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Independent Auditor’s Report

To the members of Caisse d’économie Desjardins Strathcona - Strathcona Desjardins Credit Union,

Report on the financial statements

Pursuant to section 139 of the Act respecting Financial Services Cooperatives, we have audited the accompanying 
financial statements of Caisse d’économie Desjardins Strathcona - Strathcona Desjardins Credit Union (the 
“Caisse”), which comprise the balance sheet as at December 31, 2010, and the statements of income and of 
distributable surplus earnings, of distribution, of comprehensive income and accumulated other comprehensive 
income, of reserves, and of cash flows for the year then ended, and a summary of significant accounting policies 
and other explanatory information.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with Canadian generally accepted accounting principles, and for such internal control as management determines is 
necessary to enable the preparation of financial statements that are free from material misstatement, whether due 
to fraud or error.

Auditor’s responsibility

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 comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made 
by management, as well as evaluating the overall financial statement presentation.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion.

Opinion

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Caisse 
as at December 31, 2010, and its financial performance and its cash flows for the year then ended in accordance 
with Canadian generally accepted accounting principles.
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1Chartered accountant auditor permit No. 12995

Montréal (Québec), April 19, 2011
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Balance Sheet
as at December 31

Note 2010  2009  
(note 6)  

Assets
Liquid assets and investments 5 $10,186,248 $8,828,520

Personal loans 6 34,380,557 34,193,939

Other assets
Premises and equipment 7 21,362 29,790
Accrued interest and other 573,230 673,331

594,592 703,121

Total assets $45,161,397 $43,725,580

Liabilities
Deposits

Term savings $21,300,687 $20,207,975
Other 18,655,912 18,405,296

39,956,599 38,613,271

Other liabilities
Borrowings 8 1,345,846 1,469,163
Accrued interest and other 506,625 490,010

1,852,471 1,959,173

41,809,070 40,572,444

Equity
Capital stock 9 131,630 130,725
Distributable surplus earnings - 83,929
Accumulated other comprehensive income 10 66,297 20,004
Reserves 3,154,400 2,918,478

3,352,327 3,153,136

Total liabilities and equity $45,161,397 $43,725,580

Signed for the Board of Directors

________________________________________, Director

________________________________________, Director



2

Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statements of Income and of Distributable Surplus Earnings
for the year ended December 31

Note 2010 2009  
(note 6)  

Results
Interest income $1,777,704 $1,926,737
Interest expense 711,187 719,973

Net interest income 1,066,517 1,206,764
Provision and loan losses 20,047 19,438

Net interest income after provision and loan losses 1,046,470 1,187,326

 Other income 11 293,742 303,668

Other expenses
Personnel 12 636,045 592,082
Assessments paid to Desjardins components 150,569 148,465
Premises 121,280 121,503
General expenses 13 529,657 519,103

1,437,551 1,381,153

Surplus earnings (deficit) before fair value, investments 
in Desjardins subsidiary companies and taxes (97,339) 109,841

Income (losses) related to fair value of derivative 
instruments 31,467 (67,183)

Income related to investments in Desjardins 
subsidiary companies 5 205,046 176,814

Surplus earnings before taxes 139,174 219,472

Income taxes on surplus earnings 14 (12,657) 8,421

Surplus earnings for the year 151,831 211,051

Distributable surplus earnings

Allocation to appreciation reserve:
• Investments in Desjardins subsidiary companies (151,831) (174,306)
• Derivative instruments - 58,974

Statutory allocation to general reserve 6 - (11,019)
Permanent share issuance costs, net of income taxes - (771)

Distributable surplus earnings $- $83,929
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statement of Distribution
for the year ended December 31

Note 2010 2009

Distributable surplus earnings from previous year
Balance already calculated $83,929 $196,548

Impact of a change in accounting policy 6 - 49,951

Allocation to general reserve of net impact
of a change in accounting policy 6 - (49,951)

Restated balance 83,929 196,548

Distribution by members:
• Interest on permanent shares (1,397) (1,077)
• General reserve (38,365) (156,122)
• Stabilization reserve (5,257) -
• Future member dividends reserve (39,177) (39,561)

Income tax savings relative to interest paid on 
permanent shares and on surplus shares

267 212

Balance after distribution $- $-
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statements of Comprehensive Income and
Accumulated Other Comprehensive Income
for the year ended December 31

Note 2010
2009

(note 6)

Comprehensive income
Surplus earnings for the year $151,831 $211,051

Other comprehensive income

Reclassification to the statement of income following 
amortization of gains on derivative instruments related 
to cash flow hedges discontinued in previous years, net 
of income taxes (752) (713)

Share in other comprehensive income of Desjardins 
subsidiary companies for which the Caisse’s investment 
is accounted for under the equity method 44,510 63,029

Reclassification to the statement of income relative to 
the share in other comprehensive income of Desjardins 
subsidiary companies for which the Caisse’s investment 
is accounted for under the equity method 2,535 1,405

47,045 64,434

Total other comprehensive income 46,293 63,721

Comprehensive income $198,124 $274,772

Accumulated other comprehensive income
Balance at beginning of year $20,004 $(43,717)

Other comprehensive income for the year 46,293 63,721

Balance at end of year 10 $66,297 $20,004
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statement of Reserves
for the year ended December 31

Note 2010 2009
(note 6)

Appreciation reserve (total)

Appreciation reserve – investments
in Desjardins subsidiary companies

Balance at beginning of year $416,990 $237,063

Transactions in owners’ equity by Desjardins subsidiary 
companies in which the Caisse’s share is accounted for 
under the equity method 1,292 5,621

Increase from statement of distributable surplus earnings 
as a result of statutory provisions 151,831 174,306

Balance at end of year $570,113 $416,990

Appreciation reserve – derivative
instruments
Balance at beginning of year $13,201 $72,175

Allocation to statement of distributable surplus earnings 
as a result of statutory provisions - (58,974)

Balance at end of year $13,201 $13,201

Appreciation reserve (total) $583,314 $430,191

General reserve
Balance at beginning of year

Balance already calculated $2,431,836 $2,214,744

Accumulated transfer from statement of distribution 
as a result of a change in accounting policy 6 -  

 

49,951

Restated balance at beginning of year 2,431,836 2,264,695

Statutory transfer from statement of distributable surplus 
earnings as a result of a change in accounting policy 6 - 11,019

Increase resulting from distribution by members 38,365 156,122

Balance at end of year $2,470,201 $2,431,836
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statement of Reserves (continued)
for the year ended December 31

2010 2009  
(note 6)  

Stabilization reserve
Balance at beginning of year $16,890 $16,890

Increase resulting from distribution by members 5,257 -

Balance at end of year $22,147 $16,890

Future member dividends reserve
Balance at beginning of year $39,561 $-

Increase resulting from distribution by members 39,177 39,561

Balance at end of year $78,738 $39,561

Total reserves $3,154,400 $2,918,478
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Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Statement of Cash Flows
for the year ended December 31

2010 2009  
(note 6)  

Operating activities

Surplus earnings for the year $151,831 $211,051

Adjustments to determine cash flows
Provision and loan losses 20,047 19,438
Amortization of premises and equipment 10,745 10,244
Net change in accrued interest receivable and payable 65,333 73,742
Income related to investments in Desjardins subsidiary 
companies (201,374) (174,306)
Losses (income) related to fair value of derivative
instruments (31,467) 67,183
Other 84,166 (130,268)

Cash flows from operating activities 99,281 77,084

Financing activities
Net change in member deposits 1,342,012 2,460,836
Transactions related to borrowings

Net change in line of credit (607,257) 314,646
Net change in term loans 483,940 48,650

New issue of permanent shares 2,000 80,040
Other net change in capital stock (1,095) (1,736)
Interest on permanent shares, net of income tax savings (1,130) (865)

Cash flows from financing activities 1,218,470 2,901,571

Investing activities
Net change in personal loans (206,665) (6,673,472)
Net change in investments (361,049) 3,268,698
Net change in premises and equipment (2,317) (15,639)

Cash flows from investing activities (570,031) (3,420,413)

Net increase (decrease) in cash 747,720 (441,758)

Cash at beginning of year 953,129 1,394,887

Cash at end of year $1,700,849 $953,129

Other cash flow information

Amount of interest paid $673,100 $746,066
Amount of income taxes paid (received) during the year (30,263) 67,086



Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Notes to the Financial Statements
for the year ended December 31, 2010
______________________________________________________________________
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Note 1. Applicable Legislation and Operations Carried on by the Caisse

The Caisse is a cooperative whose object is to receive the savings of its members and to invest them 
profitably, to extend credit and supply other financial products and services to its members, to foster 
cooperation and to promote economic, social and cooperative education. It is governed by the Act 
respecting Financial Services Cooperatives (the “Act”).

The Caisse is listed with the Autorité des marchés financiers (the AMF). It is also a member of Fonds 
de sécurité Desjardins, whose main object is to establish and administer a security, liquidity or 
mutual benefit fund for the benefit of the Desjardins caisses in Québec.

The Caisse is a member of the Fédération des caisses Desjardins du Québec (the FCDQ) which 
controls other components that form Desjardins Group.

Note 2. New Accounting Standard

Effective interest method

On January 1, 2010, the Caisse retrospectively adopted the amendment to Section 3855 “Financial 
Instruments – Recognition and Measurement” of the Handbook of the Canadian Institute of 
Chartered Accountants (CICA). This amendment clarifies the interest calculation method for a 
financial asset after recognition of an impairment loss. The adoption of these amendments did not 
have any significant impact on the Caisse’s financial statements.

Note 3. Accounting Policies

In preparing the financial statements according to Canadian generally accepted accounting 
principles, management is required to make certain estimates and assumptions that have an impact 
on the amounts reported in the financial statements and the Notes. Actual results may therefore 
differ from these estimates.

Financial Instruments – Recognition and measurement

Financial assets should be classified as one of the following: held for trading, available for sale, held 
to maturity, or loans and receivables. Financial liabilities should be classified as held for trading, or 
other. Financial assets and liabilities are initially recognized at fair value at the trade date. 

Financial instruments held for trading by the Caisse are comprised of cash and derivative 
instruments. Available-for-sale financial assets are equity securities that are recorded at cost. The
held to maturity category is not used. Finally, loans and receivables and financial liabilities not held 
for trading are recorded at cost after amortization, using the effective interest rate method. Interest 
income and expense on these assets and liabilities are recorded with net interest income. 
Transaction costs related to financial instruments are basically attributable to loans and receivables 
and are capitalized and amortized over the life of the instrument, according to the effective interest 
rate method.

Derivative instruments and hedges

The Caisse uses swaps and options to manage the risks inherent in its financial assets and liabilities. 
As provided for in Canadian generally accepted accounting principles, the Caisse elected not to adopt 
hedge accounting for these derivatives in light of the complexity of the new requirements for 
documenting hedging relationships.



Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Notes to the Financial Statements
for the year ended December 31, 2010
______________________________________________________________________
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Note 3. Accounting Policies (continued)

The Caisse recognizes its derivative instruments at fair value, whether they are stand-alone or 
embedded. Stand-alone derivative instruments are recorded on the balance sheet as other assets 
and liabilities while embedded derivative instruments are presented with their host contract 
according to their nature, under “Term savings“ or “Other assets”. Any change in the fair value of 
stand-alone derivatives is recognized in the statement of income under “Income (losses) related to 
the fair value of derivative instruments”, except for any change in relation to term savings linked to 
the market, which is recognized under “Interest expense”. Moreover, any change in the fair value of 
embedded derivatives is recorded as an interest expense adjustment. 

Comprehensive income

Other comprehensive income includes amortization of the balance related to cash flow hedges 
discontinued in previous years and the share in other comprehensive income of Desjardins subsidiary 
companies for which the Caisse’s investment is accounted for under the equity method. The financial 
statements include a statement of comprehensive income. Accumulated other comprehensive income 
is presented as an equity item on the balance sheet.

Other accounting policies

To facilitate understanding of these financial statements, the significant accounting policies other 
than the foregoing have been integrated into the Notes.

Note 4. Future Accounting Changes

New financial reporting framework

Effective January 1, 2011, the Caisse, as a savings and loan cooperative meeting the accounting 
definition of a publicly accountable enterprise, will be required to apply the International Financial 
Reporting Standards (IFRS). The changes associated with the retrospective adoption of this new 
financial reporting framework will be recognized in the opening balances for equity as at 
January 1, 2010.

Note 5. Liquid Assets and Investments

2010 2009

Cash $1,700,849 $953,129

Investments in Desjardins subsidiary companies 1,859,199 1,524,186

Term deposits 4,850,000 4,650,000

Investments in liquidity fund under management 1,776,200 1,701,205

$10,186,248 $8,828,520

Cash includes cash and other sums used in current operations. Investments in Desjardins subsidiary 
companies are accounted for under the equity method. Term deposit investments are classified as 
loans and receivables.

So that the Caisse can manage liquidity risk, it keeps the amounts necessary to maintain a minimum 
level of liquidity in a fund under management designed specifically for this purpose. The amounts 
paid into this fund are excluded from cash because regulations do not permit them to be used for 
current operations.

At year-end 2010 and 2009, no write-down was required to reflect a permanent impairment in value 
under investments.
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Desjardins Credit Union
Notes to the Financial Statements
for the year ended December 31, 2010
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Note 6. Personal loans

Loans are recorded at amortized cost, using the effective interest rate method, net of the allowance 
for credit losses, which reflects management’s best estimate of potential losses on the loan portfolio. 
This allowance is made up of specific allowances and a general allowance.

Specific allowances are determined for all loans considered to be impaired. A loan is considered 
impaired when one of the following situations arises: in the opinion of management, there is 
reasonable doubt as to the ultimate collectibility of principal and interest; the loan is more than 
180 days in arrears; or the interest or principal repayment is 90 days or more past due, unless the 
loan is fully secured. The value of impaired loans is adjusted by discounting the expected future cash 
flows from these loans, and the allowance is equal to the difference between this valuation and the 
balance of the loan. Any variation in the allowance for credit losses due either to the passage of time 
or to a revision of expected payments is recorded under “Provision and loan losses” in the statement 
of income. The Caisse ceases to record interest as soon as a loan is considered impaired. When there 
is no longer any reasonable doubt concerning the collectibility of principal and interest on an 
impaired loan, it is restored to current status. Interest on this loan is once again accounted for under 
the accrual method, and the related allowances are reversed to income.

The general allowance is intended to evaluate loan losses that cannot be determined on an individual 
basis, and is notably based on the profile of the loan portfolio as at the date of the balance sheet.

Accounting change

During the year, the Caisse changed the method it uses to measure its general allowance. The new 
method ensures that the most accurate calculation of risk is taken into consideration by using 
parameters such as probability of default, loss in case of default and gross amounts subject to 
default, which are determined based on historical losses by loan category and rating. This new 
approach is based more on coverage of undetected risks as at the balance sheet date, given that 
there is a period of time between the loss event and when the loan becomes impaired. The new 
methodology makes it possible to continue to obtain a reliable and more relevant amount for the 
general allowance.

Further to the retrospective application of the new method to prior periods, the financial statements 
have been adjusted as follows.

December 31,
2009

January 1,
2009

Balance sheet

Assets

Decrease in the allowance for credit losses $82,207  $69,961  

Decrease in accrued interest and other (14,300)  (11,716)

Liabilities

Increase in other liabilities 6,937  8,294

Equity

Increase in reserves 60,970  49,951

Furthermore, for the year ended December 31, 2009, the retrospective adjustment of the general 
allowance helped to decrease the provision and loan losses expense by $12,246, decrease general 
expenses by $1,357, increase income tax expense by $2,584 and led to a $11,019 increase in 
surplus earnings for the year, after member dividends. Given the statutory framework requiring the 
allocation of the impact of restatement to the general reserve, the impact of restatement on 
distributable surplus earnings is nil.
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Note 6. Personal loans (continued)

Loans by category of borrower

2010 2009

Personal

Mortgages $22,349,672 $19,342,921
Consumer and other 12,157,176 14,977,590

$34,506,848 $34,320,511

Loans and provision

2010

Personal  
General  

Allowance  Total

Loans, neither past due nor impaired, 
gross amount $32,937,486 $- $32,937,486

Loans, past due but not impaired, gross 
amount 1,329,798 - 1,329,798

Gross impaired loans 239,564 - 239,564

Total gross loans 34,506,848 - 34,506,848

Specific allowances (76,754) - (76,754)

General allowance - (49,537) (49,537)

Total net loans $34,430,094 $(49,537) $34,380,557  

2009

Personal  
General  

Allowance  Total

Loans, neither past due nor impaired, 
gross amount $32,628,230 $- $32,628,230

Loans, past due but not impaired, gross 
amount 1,380,026 - 1,380,026

Gross impaired loans 312,254 - 312,254

Total gross loans 34,320,510 - 34,320,510

Specific allowances (54,207) - (54,207)

General allowance(1) - (72,364) (72,364)

Total net loans $34,266,303 $(72,364) $34,193,939  

(1) The opening balance for the year was restated as explained earlier.

The carrying amount of loans that would otherwise be past due or impaired, but whose terms were 
renegotiated during the year, amounted to $4,814 (none in 2009).
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Note 6. Personal loans (continued)

Past due loans are loans on which the counterparty has failed to make a payment when contractually 
due.

Loans past due but not impaired

2010

1 to
29 days

30 to
59 days

60 to
89 days

90 days
and more Total

Personal $1,246,173 $62,597 $21,028 $- $1,329,798

2009

1 to
29 days

30 to
59 days

60 to
89 days

90 days
and more Total

Personal $1,103,358 $276,668 $- $- $1,380,026

Changes in the provision

2010

Specific 
allowances

Personal
General

allowance Total  

Balance at beginning of year(1) $54,207 $72,364 $126,571

Provision and loan losses shown in the 
statement of income 42,874 (22,827) 20,047

Write-offs and other (20,327) - (20,327)

Balance at end of year $76,754 $49,537 $126,291

2009

Specific 
allowances

Personal
General

allowance Total  

Balance at beginning of year(1) $36,356 $86,525 $122,881

Provision and loan losses shown in the 
statement of income 33,599 (14,161) 19,438

Write-offs and other (15,748) - (15,748)

Balance at end of year $54,207 $72,364 $126,571

(1) The opening balance for the year was restated as explained earlier.
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Note 7. Premises and Equipment

This item is comprised of equipment at a cost of $141,064 (2009: $138,747) less accumulated
depreciation of $119,702 (2009: $108,957). This equipment is amortized according to the straight
line method, based on a useful life of 3 to 5 years. The amount of depreciation charged to income 
for the year totalled $10,745 (2009: $10,244).

Note 8. Borrowings

2010 2009

Line of credit $- $607,257

Term loans with an interest rate of 4.49%, repayable 
periodically, maturing on December 2011 and 2012 162,708 315,534

Term loans bearing interest at fixed rates or rates renegotiable 
quarterly, some of which loans have a prepayment before 
maturity clause(1)

Fixed Rate Maturing Repayable

6.50% June 2017 June 2012 136,659 136,659
6.01 April 2019 April 2014 206,096 206,096
5.79 June 2021 June 2016 203,617 203,617
5.39 May 2020 May 2015 360,448 -
4.05 November 2020 November 2015 276,318 -

$1,345,846 $1,469,163

(1) Term borrowings include subordinated securities with a related company redeemable at the 
option of the holder under certain conditions and for specified purposes.

Note 9. Capital Stock

The capital stock is composed of qualifying shares and permanent shares.

The Caisse is authorized to issue an unlimited number of qualifying shares with a par value of $5, 
which are redeemable at the Caisse’s option under certain circumstances provided for in the Act. 
Members have only one vote each, no matter how many qualifying shares they own.

The Act authorizes the issue of an unlimited number of permanent shares with par value of $10.
These shares do not carry any voting rights and cannot be redeemed except under certain 
circumstances provided for in the Act. Their interest rate is determined at the general meeting of the 
Caisse. Under the interest reinvestment plan, interest on permanent shares can be paid in cash or in 
shares.

In addition to this interest, the Caisse issued new permanent shares for $2,000 during the year
($80,040 in 2009).

Issued and fully paid capital stock is as follows:

2010 2009

Qualifying shares $18,890 $19,985
Permanent shares 112,740 110,740

$131,630 $130,725
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Note 10. Accumulated Other Comprehensive Income

The following table describes the key items included in accumulated other comprehensive income, 
net of income taxes:

2010 2009

Gain on derivative instruments related to cash flow 
hedges discontinued in previous years $1,133 $1,885

Share in other comprehensive income of Desjardins 
subsidiary companies for which the Caisse’s investment 
is accounted for under the equity method 65,164 18,119

$66,297 $20,004

Over the next two years, the balance of the accumulated other comprehensive income from cash 
flow hedges will be reclassified to the statement of income, including $983 in income within the 
next twelve months.

Note 11. Other Income

2010 2009

Accrued mainly from deposit administration $208,640 $225,475

Accrued from administration of other services 19,718 28,382

Accrued from distribution of Desjardins products and 
services 65,384 49,811

$293,742 $303,668

Income accrued from deposit administration consisted mainly of service charges and charges related 
to payment orders issued without sufficient funds, while income accrued from the administration of 
other services was made up of charges relating to collections made on behalf of various 
organizations, and of income accrued from intercaisse transactions. This income is recognized at the 
time the transaction is performed based on the agreement in effect with the member. 

Income accrued from the distribution of Desjardins products and services comprises fees for the 
financial activities carried on by Desjardins subsidiary companies through the Caisse. This income is 
recognized at the time the service is rendered, based on the agreements in effect with the various 
Desjardins subsidiary companies.

Note 12. Employee Future Benefits

The Caisse participates in the Desjardins Group defined benefit multi-employer pension plan which 
guarantees the payment of pension benefits. Benefits are calculated based on the number of years of 
participation in the plan, and the employee’s salary. 

In addition, the Caisse provides life and health insurance coverage to its active and retired 
employees and their dependents, also through Desjardins Group.
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Note 12. Employee Future Benefits (continued)

These plans are accounted for under the provisions for defined benefit plans. The cost of these plans 
recognized during the year is presented under “Personnel” in the income statement and is broken 
down as follows:

2010 2009

Pension plan $45,052 $30,635
Group insurance plan 28,253 26,020

Note 13. General Expenses

2010 2009
(note 6)

Computer services $177,593 $173,876
Office supplies and communications expenses 57,886 63,246
Intercaisse transactions 133,354 125,989
Other 160,824 155,992

$529,657 $519,103

Note 14. Income Taxes on Surplus Earnings

Income taxes on surplus earnings are accounted for using the tax liability method. Under this 
method, the income tax expense on surplus earnings comprises current and future income taxes. 
Future income taxes reflect the future tax effects of temporary differences between the value of 
assets and liabilities for tax and accounting purposes. Future income tax assets or liabilities are 
measured based on the tax rates expected to apply when the assets are realized and the liabilities 
are settled. Future income tax assets and liabilities are presented under “Accrued interest and 
other”.

The difference between the income tax expense of $43,144 ($68,036 in 2009), calculated at the 
basic federal and provincial tax rate, and the income tax savings of $12,657 (expense of $8,421 in 
2009) presented in the statement of income is mainly attributable to the small business deduction, 
the non-taxable portion of transactions related to investments in Desjardins subsidiary companies, 
and the revaluation of future income taxes.

Note 15. Related Party Transactions

The FCDQ, a cooperative which is the majority owner of the other Desjardins components, provides 
the Caisse with various services of a technical, financial and administrative nature.

In the ordinary course of business, the Caisse carries out transactions with other Desjardins 
components. It also carries out financial transactions with its officer members. Transactions with 
related parties are accounted for at the exchange value, which represents the amount agreed upon 
by the parties. Conditions are similar to those offered on financial markets.
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Note 15. Related Party Transactions (continued)

The table below shows the main transactions other than those specifically identified elsewhere in the 
financial statements.

Balance sheet Income

2010 2009 2010 2009

Liquid assets and investments $10,186,248 $8,828,520 $483,974 $590,863

Other assets 221,512 221,960 - -

Income from other sources n.a.  n.a.  122,224 85,064

Borrowings 1,345,846 1,469,163 61,135 53,176

Other liabilities 18,508 19,068 - -

Other charges n.a.  n.a.  333,642 398,621

Income from other sources is derived chiefly from intercaisse transactions, swaps and fees related to 
the distribution of Desjardins products and services, while other charges relate mainly to data 
processing services, intercaisse transactions and insurance services.
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Note 16. Carrying Amount and Fair Value of Financial Instruments

The following table presents the carrying amount and fair value of all financial assets and liabilities 
according to their classification in the categories defined in Note 3 on financial instruments. Interest 
rate sensitivity is the main reason for fluctuations in the fair value of the Caisse’s financial 
instruments.

2010

Held
for trading

Available
for sale

Loans and
receivables,

and financial
liabilities

other than
held for
trading Total Fair value

Financial
assets

Liquid assets and
investments $1,700,849 $1,776,200 $4,850,000 $8,327,049 $8,488,220

Personal loans - - 34,380,557 34,380,557 34,885,950

Other financial
assets - - 163,058 163,058 163,058

Derivative 
instruments,
debit position 63,234 - - 63,234 63,234

Total financial 
assets $1,764,083 $1,776,200 $39,393,615 $42,933,898 $43,600,462

Financial 
liabilities

Deposits $- $- $39,956,599 $39,956,599 $40,335,779

Borrowings - - 1,345,846 1,345,846 1,397,264

Other financial 
liabilities - - 369,706 369,706 369,706

Derivative
instruments,
credit position 14,004 - - 14,004 14,004

Total financial 
liabilities $14,004 $- $41,672,151 $41,686,155 $42,116,753



Caisse d’économie Desjardins Strathcona - Strathcona
Desjardins Credit Union
Notes to the Financial Statements
for the year ended December 31, 2010
______________________________________________________________________

18

Note 16. Carrying Amount and Fair Value of Financial Instruments (continued)

2009

Held
for trading

Available
for sale

Loans and
receivables,

and financial
liabilities

other than
held for
trading Total Fair value

Financial
assets

Liquid assets and
investments $953,129 $1,701,205 $4,650,000 $7,304,334 $7,556,062

Personal loans(1) - - 34,193,939 34,193,939 34,713,325

Other financial
assets - - 195,121 195,121 195,121

Derivative 
instruments,
debit position 32,417 - - 32,417 32,417

Total financial 
assets $985,546 $1,701,205 $39,039,060 $41,725,811 $42,496,925

Financial 
liabilities

Deposits $- $- $38,613,271 $38,613,271 $39,115,396

Borrowings - - 1,469,163 1,469,163 1,509,077

Other financial 
liabilities - - 331,367 331,367 331,367

Derivative
instruments,   
credit position 13,781 - - 13,781 13,781

Total financial 
liabilities $13,781 $- $40,413,801 $40,427,582 $40,969,621

(1) The balance was restated as explained in Note 6.
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Note 16. Carrying Amount and Fair Value of Financial Instruments (continued)

The fair value of financial instruments is based on the following estimation methods and 
assumptions:

• The fair value of financial assets and liabilities is determined based on a discounted cash flow 
method that uses market interest rates for similar financial assets and liabilities.

• The fair value of derivative instruments is calculated based on the net present value of 
expected cash flows at the market interest rates currently charged for instruments with similar 
features and maturities. Derivative instruments consist of interest rate swaps, options and 
forward exchange contracts. At year-end, the notional amount of all the derivative instruments 
totalled $3,633,138.

• The investment in the liquidity fund under management is recorded at the initial cost, which 
corresponds to fair value, taking into account the terms of the derivative instrument.

Finally, the fair value of items not considered financial instruments, such as premises and equipment, 
and investments in Desjardins subsidiary companies, is not included in the preceding table.

For financial instruments recognized at fair value on the balance sheet, their measurements were 
established according to the following hierarchy:

• Level 1 – Quoted prices in active markets for identical assets or liabilities;

• Level 2 – Inputs rather than quoted prices included in Level 1 that are observable for the asset 
or liability, either directly or indirectly;

• Level 3 – Inputs for the asset or liability that are not based on observable market data.

The table below classifies fair value measurements according to the three levels.

2010

Level 1 Level 2 Level 3 Total

Assets

Liquid assets
and investments $1,700,849 $- $- $1,700,849

Derivative Instruments

Debit position - 63,234 - 63,234
Credit position - 14,004 - 14,004

2009

Level 1 Level 2 Level 3 Total

Assets

Liquid assets
and investments $953,129 $- $- $953,129

Derivative Instruments

Debit position - 32,417 - 32,417
Credit position - 13,781 - 13,781

During the current and previous year, no significant transfer was made between the levels of the fair 
value hierarchy.
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Note 17. Guarantees

Significant guarantees that the Caisse has given to third parties are described below.

Letters of guarantee

Letters of guarantee are an irrevocable commitment by the Caisse to make payments in the event 
that a member cannot meet its obligations to third parties. These letters are generally collateralized 
in accordance with the same policy the Caisse has with respect to loans. The term of these letters 
does not extend past September 2012. At year-end, the maximum potential amount of future 
payments relative to these letters represented an amount of $41,356.

Note 18. Commitments

At year-end, minimum future commitments under leases for premises are as follows:

2011 $66,749
2012 39,612
2013 1,356
2014 1,356
2015 1,356
2016 and thereafter 677

$111,106

Credit commitments

The Caisse’s credit commitments represent unused portions of authorizations to extend credit in the 
form of loans or letters of credit and guarantee. The Maximum Credit Risk Exposure table in Note 19
presents these credit commitments as at year-end.

Note 19. Financial Instrument Risk Management

The Caisse is exposed to different types of risk in the normal course of operations, including credit 
risk, liquidity risk and market risk. The Caisse enjoys a risk management framework supplied by the 
FCDQ, whose objective is to optimize the risk/return trade-off.

It is within this context that the members of the Caisse’s Board of Directors, working together with 
general management and the FCDQ, must define, adopt, implement, monitor and control a 
management framework that will identify and measure all significant risks to which the Caisse is 
exposed, and take corrective action in a timely manner.

To provide benchmarks for sound and prudent management, the Caisse’s Board of Directors relies on 
laws and regulations, the Code of Ethics and Professional Conduct – Cooperative Network, standards, 
FCDQ policies and its own policies. This risk management approach is based on principles that 
encourage the Caisse to take responsibility for the quality of risk management. 

Credit risk

Credit risk represents the risk of losses if a borrower or a counterparty fails to honour its contractual 
obligations, appearing or not on the balance sheet.

Credit risk management

The Caisse is responsible for the credit risk inherent in its lending activities. For this purpose, the 
Caisse has an approval limit assigned by the FCDQ as well as a management framework and tools.
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Note 19. Financial Instrument Risk Management (continued)

Framework

Standards for credit management define the framework within which lending operations and other 
transactions that feature a credit risk are to be carried out, as well as the controls required in their 
regard.

For this purpose, they define, among other things:

• The minimum framework for credit risk management and control. This framework is rounded out 
by the credit practices of the FCDQ and the Caisse’s credit policy.

• The roles and responsibilities of the main parties involved in credit.

The credit practices of the FCDQ designate the credit practices applicable to the caisses and adopted 
by the FCDQ. They set out the guidelines for credit risk management and control at the Caisse and 
the financing terms and conditions applicable to borrowers.

The Caisse adopts a credit policy and reviews it annually to confirm that the Caisse is applying the 
credit practices of the FCDQ.

All these structures and policies define the responsibilities of the parties involved, specify the level of 
risk that the Caisse is willing to assume, establish concentration limits, and set out risk management 
and control guidelines.

Credit granting

To assess the risk of credit activities with individuals and smaller businesses, credit rating systems 
developed by the FCDQ, based on proven statistics, are used. These systems were developed using a 
history of borrower behaviour with a profile or characteristics similar to those of the applicant to 
determine the risk. The performance of these systems is analyzed on an ongoing basis and 
adjustments are made regularly with a view to assessing borrower risk as accurately as possible.

The depth of the analysis and the approval level required depend on the complexity and extent of the 
transaction risk; larger loans are approved by the FCDQ.

Mitigating credit risk

In its lending operations, the Caisse obtains collateral in line with credit practices. Collateral normally 
takes the form of an asset such as cash, receivables, inventory, movables or capital assets. For some 
portfolios, programs offered by organizations like the CMHC and La Financière agricole du Québec are 
used in addition to customary collateral.

The large number of borrowers, for the most part consumers, but also small and medium-sized 
enterprises from many sectors of the economy, helps promote sound diversification of the financing 
portfolio. Note 6 to the financial statements presents the breakdown of loans by category of borrower. 
When required, the Caisse uses mechanisms to share risk, notably selling loans to other components,
mainly caisses or certain Desjardins subsidiary companies.
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Note 19. Financial Instrument Risk Management (continued)

File monitoring and management of higher risks

The loan portfolio is monitored using credit practices that set out the degree of thoroughness and 
frequency of review based on the quality and extent of the risk to which the Caisse is exposed. 
Certain loans that present irregularities or increased risk, compared to what was accepted at the time 
of approval, are reported to the FCDQ. Changes in the portfolio of large, higher-risk loans are 
monitored, and a report is presented quarterly to the Board of Directors. Management of higher-risk 
loans involves more frequent monitoring and the Caisse may be supported by teams from the FCDQ’s 
Special Accounts and Irregular Loans Follow-up Department to help manage more difficult situations.

Maximum credit risk exposure

2010 2009  
(note 6)  

Recognized on the balance sheet

Liquid assets and investments(1) $8,232,445 $7,127,401

Loans:
• Personal 34,430,094 34,266,303
• Business - -
• General allowance (49,537) (72,364)

Other financial assets 542,290 634,451

$43,155,292 $41,955,791

(1) Liquid assets and investments exposed to credit risk exclude, in particular, investments in 
Desjardins subsidiary companies.

At year-end, the maximum credit risk exposure for loan commitments and for letters of credit and 
guarantee was $6,331,094 ($5,202,366 in 2009) and $41,356 ($47,856 in 2009), respectively.

Liquidity risk

Liquidity risk refers to the Caisse’s capacity to raise the necessary funds (by increasing liabilities or 
converting assets) to meet a financial obligation, whether or not it appears on the balance sheet, on 
the date it is due or otherwise.

The purpose of liquidity risk management is to ensure access, on a timely basis and in a profitable 
manner, to the funds needed to meet the Caisse’s financial obligations as they become due, both 
under normal circumstances and in a crisis situation. Managing this risk involves maintaining a 
minimum level of liquid securities, stable and diversified sources of funding, and an action plan to 
implement in extraordinary circumstances. Liquidity risk management is a key component in an 
overall risk management strategy because it is essential to preserving market and depositor 
confidence.
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Note 19. Financial Instrument Risk Management (continued)

Policies have been established describing the principles, limits and procedures that apply to liquidity 
risk management. Desjardins Group has also developed a liquidity contingency plan that includes 
setting up an internal liquidity crisis committee vested with special decision-making powers to deal 
with a crisis situation. This plan permits quick and effective intervention in order to minimize 
disruptions caused by sudden changes in member and client behaviour and potential disruptions in 
markets or economic conditions. Assets and funding sources in crisis situations are monitored weekly 
and a report is filed with Desjardins components in order to measure the coverage ratio in relation to 
hypothetical crisis scenarios and to ensure compliance with the Desjardins Group liquidity policy.

Desjardins Group’s liquidity management is consolidated so that limits can be implemented for 
various liquidity risk indicators. Day-to-day decisions concerning short-term financing are based on 
the daily cumulative net cash position, which is monitored through limits tied to liquidity ratios.
A specific framework sets out the minimum level of liquidity that the Caisse must maintain. This 
liquidity level is centrally managed by the Desjardins Group Treasury and is monitored on a daily 
basis. Eligible securities must meet high safety and negotiability standards. The liquid securities 
portfolio comprises mostly securities issued by governments, public bodies and private companies 
with high credit ratings, i.e., AA- or better.

The Desjardins Group Treasury ensures stable and diversified sources of funding by type, source and 
maturity. Desjardins Group can also issue securities and borrow on national and international markets 
to round out and diversify its funding.

A securitization program for mortgages insured by the CMHC is also in place.

Desjardins Group is also eligible for the Bank of Canada’s various intervention programs and the loan 
facilities for Emergency Lending Assistance advances.

The following table presents financial liabilities and other obligations by remaining contractual 
maturity. Amounts presented include principal and interest, if any.

2010

Under
1 year

1 to
5 years

Over
5 years Total

Deposits $30,972,384 $10,144,966 $- $41,117,350

Borrowings(1) 1,352,372 10,326 - 1,362,698

Other financial liabilities 121,958 - - 121,958

Loan commitments 6,331,094 - - 6,331,094

Letters of credit and guarantee 41,356 - - 41,356

Derivative instruments
with net settlement (5,737) 20,199 1,133 15,595
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Note 19. Financial Instrument Risk Management (continued)

2009

Under
1 year

1 to
5 years

Over
5 years Total

Deposits $31,150,895 $8,718,180 $- $39,869,075

Borrowings(1) 1,319,327 169,940 - 1,489,267

Other financial liabilities 77,100 - - 77,100

Loan commitments 5,202,366 - - 5,202,366

Letters of credit and guarantee 47,856 - - 47,856

Derivative instruments
with net settlement (6,383) 15,598 5,876 15,091

(1) Borrowings include subordinated securities with a related company, redeemable at the option of the holder 
under certain conditions and for specified purposes. This clause implies that all borrowings are included in the 
“Under 1 year” category. Their maturity dates range from June 1, 2017 to June 1, 2021.

Market risk

Market risk refers to the risk of changes in the fair value of financial instruments as a result of 
changes in parameters affecting this value such as interest rates, exchange rates, credit spreads and 
their volatility.

The Caisse is exposed to market risk primarily through positions taken as part of its traditional 
financing and savings recruitment activities. The Caisse along with the FCDQ and Desjardins Group 
have adopted policies that set out the principles, limits and procedures to use in managing market 
risk.

Interest rate risk management

The Caisse is exposed to interest rate risk, which represents the potential impact of interest rate 
fluctuations on net interest income and on the economic value of equity.

Dynamic and prudent management is applied to optimize net interest income while minimizing the 
negative impact of interest rate movements. Interest rate risk is managed globally for the caisse 
network as well as individually for the Caisse.

Caisse network risk management

The policies developed by the FCDQ describe the principles, limits and mechanisms used to manage 
this risk. Simulations are run at the caisse network level to measure the impact of different variables 
on net interest income and the economic value of equity for all the caisses. The assumptions used in 
the simulations are based on an analysis of historical data and the impact of different interest rate 
conditions on the data, and concern changes in the structure of the balance sheet, including modelling 
of non-maturity deposits and operating expenses, member behaviour and pricing. Desjardins Group’s 
Asset/Liability Committee is responsible for analyzing and adopting monthly the global matching 
strategy while respecting the parameters defined in interest rate risk management policies.
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Note 19. Financial Instrument Risk Management (continued)

Risk management at the Caisse

The Caisse’s interest rate risk is managed in compliance with this strategy, in particular by setting 
targets and action to be taken when the Caisse goes beyond the guidelines fixed for the caisses as a 
whole.

The following table presents the potential impact of a sudden and sustained 100-basis-point increase 
or decrease in interest rates (before income taxes) on the economic value of the Caisse’s equity.

2010 2009

Impact of an increase $(6,327) $7,345
Impact of a decrease 9,348 14,996

The extent of the interest rate risk depends on the gap between cash flows from assets, liabilities and 
off-balance sheet financial instruments. The position presented reflects the position at year-end, and 
may change depending on members’ behaviour, the interest rate environment and the strategies 
adopted by the Asset/Liability Committee.

The table below succinctly shows the Caisse’s asset/liability matching at year-end. The information is
from an internal report provided to Caisse officers on interest rate risk management needs.

2010

Net on-balance
sheet gap position

Impact of 
derivative

instruments
Total gap 

position

Non-interest sensitive
assets and liabilities $(19,356,022) $- $(19,356,022)

Interest-sensitive assets
and liabilities

Floating rate 11,463,346 - 11,463,346
Fixed rate – 0 to 12 mos. (4,295,571) (3,308,252) (7,603,823)
Fixed rate – 1 to 5 yrs. 12,129,916 2,780,533 14,910,449
Fixed rate – Over 5 yrs. 442,749 527,719 970,468

2009

Net on-balance
sheet gap position  

Impact of
derivative

instruments
Total gap 

position

Non-interest sensitive
assets and liabilities $(19,401,209) $- $(19,401,209)

Interest-sensitive assets
and liabilities

Floating rate 10,435,565 - 10,435,565
Fixed rate – 0 to 12 mos. (5,284,805) (1,100,237) (6,385,042)
Fixed rate – 1 to 5 yrs. 13,683,882 896,620 14,580,502
Fixed rate – Over 5 yrs. 545,091 203,617 748,708

The net on-balance sheet gap position is based on the earlier of the repricing or maturity dates of 
fixed-rate assets and liabilities. The net on-balance sheet gap position represents the difference 
between total assets and liabilities and equity for a given period.
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Note 19. Financial Instrument Risk Management (continued)

The above table shows year-end balances, except in the case of non-interest sensitive assets and 
liabilities for which the average monthly balance is provided because it is used for management, due 
to the sharply fluctuating daily balances.

The impact of derivative instruments includes the impact of interest rate swaps in which the Caisse 
participates, and the effect of derivative instruments on interest rates contracted in the caisse 
network through liquidity funds under management.  

Note 20. Capital Management

The goal of the Caisse’s capital management is to ensure maintenance of adequate base capital for 
sound and prudent management.

The capital adequacy of the Québec caisses is defined by a standard established by the FCDQ 
concerning the adequacy of capital, its components and their relative proportions. To a certain 
extent, this standard was based on a guideline for standards governing capital adequacy issued by 
the AMF. The guideline requires that a minimum amount of capital be maintained on a cumulative 
basis for a number of Desjardins Group components, including the caisses. Capital management is 
the responsibility of the Caisse’s Board of Directors.

The Caisse’s regulatory capital, which constitutes equity, differs from the equity disclosed on the 
balance sheet.

During the year, the FCDQ changed its standards for capital adequacy and its components. As a 
result, the components of capital are now broken down into two categories.

Tier 1 capital is comprised of eligible permanent shares, surplus shares, the general reserve, the 
eligible appreciation reserve, the stabilization reserve, the future member dividends reserve and 
eligible surplus earnings.

Tier 2 capital is comprised of qualifying shares, eligible shares in investments, certain eligible 
borrowings and the eligible portion of the general allowance for credit losses.

As prescribed by the current provisions of the FCDQ standard, the Caisse’s total capital is reduced, 
among other things, by certain investments made in Desjardins Group subsidiary companies.

The Caisse’s expansion assets comprise its on-balance sheet assets and its off-balance sheet 
commitments, reduced by its investments in Desjardins subsidiary companies at their equity value.

The Caisse’s risk assets are determined by the weighting of on-balance sheet and off-balance sheet 
items according to the risk associated with each of these items, in accordance with the various 
approaches to credit risk and operational risk set out in the guideline on adequacy of capital base 
standards issued by the AMF.

The requirements have also been revised. The Caisse must at all times maintain capital in 
compliance with the following requirements:

• Capital greater than or equal to 12.5% of its risk assets;

• Expansion assets less than or equal to 17 times of its capital.

These new requirements are applicable effective December 31, 2010. Prior to that, the Caisse had to 
maintain minimum capital corresponding to the higher of 6.75% of its expansion assets and 10.80% 
of its risk assets. 
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Note 20. Capital Management (continued)

The following table presents the composition of the Caisse’s regulatory capital.

2010  2009  

Tier 1 capital

Eligible permanent shares and surplus shares $112,740 $109,969

General reserve, eligible appreciation reserve,
stabilization reserve and future member dividends
reserve 2,946,448 2,669,999

Eligible surplus earnings 105,859 245,739

Other Tier 1 capital 162,708 315,534

Deductions (1,868,882) (1,698,927)

Total Tier 1 capital $1,458,873 $1,642,314

Tier 2 capital

Qualifying shares and eligible shares in investments $18,040 $19,225

Eligible portion of the general allowance for credit losses 5,345 7,296

Eligible borrowings 1,113,728 476,962

Deductions (237,469) (355,619)

Total Tier 2 capital 899,644 147,864

Total capital $2,358,517 $1,790,178

At year-end, as the Caisse’s capitalization ratios were lower than required by the standard, it may 
have to submit a recovery plan for the FCDQ’s approval.

Note 21. Comparative Figures

Certain figures from the previous year have been reclassified to conform with the current year’s 
presentation.


