3.88%

Amortized cost 236,233 252,733 1,930,013 192,241 2,611,220 2,871,923

A loan is considered past due when a counterparty has not made a payment by the contractual due date. 

The following table presents the carrying value of loans that are past due but not classified as impaired 

because they are either (1) less than 90 days past due, or (2) fully secured and collection efforts are 

reasonably expected to result in repayment.

2009 ($) 2008 ($)

1 – 29
Days

30 – 89
Days

90 Days  
and Greater Total

1 – 29
Days

30 – 89
Days

90 Days  
and Greater Total

Residential mortgages 41,582 22,670 26,824 91,076 42,357 18,127 17,046 77,530

Commercial mortgages 
and loans 793 411 265 1,469 635 93 819 1,547

Total 42,375 23,081 27,089 92,545 42,992 18,220 17,865 79,077

6.	 LOANS (continued)
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7.	 Allowance for Credit Losses 

The following table summarizes the Company’s general and specific allowances:

2009 ($)

Balance 
Beginning  

of Year
Write
Offs Recoveries

Provision  
for Credit 

Losses

Balance  
End of  
Year

Residential mortgages 2,186 (495) 148 - 1,839

Commercial mortgages 2,131 - - (225) 1,906

Commercial loans 8,401 (721) 460 825 8,965

Total allowance for credit losses 12,718 (1,216) 608 600 12,710

Specific allowances

	 Residential mortgages 69 (495) 148 620 342

	 Commercial mortgages - - - - -

	 Commercial loans 2,227 (721) 460 1,359 3,325

Total specific allowances 2,296 (1,216) 608 1,979 3,667

General allowances

	 Residential mortgages 2,117 - - (620) 1,497

	 Commercial mortgages 2,131 - - (225) 1,906

	 Commercial loans 6,174 - - (534) 5,640

Total general allowances 10,422 - - (1,379) 9,043

Total allowance for credit losses 12,718 (1,216) 608 600 12,710

2008 ($)

Total allowance for credit losses 9,896 (2,283) 135 4,970 12,718

8.	 Asset Securitization

The Company sells portfolios of insured residential mortgages to a qualifying special purpose entity under 

the Canada Mortgage Bond Program. At December 31, the outstanding principal mortgage balance was 

$1,071,845 (2008 - $639,551). The Company has accounted for each of these transactions as a sale and 

has transferred all the risks and rewards associated with these assets to the third party. The Company has 

retained the responsibility for servicing these mortgages. At December 31, the retained interest, including 

servicing asset, in the mortgage portfolio was $45,399 (2008 - $29,719) with an estimated fair value 

of $47,693 (2008 - $32,801). The Company does not expect to incur credit losses on insured residential 

mortgages.

The Company also sells Retirement Compensation Arrangement (RCA) loans to a qualifying special purpose 

entity. At December 31, the outstanding principal loan balance was $220,682 (2008 - $233,989). The 

Company has accounted for each of these transactions as a sale and has transferred all the risks and 

rewards associated with these assets to the third party. The Company has retained the responsibility for 

servicing these loans in return for a fee for service. The Company does not hold a retained interest in the 

loan portfolio and is not liable for credit losses on the portfolio.
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Prior to 2008, the Company sold a portfolio of uninsured residential mortgages to a qualifying special 

purpose entity. At December 31, the outstanding principal mortgage balance was $46,014 (2008 - 

$83,556). The Company has accounted for this transaction as a sale and has transferred all the risks and 

rewards associated with these assets to the third party. The Company has retained the responsibility for 

servicing these mortgages. At December 31, the retained interest in the mortgage portfolio was $1,899 

(2008 - $3,536) with an estimated fair value of $1,899 (2008 - $3,536) and the present value of the 

servicing liability was $106 (2008 - $283).

The following table summarizes the Company’s securitization activities for 2009 and 2008, including certain 

cash flows.

2009 ($)

Uninsured 
Residential 

Mortgage Loans

Insured 
Residential 

Mortgage Loans
RCA

Loans Total

Securitized and sold - 558,506 - 558,506

Retained interest, allocated carrying value(1) - 28,876 - 28,876

Retained interest, estimated fair value(1) - 30,373 - 30,373

Pre-tax gain on sale - 22,784 - 22,784

Proceeds from new securitizations - 557,931 - 557,931

(1)Retained interest includes the servicing asset

2008 ($)

Uninsured 
Residential 

Mortgage Loans

Insured 
Residential 

Mortgage Loans
RCA

Loans Total

Securitized and sold - 417,489 - 417,489

Retained interest, allocated carrying value(1) - 27,510 - 27,510

Retained interest, estimated fair value(1) - 29,291 - 29,291

Pre-tax gain on sale - 21,163 - 21,163

Proceeds from new securitizations - 417,257 - 417,257

(1)Retained interest includes the servicing asset

The following key assumptions are used to value the Company’s retained interest:

2009 (%) 2008 (%)

Uninsured 
Residential 

Mortgage Loans 

Insured 
Residential 

Mortgage Loans

Uninsured 
Residential 

Mortgage Loans

Insured 
Residential 

Mortgage Loans

Expected weighted average life of  
pre-payable receivables  (in years) 1.11 3.70 1.73 4.11

Yield 5.06 5.11 5.04 5.78

Payment rate 12.93 20.56 15.21 20.10

Discount rate 1.19 2.90 2.32 2.69

Cost of funds 1.15 3.15 2.25 3.78

Expected credit losses 0.01 0.01 0.01 0.01

Servicing rates 0.25 0.25 0.25 0.25

8.	 ASSET SECURITIZATION (continued)
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The following table presents key economic assumptions and the sensitivity of the current fair value of 

the retained interest in the event of two adverse changes in each key assumption as at December 31. 

This sensitivity analysis is hypothetical and should be used with caution. Changes in fair value based 

on a variation in assumptions generally cannot be extrapolated because the relationship of the change 

in assumptions to the change in fair value may not be linear. The effect of a variation in a particular 

assumption on the fair value of the retained interests is calculated without changing any other assumptions. 

Generally, the changes in one factor may result in changes in another, which may magnify or counteract 

the sensitivity.

2009 ($) 2008 ($)

Uninsured 
Residential 

Mortgage Loans

Insured 
Residential 

Mortgage Loans

Uninsured 
Residential 

Mortgage Loans

Insured 
Residential 

Mortgage Loans

Weighted average remaining service life 

(in years) 1.11 3.70 1.73 4.11

Yield

	 Impact on fair value at 10% adverse change

	 Impact on fair value at 20% adverse change

-

-

-

-

-

-

-

-

Payment rate

	 Impact on fair value at 10% adverse change

	 Impact on fair value at 20% adverse change

(12)

(23)

(552)

(1,130)

(33)

(66)

(136)

(380)

Discount rate

	 Impact on fair value at 10% adverse change

	 Impact on fair value at 20% adverse change

(3)

(6)

(166)

(332)

(13)

(44)

(9)

(36)

Cost of funds

	 Impact on fair value at 10% adverse change

	 Impact on fair value at 20% adverse change

(43)

(87)

(212)

(467)

(241)

(483)

-

-

Expected credit losses

	 Impact on fair value at 10% adverse change

	 Impact on fair value at 20% adverse change

0

0

0

0

0

0

0

0

The Company acted as an intermediary with a third party in a securitization of residential mortgages, in 

exchange for a fixed program fee. The outstanding balance of the securitized mortgages at December 31 

was $nil (2008 - $27,553). The Company had retained a counterparty risk in these transactions if one 

party failed to meet their obligations under the securitization agreements.

The Company also provides securitization co-ordination services to credit unions across Canada on a fee for 

service basis.

8.	 ASSET SECURITIZATION (continued)
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9.	 Premises and Equipment

 2009 ($) 2008 ($)

Cost
Accumulated 
Amortization

Net Book  
Value Cost

Accumulated 
Amortization

Net Book 
Value

Land 517 - 517 517 - 517

Building and improvements 8,190 6,254 1,936 7,985 5,796 2,189

Equipment 4,495 3,502 993 4,356 3,169 1,187

13,202 9,756 3,446 12,858 8,965 3,893

Current year amortization expense of $960 (2008 - $972) is included in non-interest expense. 

10.	Goodwill

The Company has completed the annual test for goodwill impairment and has determined that the goodwill 

is not impaired. 

The carrying amount of goodwill of $19,248 (2008 - $19,248) is related to Financial Intermediation.

11.	Other Assets

2009 ($) 2008 ($)

Continuing 
Operations

Discontinued 
Operations  
(Note 3)

Continuing 
Operations

Discontinued 
Operations  
(Note 3)

Accounts receivable and other accruals 1,645 100 5,359 1,546

Prepaid and deferred costs 421 - 138 -

Derivative related assets (Note 22) 30,618 - 34,865 -

Investment in CAI Acquiring (Note 20) - - - 43

Other intangibles (Note 12) 1,566 - 1,461 -

Other investments 282 - - -

Servicing asset 41,610 - 27,843 -

Future income tax assets (Note 19) 41 369 1,434 579

76,183 469 71,100 2,168
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12.	Other Intangibles

 2009 ($) 2008 ($)

Cost
Accumulated 
Amortization

Net Book  
Value Cost

Accumulated 
Amortization

Net Book 
Value

Software 2,636 1,070 1,566 2,295 834 1,461

2,636 1,070 1,566 2,295 834 1,461

Current year amortization expense of $418 (2008 - $467) is included in non-interest expense. Software 

with a carrying value of $258 (2008 - $470) is under development and therefore has not been amortized 

during the year. 

13.	Deposits

The repricing dates, which approximate maturity dates, and weighted average effective interest rates for the 

Company’s deposits are as follows:

 2009 ($) 2008 ($)

On Demand
Within  

3 Months

Over  
3 Months  
to 1 Year

Over  
1 Year  

to 5 Years
Over  

5 Years Total Total

Deposits

	 Amortized cost ($) 525,156 415,862 975,897 1,146,483 1,773 3,065,171 3,488,794

	 Rate (%) 0.28% 2.07% 2.66% 3.65% 4.79% 2.54% 3.60%

Accrued interest 32,701 45,599

3,097,872 3,534,393

Deposits bear interest at rates determined by market conditions.
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14.	Loans and Notes Payable

2009 ($) 2008 ($)

Credit union funded administered loans 674 766

Lines of credit 41,857 9,115

Notes payable 56,487 -

Obligations related to assets sold under repurchase agreements 144,559 -

243,577 9,881

The Company participates in administered loan programs in which credit unions provide funding for loans 

made by the Company to credit union members. These loans to credit union members are recorded as 

assets. The corresponding funding by the credit union is recorded as a liability as the credit union has 

the right to require the Company to provide the direct funding upon request. The Company records 

the revenue from the credit union member as loans interest income. Interest paid to the credit union 

is recorded as loans and notes interest expense. Loans to a maximum of $5,350 (2008 - $5,850) are 

authorized under this program. The outstanding balances of $674 (2008 – $766) had a weighted average 

effective interest rate of 0.88% (2008 – 1.77%).

The Company maintains a line of credit facility with SaskCentral of $50,000 (2008 – $50,000). The line 

of credit bears interest at prime less 0.50% (2008 – prime less 0.50%) with an effective interest rate at 

December 31 of 1.75% (2008 - 3.00%) and an outstanding balance of $41,857 (2008 - $9,115). The line 

of credit is partially secured by a deposit of $20,000 (2008 - $20,000) held by SaskCentral.

The Company also maintains line of credit facilities with another financial institution of $250,000 (2008 - 

$250,000). The lines of credit bear interest at the bankers acceptance rate plus 1.00% (2008 – bankers 

acceptance rate plus 0.45%) and are secured by residential mortgages.

The Company is authorized to issue a maximum of $300,000 (2008 - $300,000) under a commercial paper 

program. The Company has pledged securities with a market value of $210,000 (2008 - $210,000) to 

support commercial paper issuance. Notes payable consist of commercial paper maturing within 90 days 

and had a weighted average effective interest rate of 0.47% (2008 – nil%) at December 31. By policy, 

the Company may utilize additional credit facilities to a maximum of $500,000 (2008 – $500,000) related 

to securities repurchase agreements, subject to availability of qualified securities, for which outstanding 

balances of $144,559 (2008 - $nil) are secured by pledged securities. These repurchase agreements 

mature within 1 month (2008 – nil) and have a weighted average effective interest rate of 0.42% (2008 – 

nil%).
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15.	Other Liabilities

2009 ($) 2008 ($)

Continuing 
Operations

Discontinued 
Operations 
(Note 3)

Continuing 
Operations

Discontinued 
Operations 
(Note 3)

Accounts payable and accrued expenses 22,788 10 18,554 11

Derivative related liabilities (Note 22) 43,239 - 58,788 -

Deferred revenue 282 3,194 297 5,019

Servicing liability 132 - 287 -

Future income tax liabilities (Note 19) 4,516 - - -

70,957 3,204 77,926 5,030

16.	Subordinated Debentures 

The debentures are unsecured obligations and are subordinate in right of payment to the claims of 

depositors and certain other creditors. All cancellations, redemptions and exchanges of subordinated 

debentures are subject to the consent and approval of OSFI.

During the year, the company issued Variable Rate subordinated debentures totalling $20,000 (2008 - 

$25,000). The Company also redeemed in the prior year the Class C subordinated debentures totalling 

$22,468 and the No. 3 subordinated debentures totalling $10,000 due to the sale and discontinuance of 

the Card Operations.

2009 ($) 2008 ($)

Series One 13,350 13,350

Series A Reset 15,000 15,000

	 Issuance costs (244) (323)

	 Premium on issuance 8 11

Series A Reset 14,764 14,688

Variable Rate – Issue 2009 20,000 -

Variable Rate – Issue 2008 25,000 25,000

	 Issuance costs (30) (26)

Variable Rate 44,970 24,974

Accrued interest 648 558

73,732 53,570

The Series One non-convertible subordinated debentures, issued August 15, 2006, are unsecured and 

subordinated to deposits and other liabilities of the Company. Interest for the first 10 years is payable at 

a fixed rate set on August 15, 2006, equal to the current Government of Canada ten-year bond rate as 

announced by the Bank of Canada, plus 1.50% (5.82% at December 31, 2009; 5.82% at December 31, 2008). 

Interest for the final 5 years is payable at a fixed rate set on August 15, 2016, equal to the Government 

of Canada five-year bond rate as announced by the Bank of Canada, plus 1.75%. The maturity date of the 

debentures is August 15, 2021. The debentures are redeemable, at the option of the Company and subject to 

the approval of OSFI, not earlier than August 15, 2016. These debentures qualify as tier 2B capital.
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16.	 SUBORDINATED DEBENTURES (continued)

Series A Reset subordinated debentures in two tranches totaling $15,000 were issued on June 26, 2007, 

and July 11, 2007, and are unsecured and subordinated to deposits and other liabilities of the Company. 

Interest for the first 5 years is payable semi-annually at a fixed rate equal to the current Government of 

Canada five-year bond rate as announced by the Bank of Canada, plus 1.55% (6.21% at December 31, 

2009; 6.21% at December 31, 2008). Interest for the final 5 years is set equal to the 90-day bankers 

acceptance rate plus 2.05%, payable quarterly. The maturity date of the debentures is September 26, 

2017. The debentures are redeemable at the option of the Company and subject to the approval of OSFI. 

These debentures qualify as tier 2B capital.

Variable Rate subordinated debentures, issued April 29, 2009, are unsecured and subordinated to deposits 

and other liabilities of the Company. Interest for the first 5 years is payable quarterly at an adjusted 

floating rate equal to the three month Canadian Deposit Offering Rate (CDOR) plus 5.13% (5.56% at 

December 31, 2009). Interest for the final 5 years is a quarterly adjusted floating rate equal to the three 

month CDOR plus 5.63%, payable quarterly. The maturity date of the debentures is April 29, 2019. The 

debentures are redeemable at the option of the Company and subject to the approval of OSFI. These 

debentures qualify as tier 2B capital.

Variable Rate subordinated debentures, issued July 30, 2008, are unsecured and subordinated to deposits 

and other liabilities of the Company. Interest for the first 5 years is payable quarterly at an adjusted 

floating rate equal to the three month CDOR plus 2.00% (2.44% at December 31, 2009; 3.63% at 

December 31, 2008). Interest for the final 5 years is a quarterly adjusted floating rate equal to the three 

month CDOR plus 2.50%, payable quarterly. The maturity date of the debentures is September 26, 2018. 

The debentures are redeemable at the option of the Company and subject to the approval of OSFI. These 

debentures qualify as tier 2B capital.

During 2008, Class C subordinated debentures were redeemed on September 15 subsequent to receiving 

OSFI approval on September 5. These subordinated debentures, issued April 1, 2005, were unsecured and 

subordinated to deposits and other liabilities of the Company. The interest rate on the debentures was 

established quarterly and was not to exceed 10% (3.86% at September 15, 2008). The maturity date of 

the debentures was December 19, 2015. The Company could redeem all or any portion of the principal 

amount of the debentures subject to the approval of OSFI. These debentures qualified as tier 2B capital.

During 2008, the No. 3 subordinated debentures were redeemed on July 21 subsequent to receiving 

OSFI approval on July 15. These subordinated debentures, issued March 29, 2006, were unsecured and 

subordinated to deposits and other liabilities of the Company. The interest rate on the debentures was 

established quarterly at the average of the major bank three month bankers acceptance rates, plus 0.45% 

(3.74% at July 21, 2008). The maturity date of the debentures was March 29, 2017. The subordinated 

debentures could not be redeemed in any event, including maturity, without approval of OSFI. These 

debentures qualified as tier 2B capital.
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17.	Share Capital 

The Company is authorized to issue an unlimited number of membership shares, an unlimited number of 

Class A shares, 399,054 Class B shares and 2,000 Class C shares.

Membership shares may only be issued at such time and to such persons as determined by a resolution of 

the Board of Directors (the Board). Membership shares are issued and redeemed at Ten Dollars ($10.00) 

per share and can only be transferred or redeemed subject to approval by the Board. Voting privileges are 

restricted to membership shares based on one vote per member, regardless of the number of membership 

shares held by a member.

Class A – Series 1 shares are entitled to receive dividends as declared by the Board and may only be 

issued to the holders of membership shares. Class A – Series 2 shares have the same entitlements as 

Class A – Series 1 shares except they may only be issued to SaskCentral or an affiliate of SaskCentral.

Class B shares are entitled to an annual, non-cumulative dividend of $0.78 per share (2008 - $0.78), 

subject to the rights of the Class C shares.

Class C shares are issued exclusively to SaskCentral or Alberta Central. Distribution of the earnings of the 

Card Operations is in accordance with the related Class C share agreements. These agreements result 

in 95% of the Card Operations earnings before October 1, 2007, and 100% of the subsequent Card 

Operations earnings, and 100% of the gain on any sale of the Card Operations being distributed by way 

of declaration of dividends to the Class C shareholders. Retained earnings of $5,652 (2008 - $4,048) are 

allocated to the Card Operations and are subject to distribution to the Class C shareholders based on the 

Class C share agreements.

The Class C shares were issued to provide capital for the Card Operations. Since the retail credit card 

business was sold effective October 1, 2007, and the merchant processing business conducted by CAI 

Acquiring through the UNPS partnership was sold effective January 1, 2008, the Card Operations held no 

active business assets and as such there were no further capital requirements. Therefore, on December 

23, 2008, the stated capital of the Class C shares issued was reduced from $8 million to $2.00 in 

accordance with section 82 of the Cooperative Credit Associations Act (Canada) upon the approval of OSFI 

on December 19, 2008, and was credited to contributed surplus. Subsequently, on December 23, 2008, a 

dividend equal to the reduction in stated capital was paid to the holders of the Class C shares and was 

charged to contributed surplus. The issued Class C shares will remain outstanding until the expiration of 

the restriction period of the NCA (Note 3). Upon the expiration, the Class C shares can be redeemed for 

the book value which is defined as the stated value of the Class C shares plus any remaining retained 

earnings allocated to the Class C shares.

2009 ($) 2008 ($)

Contributed Surplus

Contributed surplus, beginning of year - -

Reduction in stated capital of Class C shares - 8,000

Dividends paid to Class C shareholders - (8,000)

Contributed surplus, end of year - -
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17.	 SHARE CAPITAL (continued)

The following table summarizes the shares issued and outstanding at December 31:

2009 2008

Number of 
Shares Issued $

Number of
Shares Issued $

Membership Shares 3,381 34 3,381 34

Class A – Series 1 3,400,582 34,365 3,400,582 34,365

Class A – Series 2 6,186,170 98,855 6,186,170 98,855

Class B 399,054 3,990 399,054 3,990

Class C 2,000 - 2,000 -

137,244 137,244

The Company issued nil (2008 – 20) membership shares during the year.

18.	Pension Benefits

The Company provides pension benefits to qualified employees. Pension benefits of $1,295 (2008 - $1,410) 

were paid to defined contribution and supplementary employee retirement plans. These costs are included 

in salaries and employee benefits. As a defined contribution pension plan, the Company has no future 

liability or obligation for future contributions to fund benefits to plan members. 



A n n u a l  R e p o r tC o n c e n t r a  F i n a n c i a l 53

N o t e s  t o  C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s
December 31, 2009  (Thousands of Dollars)

19.	Provision for Income Taxes

Income taxes are included in the consolidated statement of income as follows:

2009 ($) 2008 ($)

Continuing operations 

	 Current income tax expense (recovery) 593 (251)

	 Future income tax expense 5,904 1,766

6,497 1,515

Income from discontinued operations, net of tax (Note 3)

	 Current income tax expense 9 -

	 Future income tax expense 210 210

219 210

6,716 1,725

Income taxes are included in the consolidated statement of comprehensive income as follows:

2009 ($) 2008 ($)

Net unrealized gains (losses) on available-for-sale securities

	 Current income tax expense (recovery) 3,195 (2,168)

	 Future income tax expense 5 858

3,200 (1,310)

Reclassification of (gains) losses on available-for-sale securities to income

	 Current income tax (recovery) expense (876) 1,499

2,324 189

Income taxes are included in the consolidated statements of retained earnings and accumulated other 

comprehensive income (loss) as follows:

2009 ($) 2008 ($)

Retained earnings

	 Reduction in income taxes due to payment of dividends

	 Current income tax recovery (48) (1,601)

(48) (1,601)

Total income tax reported in the consolidated financial statements:

2009 ($) 2008 ($)

8,992 313

Dividends, which are reflected in retained earnings, are normally deductible in determining current income 

subject to tax. A portion of the dividends paid in the prior year were paid subject to a tax election whereby 

the dividends were not deductible in determining current income subject to tax. The reduction in income 

tax resulting from the payment of dividends deductible in determining current income subject to tax is 

reflected in retained earnings.
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Reconciliation of the provision for income taxes from continuing operations:

2009 ($) 2008 ($)

Combined federal and provincial income tax rate applied to income from operations 5,689 1,191

Provision for income taxes adjusted for the effect of:

	 Non-deductible expenses (25) 35

	 Future income tax expense resulting from tax rate changes 12 -

	 Other 821 289

6,497 1,515

The components of future income taxes are as follows:

2009 ($) 2008 ($)

Continuing 
Operations

Discontinued 
Operations 
(Note 3)

Continuing 
Operations

Discontinued 
Operations
(Note 3)

Future income tax assets 

	 Securities - - 1,731 -

	 Unamortized transition loss and retained interest 165 - 259 -

	 Deferred revenue - 354 - 556

	 Other 134 15 156 23

299 369 2,146 579

Future income tax liabilities 

	 Securities (49) - - -

	 Loans (4,563) - (950) -

	 Other (162) - (244) -

(4,774) - (1,194) -

Net future income taxes (4,475) 369 952 579

Net future income taxes are recorded in:

2009 ($) 2008 ($)

Continuing 
Operations

Discontinued 
Operations 
(Note 3)

Continuing 
Operations

Discontinued 
Operations
(Note 3)

Future income tax assets

	 Other assets (Note 11) 41 369 1,434 579

41 369 1,434 579

Future income tax liabilities

	 Securities - - (38) -

	 Loans - - (444) -

	 Other liabilities (Note 15) (4,516) - - -

(4,516) - (482) -

Net future income taxes (4,475) 369 952 579

19.	 Provision for Income Taxes (continued)
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20.	Investment in CAI Acquiring

The Company purchased 100% of the common shares of CAI Acquiring on May 10, 2002. CAI Acquiring 

was incorporated to acquire and service the credit card merchant processing business through its 48% 

partnership interest in UNPS. This partnership interest was sold effective January 1, 2008, as disclosed 

in Note 3. The shares held in CAI Acquiring were subsequently sold to the Class C shareholders effective 

January 1, 2009, at the net book value of the investment in CAI Acquiring, which approximated the fair 

value at the time of the sale.

Due to the provisions of the Class C Shares as described in Note 17, it had been determined that CAI 

Acquiring was a variable interest entity of which the Company was not the primary beneficiary as the 

majority of the variability in the earnings were absorbed by the holders of the Class C shares. As a result 

of the provisions of the Class C shares, the equity at risk of CAI Acquiring lacked the characteristics of a 

controlling financial interest.

The Company’s investment in CAI Acquiring was being accounted for in accordance with the equity method 

of accounting as the Company did have significant influence through its equity investment. Distributions 

of Card Operations earnings derived from the Company’s investment in CAI Acquiring were in accordance 

with the related Class C share agreements. These agreements result in 95% of the CAI Acquiring earnings 

before October 1, 2007, and 100% of the subsequent CAI Acquiring earnings, and 100% of the gain on 

any sale of the CAI Acquiring operations being distributed by way of declaration of dividends to the Class C 

shareholders.

The following table summarizes the consolidated financial statements of CAI Acquiring:

2008 ($)

Assets 395

Liabilities 352

Non-interest income 275

Non-interest expense 104

Gain on sale of partnership interest 829

Provision for income taxes (208)

Cash flows used in operating activities (5,058)

Cash flows from investing activities 16,519

Cash flows used in financing activities (12,030)

The following table summarizes the carrying amount of the Company’s investment in CAI Acquiring:

2009 ($) 2008 ($)

Equity, beginning of year 43 10,865

	 Net earnings (Note 3) - 1,208

	 Distributions - (12,030)

	 Sale of investment (43) -

Equity, end of year (Note 11) - 43
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21.	Related Party Transactions

Related party transactions are in the normal course of operations and are measured at the exchange 

amount which is the consideration established and agreed to by the parties. Some of these transactions 

and balances are recorded in the discontinued operations. The following table summarizes the balances 

outstanding at year end and transactions during the year not noted elsewhere in the consolidated financial 

statements.

SaskCentral provides banking and credit services for the Company. The Company provides consultative 

and administrative services to SaskCentral. It has been determined through the attributes of the Class C 

shares (Note 17) that SaskCentral is the primary beneficiary of the positive and negative variability of the 

Company’s earnings. 

CU Electronic Transaction Services (CUETS) is a joint venture owned equally by SaskCentral and Alberta 

Central.

Celero Solutions provides information technology services and support under the terms of a support 

services agreement.

2009 ($) 2008 ($)

SaskCentral

	 Dividends paid to - 10,200

	 Due from included in other assets 42 184

	 Securities invested with 20,000 20,000

	 Interest earned on deposits and securities 173 845

	 Interest receivable on deposits and securities 173 802

	 Interest paid to 174 719

	 Interest payable to 14 21

	 Fee for service received from 714 653

	 Supplies purchased from 41 -

	 Non-interest expenses paid to 1,105 685

CUETS

	 Deposits payable to 1,708 1,883

	 Interest paid to 9 63

Celero Solutions

	 Loan receivable from 1,705 3,885

	 Investment in 283 -

	 Due to included in other liabilities 538 853

	 Fee for service received from 90 271

	 Capital assets purchased from 521 -

	 Fee for service paid to 4,996 4,957

CAI Acquiring

	 Deposits payable to 43 395

	 Interest paid to 1 279
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22.	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. Derivative contracts are expressed in notional 

amounts. The notional amounts, which are off-balance sheet, do not represent amounts exchanged and, 

thus, are not a measure of the Company’s exposure through the use of derivatives. The notional amount is 

the reference amount used to determine the payment required by contract and are a common measure of 

business volume.

Swaps are contractual agreements to exchange a series of cash flows based on agreed upon rates to a 

notional amount. Interest rate swaps are used to manage exposure to interest rate risk by modifying 

the repricing or interest rate characteristics of assets and liabilities. Exposure is managed through the 

exchange of fixed and floating interest rate payments based on notional amounts. 

Options are contractual agreements that convey the right, but not the obligation, to either buy or sell 

financial instruments at a fixed price at a fixed future date or within a fixed future period. For options 

purchased, a premium is paid for the right to exercise the option. 

Foreign exchange forward contracts are contractual obligations to buy or sell one currency against 

another, for settlement on the day the contract expires. A forward contract manages the risk of fluctuating 

exchange rates by locking in a current price for a transaction that will take place in the future. Exposure is 

managed through entering into forward contracts.

The derivatives currently held or issued are for non-trading purposes. These derivatives are used in 

managing the Company’s asset/liability activities and include investing and hedging activities. 

Notional Amounts and Term to Maturity

2009 ($) 2008 ($)

Within  
3 Months

Over  
3 Months 
to 1 Year

Over  
1 Year  

to 5 Years
Over  

5 Years Total Trading

Other  
than 

Trading Total

Asset/Liability Management

Interest rate contracts

	 Interest rate swaps 150,000 109,800 1,773,200 61,168 2,094,168 - 2,094,168 1,594,812

	 Forward rate agreement - - - - - - - 6,419

Options purchased - 1,250 300 - 1,550 - 1,550 1,253

Foreign exchange contracts - - - - - - - 62,456

150,000 111,050 1,773,500 61,168 2,095,718 - 2,095,718 1,664,940

As intermediary

Interest rate contracts

	 Interest rate swaps 20,071 40,000 753,848 60,000 873,919 - 873,919 1,072,541

	 Forward rate agreement - - 1,600 1,600 3,200 - 3,200 3,200

Foreign exchange contracts 54,659 19,409 - - 74,068 - 74,068 -

74,730 59,409 755,448 61,600 951,187 - 951,187 1,075,741
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22.	 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Fair Value of Derivative Financial Instruments

2009 ($) 2008 ($)

Positive Negative Positive Negative

Asset/Liability Management

Interest rate contracts

	 Interest rate swaps 19,819 32,903 8,381 41,490

	 Forward Rate Agreement - - 9,016 -

Options purchased 204 - 183 -

Foreign exchange contracts - - 18 -

20,023 32,903 17,598 41,490

As intermediary

Interest rate contracts

	 Interest rate swaps 10,429 10,203 17,134 17,182

	 Forward rate agreement 166 133 133 116

Foreign exchange contracts - - - -

10,595 10,336 17,267 17,298

The Company is exposed to credit related losses in the event of non-performance by the counterparties 

to derivative contracts. The Company’s credit exposure on the interest rate contracts is limited to the 

positive replacement cost (fair value) of the instruments as this represents the cost to replace these 

contracts at prevailing market rates if a default occurred. The Company mitigates exposures by limiting the 

counterparties to interest rate contracts to credit worthy Canadian financial institutions. In determining the 

credit quality of derivative instruments both the Company’s own credit risk and the risk of the counterparty 

are considered elements of the credit quality.  

Credit risk is measured by using a credit equivalent amount. The credit equivalent amount is derived from 

the sum of the positive replacement cost and the potential credit risk exposure which reflects the potential 

change in replacement cost in relation to the remaining term to maturity of the contract. The risk-weighted 

amount is determined by applying standard measures of counterparty risk to the credit equivalent amount.
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22.	 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The following table provides information in relation to the Company’s credit risk exposure for derivative 

financial transactions. Positive replacement cost is derived from the fair value of derivative financial 

instruments (Note 4). Potential credit risk exposure and risk-weighted equivalents are calculated in 

accordance with OSFI capital adequacy guidelines.

2009 ($) 2008 ($)

Interest 
Rate  

Contracts Options

Foreign 
Exchange 
Contracts Total Total 

Notional amounts 2,971,287 1,550 74,068 3,046,905 2,740,681

Positive replacement cost 30,414 204 - 30,618 34,865

Potential credit risk exposure 14,485 99 740 15,324 13,626

Credit equivalent amount 44,899 303 740 45,942 48,490

Risk-weighted equivalent 8,980 61 148 9,189 9,699

Unrealized and Realized Gains and Losses on Derivatives

2009 ($) 2008 ($)

Realized (losses) gains on derivatives (29,367) (4,938)

Unrealized gains (losses) on derivatives 15,704 (19,209)

Unrealized and realized gains (losses) on derivatives (13,663) (24,147)

23.	Contractual Repricing Schedule 

The Company’s exposure to interest rate risk can be measured by the mismatch, or gap, between the 

assets, liabilities and off-balance sheet instruments scheduled to mature or reprice on particular dates. Gap 

analysis measures the difference between the amount of assets and liabilities that reprice in specific time 

periods. 

Repricing dates are based on the earlier of maturity or the contractual repricing date and effective interest    

rates, where applicable, represent the weighted average effective yield. The table below shows the 

Company’s gap position as at December 31.
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2009 ($)

On  
Demand

Within  
3 Months

Over  
3 Months  
to 1 Year

Over  
1 Year  

to 5 Years
Over  

5 Years

Non- 
Interest 
Sensitive Total

Assets

Cash resources 14,298 - - - - - 14,298

Securities - 240,811 120,673 431,043 158,246 8,607 959,380

	 Effective interest rate (%) - 2.45% 3.09% 2.08% 2.32%

Loans 553,012 110,479 229,975 1,592,762 109,452 18,127 2,613,807

	 Effective interest rate (%) 2.98% 5.25% 5.42% 5.54% 5.41%

Other assets - - - - - 98,877 98,877

Assets from  
discontinued operations - 8,414 - - - 469 8,883

567,310 359,704 350,648 2,023,805 267,698 126,080 3,695,245

Liabilities

Deposits 525,156 415,862 975,897 1,146,483 1,773 32,701 3,097,872

	 Effective interest rate (%) 0.28% 2.07% 2.66% 3.65% 4.79%

Loans and notes payable - 243,558 - - - 19 243,577

	 Effective interest rate (%) - 0.66% - - -

Subordinated debentures - 45,000 - 15,000 13,350 382 73,732

	 Effective interest rate (%) - 3.83% - 6.21% 5.82%

Other liabilities - - - - - 70,957 70,957

Liabilities from  
discontinued operations - - - - - 3,204 3,204

Members’ equity - - - - - 205,903 205,903

525,156 704,420 975,897 1,161,483 15,123 313,166 3,695,245

On-balance sheet gap 42,154 (344,716) (625,249) 862,322 252,575 (187,086) -

Off-balance sheet
financial instruments

Pay side instruments - (674,678) (129,800) (2,074,041) (92,768) - (2,971,287)

	 Effective interest rate (%) - 1.32% 4.06% 3.29% 3.95%

Receive side instruments - 2,466,680 20,000 453,007 31,600 - 2,971,287

	 Effective interest rate (%) - 0.43% 4.99% 2.94% 3.31%

Derivatives used  
for trading purposes - - - - - - -

	 Effective interest rate (%) - - - - -

Off-balance sheet gap - 1,792,002 (109,800) (1,621,034) (61,168) - -

Total gap 42,154 1,447,286 (735,049) (758,712) 191,407 (187,086) -

2008 ($)

On  
Demand

Within  
3 Months

Over  
3 Months  
to 1 Year

Over  
1 Year  

to 5 Years
Over  

5 Years

Non- 
Interest 
Sensitive Total

Continuing Operations

On-balance sheet gap (7,721) (126,707) (851,367) 735,164 420,545 (173,989) (4,075)

Off-balance sheet gap - 819,463 (51,978) (729,817) (37,668) - -

Total gap (7,721) 692,756 (903,345) 5,347 382,877 (173,989) (4,075)

Discontinued Operations

On-balance sheet gap - 6,937 - - - (2,862) 4,075

Off-balance sheet gap - - - - - - -

Total gap - 6,937 - - - (2,862) 4,075

23.	 CONTRACTUAL REPRICING SCHEDULE (continued)
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The Company’s interest rate sensitivity to a 100 basis point (bp) fluctuation in interest rates, as measured 

based on the current position at December 31, 2009, would be as outlined in the following table over the 

next 12 months if no remedial action was taken by the Company.

2009 ($) 2008 ($)

Net
Income

Other  
Comprehensive 

Income
Net

Income

Other  
Comprehensive 

Income

Impact of:  

100 bp increase in rates 29,304 (12,994) 7,142 (18,789)

100 bp decrease in rates(1) (7,346) 3,246 (7,142) 18,789

(1)For 2009 the sensitivity analysis utilizes 25 bp for the decrease as this is the current Bank of Canada rate and this 
rate would not decrease below zero.

24.	Segmented Information

The Company operates three main operating segments and each segment is managed separately as 

individual business units.  

Financial Intermediation includes residential mortgage and corporate lending activities, personal and 

corporate deposit products, securities and treasury services as well as commercial banking and leasing 

activities.

Trust Operations consist of both personal and corporate trust products and services.

Card Operations consist of the remaining assets related to the discontinued credit card lending, merchant 

processing and acquiring operations and other card related products and services. These operations will be 

wound up when the NCA restriction period ends in 2011 as described in note 3.

Inter-segment transactions take place at terms which approximate fair values. The following highlights key 

financial information for the operations of these segments. 

23.	 CONTRACTUAL REPRICING SCHEDULE (continued)
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2009 ($)

Financial 
Intermediation

Trust 
Operations

Card 
Operations(1)

Inter Segment 
Eliminations Total

Interest income 168,471 257 - (381) 168,347

Interest expense 113,643 - - (291) 113,352

Net interest income 54,828 257 - (90) 54,995

Provision for credit losses 600 - - - 600

Net interest margin 54,228 257 - (90) 54,395

Non-interest income 25,272 6,475 - (1,847) 29,900

Non-interest expense 45,362 5,386 - (1,937) 48,811

Income from continuing  
operations before income taxes 34,138 1,346 - - 35,484

Provision for income taxes 6,116 381 - - 6,497

Net income from  
continuing operations 28,022 965 - - 28,987

Income from discontinued  
operations, net of tax - - 1,715 - 1,715

Net income 28,022 965 1,715 - 30,702

Total assets 3,702,400 13,949 8,883 (29,987) 3,695,245

(1)Discontinued operations (Note 3)

2008 ($)

Financial 
Intermediation

Trust  
Operations

Card 
Operations(1)

Inter Segment 
Eliminations Total

Interest income 184,869 324 - (947) 184,246

Interest expense 138,854 - - (958) 137,896

Net interest income 46,015 324 - 11 46,350

Provision for credit losses 4,970 - - - 4,970

Net interest margin 41,045 324 - 11 41,380

Non-interest income 5,984 5,521 - (1,675) 9,830

Non-interest expense 41,813 4,676 - (1,664) 44,825

Income from continuing  
operations before income taxes 5,216 1,169 - - 6,385

Provision for income taxes 1,133 382 - - 1,515

Net income from  
continuing operations 4,083 787 - - 4,870

Income from discontinued  
operations, net of tax - - 2,872 - 2,872

Net income 4,083 787 2,872 - 7,742

Total assets 3,849,687 13,233 9,105 (28,304) 3,843,721

(1)Discontinued operations (Note 3)

24.	 SEGMENTED INFORMATION (continued)
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25.	Commitments and Guarantees

Lines of credit and loan commitments and letters of credit represent a maximum credit exposure to 

the Company. Many of these contracts will expire without being drawn upon and thereby reduces the 

Company’s credit risk from the maximum commitment. The Company earns minimal fees on commitments. 

The Company has not issued any financial guarantee contracts.

2009 ($) 2008 ($)

On  
Demand

Within  
3 Months

Over 
3 Months  
to 1 Year

Over  
1 Year  

to 5 Years
Over 

5 Years Total Total

Lines of credit and loan 
commitments 97,355 72,482 135,195 32,900 - 337,932 550,338

Letters of credit 1,847 3,399 3,412 - - 8,658 11,962

99,202 75,881 138,607 32,900 - 346,590 562,300

The Company is responsible for its proportionate share of any operating and investment losses incurred by 

Celero Solutions.

26.	NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS

As a financial institution, the Company is exposed to the following risks as a result of holding financial 

instruments: credit risk, market risk, and liquidity risk. The following is a description of these risks and 

how the exposure is managed.

Credit Risk
Credit risk arises from a counterparty’s inability or unwillingness to fully meet its contractual obligations.  

The credit risk on securities, loans, and mortgages relates to principal and interest amounts. For derivatives, 

credit risk is the contract’s replacement cost as opposed to its notional value.

Objectives, Policies, and Methodologies
The Company manages credit risk by:

•	 Restricting the concentration of credit by issuer, issuer group, industry, and geographic region

•	 Aggregating credit exposures (including derivatives) to connected counterparties

•	 Determining appropriate levels of credit concentration commensurate with the ability to absorb 

credit losses while ensuring business continuity

•	 Restricting investments in commercial debt securities not rated by an approved rating agency

•	 Segregating business generation activities from credit risk management oversight 

•	 Employing prudent credit granting criteria

•	 Using asset sales to manage credit exposure

•	 Managing monitored and non-productive assets effectively

•	 Monitoring the quality of the credit portfolio ensuring conservative valuation and timely recognition 

of losses through specific loss allowances and write downs

•	 Establishing general loss allowance levels based upon industry best practice methodology
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The Board is responsible for approving the credit risk tolerances in the Balance Sheet Policy upon the 

recommendation of the Audit and Risk Committee. Further operating credit risk policies are outlined in the 

Balance Sheet Operating Policy which is within the authority of the President and Chief Executive Officer.  

Compliance to these policies is monitored on a monthly basis.

The Company has a credit risk management function which is segregated from business generation 

activities. Credit risk management is responsible for delegating credit approval limits to business units and 

approving loan, lease, and mortgage applications in excess of the credit authority delegated. In addition, 

credit risk management undertakes an overall systematic review of the credit adjudication process on an 

annual basis and the results of the review are reported to the Board.

The Credit Committee, established by the Board and comprised of members of executive management, 

has the authority to approve large loans, leases, and mortgages upon the recommendation of credit 

risk management. The Asset-Liability Committee, established by the Board and comprised of members 

of executive, senior, and operating management, has the authority to set credit risk strategies for the 

securities portfolio within the risk tolerances in the Balance Sheet Policy and Balance Sheet Operating 

Policy.

The following reports, related to the management of credit risk, are provided to the Board on a quarterly 

basis:

•	 Large Lending Credits Report 

•	 Monitored and Non-productive Assets Report

•	 Chief Risk Officer’s Report

The credit risk objectives, policies, and methodologies have not changed materially from December 31, 

2008.

Risk Measurement
In measuring credit risk under Basel II, the standardized approach is used. Under this approach, risk 

weights prescribed by OSFI are used to calculate risk-weighted assets for credit risk exposures.  

The Company assumes credit risk in both the securities and loan portfolios. In the securities portfolio 

the Company supplements internal credit analysis with industry recognized rating agency data (DBRS 

or Standard and Poor’s). In the loans portfolio the primary reliance is on internal risk ratings and a 

comprehensive review of the credit worthiness of the borrower. The Company does not transact in credit 

derivatives.

The overall credit risk position is monitored in reference to an internally generated composite weighted 

average risk rating calculation (weighted average risk rating of the securities and loan portfolio calculated 

based upon internal risk ratings). As at December 31, 2009, and December 31, 2008, the Company was 

well within the risk tolerance for this measure as set out by the Board in the Balance Sheet Policy.

Credit Quality Performance

Refer to Note 5 for information on the credit quality performance of the securities portfolio and Note 6 for 

information on the credit quality performance of the loan portfolio.

Credit risk concentrations indicate the relative sensitivity of performance to developments affecting a 

particular industry or geographic region. The following tables summarize the authorized credit exposures 

associated with on- and off-balance sheet financial instruments.

26.	 NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS (continued)



A n n u a l  R e p o r tC o n c e n t r a  F i n a n c i a l 65

N o t e s  t o  C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s
December 31, 2009  (Thousands of Dollars)

Credit risk exposure by industry 

2009 ($) 2008 ($)

Outstanding
Undrawn 

Commitments Total Total

Accommodation and food services 96,388 13,155 109,543 133,641

Administration and support, waste  
management and remediation services 6,036 - 6,036 5,385

Agriculture, forestry, fishing and hunting 5,654 4,471 10,125 13,354

Arts, entertainment and recreation 33,534 10 33,544 35,435

Automobile financing 1,520 - 1,520 31,690

Banking 210,041 - 210,041 147,192

Construction 81,954 40,062 122,016 156,174

Credit card issuing and financing 19,796 - 19,796 43,023

Credit union 34,174 71,133 105,307 240,555

Education services 2,340 28,005 30,345 31,659

Health care and social assistance 39,740 24,420 64,160 53,859

Information 24,513 - 24,513 59,163

Insurance carriers and related activities 20,862 - 20,862 10,186

Manufacturing 48,467 30,352 78,819 98,435

Mining and oil and gas extraction 56,996 7,666 64,662 148,442

Other 17,583 - 17,583 7,550

Other depository 35,185 - 35,185 13,656

Other - diversified holdings 64,741 - 64,741 90,667

Other non-depository 25,707 - 25,707 21,707

Other services 4,130 - 4,130 3,979

Professional, scientific and technical services 133 1,599 1,732 1,800

Public administration 367,214 33,730 400,944 234,754

Real estate 308,643 32,280 340,923 353,235

Rental and leasing services 15,322 1,307 16,629 47,935

Residential mortgages – conventional 955,899 15,705 971,604 1,204,176

Residential mortgages – insured 944,067 55,206 999,273 986,599

Retail trade 24,425 6,092 30,517 34,667

Securities, commodity contracts and  
other financial institutions 18,471 5,012 23,483 62,270

Transportation and warehousing 28,203 - 28,203 14,681

Utilities 3,955 150 4,105 4,384

Wholesale trade 41,540 62,084 103,624 101,824

Total Exposure 3,537,233 432,439 3,969,672 4,392,077

26.	 NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS (continued)
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Credit risk exposure by geographic region (loans)

2009 ($)

Atlantic Quebec Ontario
Prairies and
Territories

British 
Columbia Total

Outstanding 148,362 20,414 900,026 994,367 461,363 2,524,532

Undrawn 
Commitments 12,080 - 50,006 268,958 24,753 355,797

Total Exposure 160,442 20,414 950,032 1,263,325 486,116 2,880,329

2008 ($)

Atlantic Quebec Ontario
Prairies and
Territories

British 
Columbia Total

Outstanding 201,720 8,554 929,386 1,232,738 483,815 2,856,213

Undrawn 
Commitments 16,250 - 50,149 385,192 108,342 559,933

Total Exposure 217,970 8,554 979,535 1,617,930 592,157 3,416,146

Market Risk
Market risk arises from three components:

•	 Interest rate risk which results from movements in interest rates. This risk primarily results from 

timing differences in the re-pricing of assets and liabilities, both on- and off-balance sheet, as they 

mature or are contractually re-priced.

•	 Price risk which results from changes in the market price of an asset or liability

•	 Foreign exchange risk which results from movements in foreign exchange rates

Objectives, Policies, and Methodologies
The Company manages market risk by:

•	 Acquiring assets for asset/liability management purposes which are marketable with a minimal risk 

of price fluctuation

•	 Using off-balance sheet strategies

•	 Establishing market risk levels

•	 Monitoring exposure and simulating the impact of interest rate changes

•	 Monitoring exposure to changes in foreign exchange rates

In 2009 and 2008, the Company did not have a trading program. 

The Board is responsible for approving the market risk tolerances in the Balance Sheet Policy upon the 

recommendation of the Audit and Risk Committee. Compliance to these policies is monitored on a monthly 

basis. These policies outline maximum limits for the exposure of adjusted net interest income and the 

economic value of equity to market risk.  

The Asset-Liability Committee, established by the Board and comprised of members of executive, senior, 

and operating management, has the authority to set market risk strategies for the balance sheet within the 

risk tolerances in the Balance Sheet Policy and Balance Sheet Operating Policy. In addition, this committee 

monitors the monthly simulation of the impact of interest rate changes to ensure market risk levels remain 

within policy and strategy parameters, and reviews derivative holdings.

26.	 NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS (continued)
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26.	 NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS (continued)

The Chief Risk Officer’s Report, outlining market risk levels, is provided to the Board on a quarterly basis.

The market risk objectives and methodologies have not changed materially from December 31, 2008. 

Risk Measurement 
The risk position is measured on a monthly basis. Measurement of risk is based upon key assumptions 

such as future interest rate movements, asset growth, and funding mix. The short term (next 12 months) 

risk position is assessed by measuring both the impact of an immediate 100 bp shock and a 30% rate 

ramp scenario on total comprehensive income. The long term risk position is measured by both the impact 

of an immediate 100 bp shock and a 30% rate ramp scenario on the economic value of equity. 

2009 (%) 2008 (%)

Total 
Comprehensive 

Income

Economic 
Value of 
Equity

Total 
Comprehensive 

Income

Economic 
Value of 
Equity

Impact of:  

100 bp increase in rates (23.4) (7.4) (131.1) (7.5)

100 bp decrease in rates(1) 32.4 1.9 141.9 8.5

Impact of:

30% rate ramp increase (11.1) (2.6) (78.5) 1.2

30% rate ramp decrease 51.4 2.8 134.5 (1.6)

(1)The 2009 decrease in rates utilizes a 25 bp decrease as this is the current Bank of Canada rate and this rate would 
not decrease below zero.

Liquidity Risk
Liquidity risk arises from the inability to generate or obtain necessary cash or equivalents in a timely 

manner, at a reasonable price, to meet on- and off-balance sheet commitments as they become due, 

without incurring unacceptable losses.

Objectives, Policies, and Methodologies
The Company manages liquidity risk by:

•	 Daily monitoring of cash flows

•	 Maintaining sufficient cash and high quality cash equivalents to support daily liquidity needs

•	 Investing a prudent portion of the security portfolio in liquid, low-risk, unencumbered instruments

•	 Acquiring credit union, commercial, and retail deposits

•	 Accessing capital markets by the issuance of commercial paper and accessing asset securitization 

vehicles

•	 Maintaining external credit facilities including lines of credit to support daily liquidity needs and 

unforeseen liquidity events

•	 Undertaking monthly stress testing and maintaining a liquidity contingency plan

•	 Maintaining an investment grade market rating 

The Board is responsible for approving the liquidity risk tolerances in the Balance Sheet Policy upon the 

recommendation of the Audit and Risk Committee. Further operating liquidity risk policies are outlined 

in the Balance Sheet Operating Policy which is within the authority of the President and Chief Executive 

Officer. Compliance to these policies is monitored on a monthly basis.

The Asset-Liability Committee, established by the Board and comprised of members of executive, senior, 

and operating management, has the authority to set liquidity risk strategies for the balance sheet within 
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26.	 NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS (continued)

the risk tolerances in the Balance Sheet Policy and Balance Sheet Operating Policy. In addition, this 

committee monitors the liquidity position and projections, including the results of stress testing.

The Chief Risk Officer’s Report, outlining liquidity risk levels, is provided to the Board a quarterly basis.

The liquidity risk objectives, policies, and methodologies have not changed materially from December 31, 

2008.

Contractual Obligations
In the normal course of business the Company enters into contracts that give rise to commitments of 

future minimum payments which affect our liquidity. Depending on the nature of these commitments, the 

obligations may be recorded on- and off-balance sheet. The following table provides a summary of our 

primary future contractual funding commitments.

2009 ($)(1) 2008 ($)(1)

Within 
3 months 

Over 
3 months
 to 1 year 

Over 
1 year 

to 5 years 
Over 

5 years Total Total 

Loans and Notes Payable 242,944 633 - - 243,577 9,881

Subordinated Debentures 648 - - 73,084 73,732 53,570

Total Exposure 243,592 633 - 73,084 317,309 63,451

(1)The amounts presented exclude accrued interest except for the category within 3 months.

Risk Measurement
The assessment of the liquidity position reflects management’s estimates, assumptions, and judgments 

relative to current and future company specific operations and market conditions.

The Company’s liquidity position is monitored on a daily basis to ensure obligations can be met and cash 

resources are optimized for the balance sheet. The goal is to minimize the use of back stop liquidity 

facilities to ensure liquidity access during constrained liquidity conditions.

The on-balance sheet liquidity position is monitored in reference to the liquid asset ratio calculation (liquid 

assets as a percentage of total assets). At December 31, 2009, the liquid asset ratio was 26.5% (22.6% at 

December 31, 2008).

27.	Regulatory Capital Management 

The Company manages and monitors capital from several perspectives, including regulatory capital 

and Internal Capital Adequacy Assessment Process (ICAAP) capital. Capital levels for the Company are 

regulated pursuant to Capital Adequacy Requirements guidelines issued by OSFI, known as Basel II.  

Regulatory capital is allocated to two tiers: Tier 1 and Tier 2. Tier 1 regulatory capital comprises the more 

permanent components of capital and consists of share capital and retained earnings, excluding AOCI. In 

addition, goodwill and other items as prescribed by OSFI are deducted from Tier 1 regulatory capital. Tier 2 

regulatory capital consists of subordinated debentures, which qualify as Tier 2B capital, less deductions as 

prescribed by OSFI. Total regulatory capital is defined as the sum of Tier 1 and Tier 2 regulatory capital.
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27.	 REGULATORY CAPITAL MANAGEMENT (continued)

Regulatory ratios are calculated by dividing Tier 1 regulatory capital and Total regulatory capital by risk-

weighted assets (RWA). The calculation of RWA is determined from OSFI prescribed rules relating to on-

balance sheet and off-balance sheet exposures and includes an amount for operational risk. The Company 

does not meet the qualifying criteria for computing market risk, which is the value of the trading book 

assets or liabilities being at least 10% of total assets and exceeding $1 billion. In addition, OSFI formally 

establishes risk-based capital targets for deposit-taking institutions. Current OSFI targets are a minimum 

Tier 1 regulatory capital to RWA ratio of 7% and a minimum Total regulatory capital to RWA ratio of 10%. 

In addition to the Tier I regulatory capital to RWA ratio and Total regulatory capital to RWA ratio, Canadian 

financial institutions are required to ensure that their Assets to capital multiple, which is calculated by 

dividing gross adjusted assets by Total regulatory capital, does not exceed a maximum level prescribed by 

OSFI.

Throughout 2009 and 2008, the Company has been in compliance with OSFI prescribed capital adequacy 

requirements.

2009 2008

Capital

	 Tier 1 regulatory capital 186,530 155,586

	 Total regulatory capital 259,844 208,825

Risk-weighted assets

	 Credit risk 1,416,185 1,562,499

	 Market risk - -

	 Operational risk 147,738 125,271

	 Total risk-weighted assets 1,563,923 1,687,770

Capital Ratios

	 Tier 1 regulatory capital to risk-weighted assets 11.9% 9.2%

	 Total regulatory capital to risk-weighted assets 16.6% 12.4%

	 Assets to capital multiple 14.2X 18.4X

28.	International financial reporting standards

In February 2008, the Canadian Accounting Standards Board announced that all publicly accountable 

entities, such as the Company due to its fiduciary responsibilities, will be required to adopt International 

Financial Reporting Standards (IFRS) for financial statements relating to fiscal years beginning on or after 

January 1, 2011, including the restatement of comparative period financial statements on the same basis. 

The transition from Canadian generally accepted accounting principles to IFRS will be applicable to the 

Company for the year ending December 31, 2011.

The Company has commenced its IFRS conversion project and has established a formal project governance 

structure including an IFRS project sponsor to monitor progress and critical decisions in the transition to 

IFRS. Both internal project staff and external resources have been utilized to prepare for this conversion. 

Regular reporting is provided by the project team to senior management. Management reporting is 

provided to the Audit and Risk Committee and to the Board of Directors.

The Company has completed a preliminary assessment of the differences between Canadian generally 

accepted accounting principles and IFRS and the potential effects of IFRS to the accounting and reporting 
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28.	 INTERNATIONAL FINANCIAL REPORTING STANDARDS (continued)

processes, information systems, business processes and external disclosures. This assessment has provided 

insight as to the most significant areas of difference applicable to the Company, which are securitized 

residential mortgages, more extensive presentation and disclosure requirements under IFRS, and impacts 

on regulatory requirements.

The Company has developed and is progressing on the implementation of the IFRS transition plan. 

Currently, the Company has formed work teams, including resources from various business units that have 

been established to perform action plan steps outlined in the detailed work plans. These involve assessing 

processes and procedures that require changing under IFRS, making recommendations on IFRS compliant 

accounting policies and implementing data collection processes to provide IFRS disclosure information. 

The Company continues to monitor standards development as issued by the International Accounting 

Standards Board and the CICA, as well as regulatory developments as issued by OSFI, which may affect 

the timing, nature or disclosure of the Company’s adoption of IFRS.

The transition from current Canadian generally accepted accounting principles to IFRS is a significant 

undertaking that may materially affect the Company’s reported financial position and results of operations. 

As the Company has not yet finalized its accounting policies and the final IFRS standards to be applied 

have not been determined, the Company is unable to quantify the impact of IFRS on its financial 

statements. The areas of significance identified above are based on available information and the 

Company’s expectations as of the date of this disclosure and thus, are subject to change for new facts and 

circumstances.

29.	Contingent Liability

Concentra Trust, a wholly owned subsidiary of the Company, has been named in two legal actions in the 

Province of Quebec, both of which relate to the same issues. As these matters are in the early stages, 

Concentra Trust is unable to determine the eventual outcome, and at this time cannot reasonably estimate 

any potential losses. Management will defend against these actions.  

30.	Comparative Figures

Certain of the previous year’s comparative figures have been reclassified to conform to the current year’s 

presentation.
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