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The Credit Union Deposit Guarantee Corporation guarantees the

A“N‘. .
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CREDIT UNION
DEPOSIT GUARANTEE
CORPORATION

repayment of all deposits with Alberta credit unions, including accrued
interest. Additionally, the OI00IIO 000000 provides that the
Government of Alberta will ensure that this obligation of the Corporation
is carried out.
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A proactive regulator that provides cost-effective protection for Alberta
credit union depositors and contributes to the strength, stability and

success of the credit union system.

i

In our role as regulator and deposit guarantor, we provide guidance and
expertise on sound business practices using a consultative approach with
Alberta credit unions. We encourage and support increased autonomy for
individual credit unionsiwith the appropriate balance of accountability and
responsibility.

HoCoooiooooo

1. Provide a 100% guarantee of depositslheld with Alberta credit unions.
. Regulate credit unions and enforce the OI00IIOOI000CIO0.

Review, advise and direct on credit union sound business practices.

EECIES

Monitor credit union performance and implement appropriate actions
to improve performance and reduce risks.

5. Establish individual credit union loan approval limits and provide an

appropriate adjudication process for loans exceeding these limits.

Above (L to R): Steve Blakely, President and C.E.O.; Elaine Friedrich, Vice President, Finance and Administration; Paul Kennett, Vice President,
Credit and Risk Management; Walker Rogers, Director, Strategic Planning and Information Services
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e The Board provides active oversight of the Corporation’s core
competencies and strategic direction.

I O T

o We oversee business practices in Alberta credit unions through
continuous monitoring and testing of adherence to the O000INO 00000001
and the application of sound business practices. Where unsound
business practices or major issues are identified, we work with the credit
unions to help them correct or address these matters. In extraordinary
circumstances, we impose legislated sanctions resulting in a loss of
credit union autonomy. When sanctions are imposed, we work
diligently with the credit union to correct deficiencies promptly and to
return autonomy as soon as possible.

e We review and, where appropriate, approve loan applications submitted
to us by credit unions, adhering to sound credit underwriting and proper

securitization.

o We strive to maintain the Deposit Guarantee Fund at a level that will
enable us to independently provide the 100% guarantee of credit union
deposits.

e We operate efficiently and effectively in achieving our goals through
continuous improvement of our processes and practicing prudent fiscal

management.

e We constantly seek ways to improve stakeholder service and satisfaction.

O T L

e We regard our employees as our most important asset.

o We treat all employees with fairness and respect.

e We encourage creativity, innovation and
individual initiative.

e We promote wellness and work-life balance.

e We support continuous learning and
developmental opportunities.

Finance and Administration Team, from left:

Seated: Elaine Friedrich, Colette Campbell, Wendy McKeown, Noreen Strembitsky
Standing: Alva Neehall, Lynn Scott, Steve B[akel_y, Leslie van Belois, Derrick
Colling, Gail Scott (absent: Jan Brugman, Kris Elliott, Sheri Hill, Sandy Kachmar)
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e We recognize each credit union is an autonomous unit and unique in its
operations.

e We are committed to contributing to the sustained growth of the credit

union system.

o We provide mentoring as well as coaching to Alberta credit unions’
boards, management and staff to help enhance their skills.

e We maintain open communication with Alberta Finance, Credit Union
Central Alberta Limited and the credit union system to ensure a common
understanding of each other’s roles.

[O0otootIdoito
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e We think and act strategically to proactively address the changing
environment of our stakeholders.

e We communicate positively and effectively to achieve mutual
understanding with our stakeholders.

e We act with personal integrity and accountability to foster trust and
respect.

e We work collaboratively, as a team and with our stakeholders, to build
and strengthen relationships.

e We embrace change and continuous improvement to support the evolving
needs of our stakeholders.

e We practice and encourage ethics and governance best practices.

Far left, Credit and Risk Management
Team, from left:

Seated: Bob Melhoff, Sherrill Piche,
Sofie McCook, Ilda Salamon, Greg
Osinchuk

Standing: Ken Daly, Brian Stepaniuk,
Greg Hanna, Paul Kennett, Jim Watt,
Chris Merriman, Don Stogrin (absent:
Chris Goddard, Sue McCall, John
Russell, Dave Stewart, Bill Tchir)

Left, Strategic Planning and Information
| Services Team, from left:
| Seated: Irma Loais, Walker Rogers,
| Robin Haan
: ] Standing: Peter Koch, John Dawson
{ | (absent: Anita Riar)

Credit Union Deposit Guarantee Corporation 3
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The Corporation
believes that good

governance practices
are an essential
ingredient to
achieving the
Corporation’s goals
and that this applies
to the credit union
system as well.

4

[t is my privilege and pleasure to present on behalf of the Board of
Directors and Management the 2005 Annual Report of the
Corporation. | am honoured to be appointed to the Board and I look
forward to serving with my fellow board members and working with the
Corporation’s management and staff and the credit union system.

Q00dboootboNooioo

The Corporation’s mandate as regulator is to promote the safety,
soundness and stability of credit unions and therefore to ensure public
confidence in the credit union system. We do this by insuring deposits,
examining for regulatory compliance, supervising credit unions with
operational challenges, and providing guidance and expertise on sound
business practices. Executing these responsibilities in the context of the
Corporation’s mission continues to be a complex assignment. Thanks to
the dedication of our management and staff, excellent progress was made

during 2005.

The 2005 business plan focused on our core strategic objectives of
enterprise risk management, aligning resources with our strategic
priorities through continuous improvement initiatives, recommending
updates to and enforcing the OI00IIII0I00I000 as part of our regulatory
oversight, and enhancing work-life balance and continuous learning
opportunities for our staff. Our challenge is to continue to advance our
ability to perform these duties in ways that provide effective and efficient
regulation while fostering credit union autonomy with appropriate
accountability and responsibility.

Hop0ooooon

The Corporation believes that good governance practices are an essential
ingredient to achieving the Corporation’s goals and that this applies to the
credit union system as well. Leadership in governance begins with our
Board of Directors. It is the responsibility of the Board to ensure that
management is held accountable for conducting our business and
regulatory activities to meet the vision and mission of the Corporation.
The Board is also responsible to ensure its own effectiveness. Annual
evaluations to assess Board performance are completed. Many of our
directors have joined the Institute of Corporate Directors, and take
advantage of training and peer feedback on good governance practices.
During 2005 the Board approved Corporate Values to form guiding
principles for the stewardship of the organization as well as implementing
a Whistleblower Policy for our employees.
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Our dedication to good governance extends to the credit union system as
another facet of sound business practices. Annually we conduct joint board
meetings with a number of credit unions across Alberta and we believe
these opportunities to encourage improvecl governance practices have been
well received. We continue to emphasize the importance of implementing
board in-camera meetings as a regularly scheduled item on the board
agenda, without management in attendance. During joint board meetings
held with credit unions this past year, we have incorporated an in-camera
meeting between the two boards, excluding management. In-camera
sessions are an important governance practice to ensure that boards
provide independent oversight of management and hold management
accountable.

QoiiotDood

A very strong credit climate and economic situation in Alberta has been
beneficial to the financial services industry. Near record levels of
employment, strong housing demand and related consumer borrowing, as
well as a healthy business lending environment has resulted in favourable
loan, deposit and asset growth in Alberta credit unions during 2005. Loan
losses and provisions have been at record lows, which continue to enhance
operating results for the credit unions. While all indicators point to this
favourable economic environment in Alberta continuing, we all must be
mindful of the need to maintain lending standards and proactively identify
and manage emerging risks. A booming economy always carries a risk of
complacency and we must be vigilant and prepared for the fact that
circumstances will inevitably change.

UiQ00diboooodd

[ wish to recognize on behalf of the Corporation and the credit union
system, the outstanding leadership provided by our outgoing Chair of the
Board, Mr. Bob Splane. We would like to extend our genuine appreciation
to Bob for his dedication and significant contributions to the Corporation
over the last 10 years. Bob’s expertise in matters of governance and his
leadership skills will be greatly missed and we wish him all the best in his
future endeavours. During the year, Peter Kruselnicki and Rick Bell also
retired from the Board. Both of these directors were thanked for their
dedication and their many contributions and wished well in their future
endeavours. We welcomed two new directors to the Board to fill the
vacated positions: Brian Manning and Mike Derbyshire.

Credit Union Deposit Guarantee Corporation 5




Our success over the past year was made possible through the hard work
and dedication of all of our employees and the senior management team.
The directors sincerely extend their appreciation to everyone for their
valued efforts that contributed significantly towards achieving our
objectives in 2005. I also wish to thank our directors for their diligence

and dedication in 2005.
ooIooooo

In 2006, we will continue to focus on identifying any emerging risks and
encouraging adoption of best practices to manage risks in the credit

union system.

We look forward to continuing to work jointly with our stakeholders on
these and other commonly shared priorities. By working together, we can
further strengthen all Alberta credit unions in spite of the increasingly
complex and competitive challenges. Our commonly shared goals
support the safety and soundness of the credit union system and credit
unions who are covered under the 100% deposit guarantee provided by
the Corporation.

Allister McPherson
Chair of the Board

Top, from left to right: Allen Govenlock, Ken Motiuk,
Brian Evans, Steve Blakely, Mike Derbyshire, Brian
Manning

Bottom: David McDonald, Elaine Friedrich, Mary
Ritchie, Bob Splane
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[ would like to begin by congratulating the credit unions in Alberta on
another year of strong operating results. The financial strength of the
Alberta credit union system continued to improve in 2005 as it leveraged
the benefits of an exceedingly robust provincial economy. Average assets
grew by almost $1 billion to a record $10.9 billion and profitability
increased by almost 10% to $60 million. The year also marked a very
impressive increase of 15% to $834 million of total equity, which
continues to augment the strength of the system.

The Corporation also enjoyed strong financial performance in
2005. The Deposit Guarantee Fund grew to $103.7 million and
stands at 1.03% of total credit union deposits and borrowings. The
assessment rate charged to credit unions for the deposit guarantee
remained unchanged again in 2005. As a result of diligent expense
management, administrative expenses finished the year well under
plan, marking an increase of 3.9% over 2004. Net income for the
year was $7.1 million and our cash and investments totalled $115.9 Looking back on the
million. As has been the case for several years, there was no need to

operations of the
Credit Union Deposit

Guarantee Corporation in 2005, the year was one of significant Guarantee Corporation
change for us. To support our transition to being a more proactive in 2005, the year was

provide financial assistance to credit unions in 2005.

Looking back on the operations of the Credit Union Deposit

regulator and providing cost effective insurance for credit union e oF signiﬁcant

deposits, we commenced the development and implementation of a
change for us.

risk based management model to enhance our regulatory oversight

processes. To support this change, our organizational structure and
job roles were significantly revised to align and focus our resources
on proactive identification, assessment and oversight of risk. The
examination process was modified to differentiate our procedures for credit
unions of varying size and complexity. Process efficiencies were introduced
by updating and leveraging our information technology infrastructure to
provide better data and tools for our employees and credit unions. These
changes will help us reduce regulatory burden on the credit unions by
lessening disruption at their operations through reduction of the time our
examination teams are on-site, providing a quicker turnaround of
examination reports, and creating capacity at the Corporation to focus more
effort on legislative and program changes that benefit the credit union
system.

The Corporation successfully implemented several other initiatives in 2005.
An enterprise risk management (ERM) framework was introduced
internally and we partnered with Credit Union Central Alberta Limited to

Credit Union Deposit Guarantee Corporation 7
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promote the development and adoption of an ERM framework in individual
credit unions. A comprehensive review and roll-out of a new compensation
and performance management system at the Corporation was completed to
ensure our programs were fair and equitable, improving our ability to retain
our employees and attract qualified personnel as required in the future.
Employee development and training was increased to help meet the
challenges of an increasingly complex regulatory environment. As we move
forward into 2006 and beyond, the Corporation will leverage the initiatives
as well as the research and development completed in 2005 to refine our
ERM framework, implement new examination processes, improve our
financial benchmarking and other analysis, conduct a stakeholder
consultation survey and continue to emphasize employee wellness and
development.

Change of this magnitude, particularly within such a short time span, does
not occur without the hard work and dedication of the Corporation’s
employees. Their commitment and knowledge is our most important asset.
Ovur staff require a wide array of skills, including the ability to interpret
legislation, administer statutes, perform financial analysis, assess credit
requests and conduct risk evaluation/mitigation — all with sound professional
judgement. Without these skill sets, dedication and professionalism, the
Corporation would be unable to fulfill its mandate to regulate credit unions,
administer the OI000O 0000000 and manage the Deposit Guarantee Fund.
These strengths enable the Corporation to maintain the high level of
confidence Albertans have in the credit union system. I thank them for their
outstanding efforts and their achievements in carrying out our mandate,
while managing the rapid pace of change we have introduced.

In closing, the Corporation is committed to providing credit unions with the
autonomy they need to effectively manage in an increasingly complex and
competitive environment. At the same time, we must ensure appropriate
controls are in place to balance this autonomy with an appropriate level of
accountability and responsibility on the part of credit unions in order to carry
out our mandate as a regulator. We have taken a “Prevention vs.
Intervention” approach to regulation by working jointly with credit unions to
proactively manage risk in order to maximize the strength, stability and
success of the entire credit union system. This approach requires an
increased emphasis and reliance on self regulation and good governance
practices by credit unions. We look forward to the ongoing collaboration with
credit unions to make this a reality.

S.G. Blakely
President and Chief Executive Officer
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0000000000 e Encourage credit unions to adopt a plan to implement an

Enterprise Risk Management framework (ERM).

e Encourage best practices by working with credit unions to develop
risk-based benchmarks.

e Develop internal benchmarks to identify “red flags”.

o o 1 Y
00 A
00o000I0oo0

0000000000 * Improve information systems by upgrading Information Technology
(IT) network and implementing a customer relationship
management system (CRM).

» Manage the deposit guarantee fund in a cost effective manner.

O00Omomed 00000000000000000000I00I0000000000000Credit Union Act
00000000 000000000000 DI000I0IbCI000 00 OINiomoan
0000000000 * Sound business practices updated to incorporate risk based

management approach.

» Conduct revised consultation survey to obtain specific feedback
from our stakeholders.

e Determine whether any legislative changes should be
recommended to maintain relevance.

0oooomoo 00000000 O00000DImELkOIC 000000 onOoooi O ooonman
[000I0ooOooo 00 00 o e
O00o0oooooo * Reinforce values and culture to address the results of the

Organizational Culture Inventory survey.

e Implement 2006 Employee Development Plan by conducting at
least 3 group training modules for all staff.

e Prepare an individual development plan for all staff.

e Amend personnel policies and guidelines to emphasize wellness
and work-life balance.

Credit Union Deposit Guarantee Corporation 9
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To proactively identify and mitigate risks to the Corporation and the credit union system.

¢ Complete the implementation of an v * Implemented an Enterprise Risk Management (ERM) framework for the
Enterprise Risk Management framework Corporation and made presentation to staff to increase awareness of ERM.
for the Corporation.

o Commence awareness program with credit v/ ¢ Supported Credit Union Central Alberta Limited in presentations and workshops
unions on enterprise risk management. delivered to credit unions to increase awareness of enterprise risk management.

* Manage the new Borrower Risk Rating Ve e Developed our information reporting requirements relating to the new Borrowers’
Program. Risk Rating system.

e Support enhanced accountability and v * Encouraged credit union adoption of the new [Loan Transaction Review Program
responsibility of credit unions through which has resulted in higher loan approval limits for many credit unions.

greater autonomy.

0oOOoomneonog

To maintain effective communications and enhanced relationships with all stakeholders.

e Develop best practices communication v * Documented information needs of stakeholders and researched best practices in order
strategy. to develop our communications strategy.

* Implement formalized stakeholder liaison/ v e Communications strategy report from outside consultants was finalized. The
interaction strategy. recommendations are being reviewed in order to develop a communications strategy

and implement a formalized stakeholder liaison/interaction strategy in 2006.

Uo0domoo

To regulate credit unions and enforce the OI00IIOOII0IO0n a fair and cost-effective way.

¢ Enhance examination process to address v * Developed a proactive risk based management process for implementation starting in
complexity of individual credit unions. 2006.

¢ Refine the examination and monitoring v * Improved the examination report format and process to enable delivery of the report at
processes for different sized credit unions. the end of the on-site verification at the credit union.

¢ Implemented new roles relating to the proactive risk management process and
combined the Credit and Operations Departments into the Credit and Risk
Management Department.

Qonboooooeoo

To maintain an effective organization.

e Utilize technology effectively to maintain v * Finalized the five-year technology plan and prioritization strategy to support the
comprehensive information on the internal internal and external business needs of the Corporation.
and external environment.
¢ Embrace a continuous improvement v e Continued to review process improvement opportunities and mapping of processes to
process/culture to maximize effectiveness. maximize effectiveness.
(] 0i000 00000 I 0000000000iicn
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Actual Budget

EQUITY
$ Millions

76.8 831

Dec-01 Dec-02 Dec-03 Dec-04 Dec-05

INVESTMENT INCOME
$ Millions

58 6.0
5.1

Dec-01 Dec-02 Dec-03 Dec-04 Dec-05

NET INCOME

$ Millions

71
6.3

Dec-01 Dec-02 Dec-03 Dec-04 Dec-05

ASSESSMENTS
$ Millions.
13.7

12.5
1.3

Dec-01 Dec-02 Dec-03 Dec-04 Dec-05

ADMINISTRATION EXPENSES
$ Millions

Dec-01 Dec-02 Dec-03 Dec-04 Dec-05

doomno

The equity in the Deposit Guarantee Fund is available to protect Alberta
credit union depositors. Our minimum equity target for the Deposit
Guarantee Fund has been established at 1% of deposits and borrowings.
Equity reached $103.7 million, which represents 1.03% of total credit union
deposits and borrowings.

(00000000mooo0Oon

Investment income for the year exceeded the budgeted amount primarily from
gains on sales of investments. The investment portfolio outperformed its
objective, representing the total return of the applicable Scotia Capital
Markets All-Government benchmark indices, over a four year period.

Hotoboogo

Net income for 2005 exceeded budget primarily as a result of gains from
investment trades outperforming plan.

Looo0o0ooo

Deposit guarantee assessments for 2005 were slightly higher than the budget
amount. The assessment revenue increased from the 2004 actual amount as
a result of the growth in the total assessment base (deposits and borrowings)
for all credit unions. The assessment rate charged to credit unions was
maintained at 17 basis points of deposits and borrowings.

I A

The 2005 administration expenses were well under budget largely as a result
of diligent expense management and savings in the areas of staff travel,
professional fees and other expenses.

Credit Union Deposit Guarantee Corporation 11
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The financial statements of Credit Union Deposit Guarantee
Corporation, and all other information contained in the annual report, are
prepared and presented by management, which is responsible for their
accuracy, objectivity and completeness. This responsibility includes
presenting the statements in accordance with Canadian generally accepted
accounting principles. Preparation of the statements necessarily involves
the use of estimates which are made using careful judgement.

Management is responsible for maintaining a system of internal controls
designed to provide reasonable assurance as to the reliability of financial
information and the safeguarding of assets.

The Board of Directors has the ultimate responsibility for these financial
statements. The Board oversees management’s responsibilities for
financial reporting through the Audit Committee, composed entirely of
directors who are not officers or employees of the Corporation. The
Committee reviews the financial statements and recommends them to the
Board for approval.

To carry out its duties, the Audit Committee reviews the annual financial
statements, as well as issues related to them. The Audit Committee also
assesses the effectiveness of internal controls over the accounting and
financial reporting systems. The Audit Committee’s review of financial
reports includes an assessment of key management estimates and
judgements material to the financial results.

The external auditor conducted an audit of these financial statements in
accordance with Canadian generally accepted auditing standards. The
external auditor has full and unrestricted access to the Audit Committee to
discuss his audit findings as to the integrity of the Credit Union Deposit
Guarantee Corporation’s financial reporting and adequacy of internal

controls.

The Auditor General has examined these financial statements and his
report follows.

S.G. Blakely E. Friedrich, CA

President and Chief Executive Officer Vice President, Finance and Administration
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THE OFFICIAL VERSION OF THIS REPORT
OF THE AUDITOR GENERAL, AND THE

INFORMATION THE REPORT COVERS, IS
IN PRINTED FORM.

[il00ICID00000tinIeaO
1 T

[ have audited the balance sheet of the Credit Union Deposit Guarantee
Corporation as at December 31, 2005 and the statements of income and
equity and cash flows for the year then ended. These financial statements
are the responsibility of the Corporation’s management. My responsibility
is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with Canadian generally accepted
auditing standards. Those standards require that I 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 my opinion, these financial statements present fairly, in all material
respects, the financial position of the Corporation as at December 31, 2005
and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

ORIGINAL SIGNED BY
FRED J. DUNN, FCA

Auditor General

Edmonton, Alberta
March 7, 2006

Credit Union Deposit Guarantee Corporation 13
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Cash $ 11,573 % 10,390
Investments (Note 3) 104,355 96,774
Accrued interest receivable 846 859
Income taxes receivable 0 228
Due from Credit Unions 2912 2,735
Other assets (Note 4) 803 862
Property and equipment (Note 5) 223 124
0 ooomooo 0 00o0ono
01000000000
Accounts payable and accrued liabilities $ 932 % 797
Income taxes payable 55 0
Accrual for financial assistance (Note 6) 1,600 1,325
Deferred revenue 1,156 1,102
Special contribution payable (Note 7) 11,032 9,972
Long-term unclaimed credit union balances payable 599 483
15,374 13,679
Commitments and contingencies (Note 8)
oonooao
Deposit Guarantee Fund 103,725 96,601
Master Bond Fund 1,613 1,692
105,338 98,293

0 oooooo. O 000000

The accompanying notes and schedule are
part of these financial statements.

ORIGINAL SIGNED BY ORIGINAL SIGNED BY
Approved by the Board: ALLISTER McPHERSON |, Director | MARY RITCHIE, FCA , Director
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(Note 11)
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Revenues:
Deposit guarantee assessments $ 15,956 $ 16,367 $ 14,818
Investment income 4,763 6,267 5,530
20,719 22,634 20,348
Expenses:
Provision for financial assistance (Note 6) 500 266 58
Special contribution (Note 7) 10,642 11,032 9,972
Administration expenses (Schedule 1) 4,443 3,800 3,657
15,585 15,098 13,687
Income before income taxes 5,134 7,536 6,661
Income taxes (Note 9) 40 412 313
Net income for the year 5,094 7,124 6,348
Equity at beginning of year 95,769 96,601 90,253
0000000 OOIomooog 0 00000 O Coommbo 00 Dolooco
Ooo0ooimoogmaon
Revenues:
Insurance assessments $ 1,209 % 1,195 % 1,123
Investment income 38 57 53
1,247 1,252 1,176
Expenses:
Insurance premiums 904 989 917
Administration (Schedule 1) 120 120 120
Insurance claims 241 222 604
1,265 1,331 1,641
Net loss for the year (18) 79) (465)
Equity at beginning of year 1,867 1,692 2,157
O00M000000000000000 0 0mboo O diooo o 0ood
The accompanying notes and schedule are
part of these financial statements.
Credit Union Deposit Guarantee Corporation 15
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(Note 11)
Operating activities:
Assessments received $ 17,185 $ 17,485 $ 15916
Investment income received 4,800 6,337 5,521
Financial assistance recovered (paid) (500) 9 2
Interest and bank charges paid 6) “) 3)
Insurance claims paid 220) (345) (389)
Income taxes (paid) recovered 88 (114) (459)
Paid to suppliers and employees (5,140) (4,440) (4,620)
Special contribution paid (9,854) 9,972) 9,168)
Cash flows from operating activities 6,353 8,956 6,800
Investing activities:
Purchase of investments, net (5,137) (7,580) (7,373)
Purchase of property and equipment 216) (193) 75)
Cash flows used in investing activities (5,353) (7,773) (7,448)
Cash inflow (outflow) 1,000 1,183 (648)
Cash at beginning of year 12,000 10,390 11,038
00000000000000000 O [ || O [ || O ooooo

The accompanying notes and schedule are
part of these financial statements.
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The Credit Union Deposit Guarantee Corporation (the "Corporation") operates under the authority of the CII0I]
0000 O, Chapter C-32, revised Statutes of Alberta, 2000. The Corporation guarantees the repayment of all
deposits with Alberta credit unions including accrued interest. The 00001 0000 001 provides that the Province of
Alberta (Province) will ensure that this obligation of the Corporation is carried out. As at December 31, 2005,
credit unions in Alberta held deposits including accrued interest totalling $10,034,758,000 (2004 -
$8,963,176,000). Supervised credit unions receive assistance, support and direction in planning, policy and
operational matters from the Corporation.

O000000o00moo0mboo00OmOEIDomoIOoN0omo0o0mCoin0o00o0o
(a) Basis of presentation

These financial statements have been prepared in accordance with Canadian generally accepted accounting
principles.

These financial statements reflect separate funds: a Deposit Guarantee Fund and a Master Bond Fund.

The primary objective of the Deposit Guarantee Fund is to enable the Corporation to guarantee the repayment of
all deposits, including accrued interest, held by Alberta credit unions. The Deposit Guarantee Fund's statement of
income includes deposit guarantee assessments received from credit unions, financial assistance payments recorded
on behalf of credit unions, as well as all other revenues and expenses related to the primary objective.

The Master Bond Fund provides insurance coverage to Alberta credit unions under a policy administered by the
Corporation. A credit union may claim a maximum of $100,000 for directors liability claims and $220,000 for
other claims, less its deductible, which is payable out of the Master Bond Fund and a third party reinsurance policy
insures the amount of the claim that exceeds $100,000 or $220,000 respectively. The Master Bond Fund's
statement of income includes insurance assessments received from credit unions, investment income, insurance

premiums paid for the reinsurance policy, an administration fee, and insurance claims paid.
(b) Use of estimates

The Corporation's financial statements are prepared in accordance with Canadian generally accepted accounting
principles and necessarily include estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. T he most significant areas requiring the use of estimates are the accrual for
financial assistance, provision for (recovery of) financial assistance, allowance for loan impairment and Master Bond
Fund insurance claims (expected and unreported). The Corporation reviews these estimates annually. Actual
amounts may differ significantly from those estimates depending upon certain future events and uncertainties.

(¢) Cash

Cash consists of a deposit in the Consolidated Cash Investment Trust Fund, which is managed by Alberta Finance
to provide competitive interest income while maintaining maximum security and liquidity of depositor's capital.

Credit Union Deposit Guarantee Corporation 17
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I 1
(d) Investments

Investments are carried at cost or amortized cost, with any discount or premium amortized on a straight-line basis
over the life of the investments. Investments are written down when there is a decline in value that is other than
temporary. Gains and losses on sale of investments are included with investment income in the year of sale.
Substantially all securities held are purchased with the intention to hold them to maturity.

(e) Property and equipment

The following rates are designed to amortize the cost of property and equipment over their estimated useful lives:

Furniture and equipment five year straight-line
Computer equipment three year straight-line
Leasehold improvements straight-line over lease term
Computer software one year straight-line

() Income taxes

The Corporation records income taxes based on the tax liability method. Therefore, future income taxes are
recognized based on the tax effects that will arise if an asset is realized or a liability is settled for its carrying amount.

(g) Insurance claims

The Corporation estimates and accrues the Master Bond Fund's share of losses from any reported insurance claims.
It makes an additional accrual of the estimated losses from unreported insurance claims based on the last three
years' average actual loss experience.

(h) Accrual for financial assistance

The Corporation recognizes financial assistance to specific credit unions as an expense when the need for financial
assistance becomes likely and the amount can reasonably be estimated.

Additionally, an accrual for financial assistance is established by assessing the aggregate risk in the Alberta credit
union system based on existing capital available in individual credit unions, current and anticipated market and
economic conditions, the likelihood of losses, and the application of historic loss experience. It reflects
management's best estimate of the losses arising from the inherent risk in the Alberta credit union system. Future
economic conditions are not predictable with certainty and actual losses may vary significantly from management's
estimate.

(1) Fair value of financial instruments

Most financial instruments are valued at their carrying amounts included on the balance sheet, which are reasonable
estimates of fair value. This approach applies to cash, accrued interest receivable, due from credit unions, accounts
payable and accrued liabilities, accrual for financial assistance, special contribution payable and long-term
unclaimed credit union balances payable. The fair values of investments are disclosed in Note 3.
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Securities issued or guaranteed by:
Canada $ 39,537 $ 39,935 $ 31,620 $ 32,856
Provinces 21,824 22,144 19,817 20,442
Other' 42,994 43,096 45,337 46,483
Total $ 104,355 $ 105,175 $ 96,774 $ 99,781

| These securities include shares of Credit Union Central Alberta Limited ($100,000) and Concentra Financial Services Association
($15,000), which approximate market value and have no specific term to maturity.

2 Market value is calculated using independent pricing sources and Canadian investment dealers.

The investment portfolio is managed by external managers with the objective of providing investment returns higher
than the total return of the applicable Scotia Capital Markets All-Government indices over a four year period. The
portfolio is comprised of high quality Canadian fixed income and debt related instruments. Competitive investment
returns are achieved through management of the portfolio duration and holdings.

As at December 31, 2005, securities held have an average effective yield of 4.40% per annum based on cost (2004
-4.70%); 4.10% per annum based on market (2004 - 3.80%). These securities have the following term structure
based on cost: under one year - 2% (2004 - 2%); over one year and under five years - 49% (2004 - 51%); over
five years and under ten years - 49% (2004 - 47%).

The market value of the investments is subject to fluctuation as a result of normal market risk. The principal factor
influencing the market value is the prevailing rate of interest. An increase of | percent in interest rates will result in
a decrease of approximately $1,039,000 (2004 - $963,000) in the market value of the total investments; and

conversely, a decrease of 1 percent in interest rates will result in an increase in the market value of the same amount.

(A o [ W WA
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Prepaid expenses $ 790 $ 835
Future income taxes recoverable (Note 9) 13 27
Total $ 803 $ 862
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Furniture and equipment $ 427 % 369 $ 58 $ 20
Computer equipment 194 140 54 55
Leasehold improvements 148 124 24 30
Computer software 210 123 87 19
Net book value $ 979 $ 756 $ 223 $ 124

I 0 O M [

To fulfill the mandate described in Note 1, the Corporation assists Alberta credit unions experiencing financial
difficulties when and as required. The Corporation monitors credit unions experiencing financial difficulty and has
a contingent responsibility to provide further financial assistance, the amount of which, if any, is undeterminable at
this time.

The book value of the accrual for financial assistance approximates its fair value as it represents the Corporation's
best estimate of the future amounts to be paid.

1010000000000 0000 0o0o

Accrual for financial assistance:

Balance at beginning of year $ 1,325 $ 1,265

Change in accrual for financial assistance 275 60

Balance at end of year $ 1,600 $ 1,325

Provision for financial assistance:

Change in accrual for financial assistance $ 275 $ 60

Financial assistance payments 3 10

Loan loss recoveries (12) 12)
Provision for financial assistance $ 266 $ 58
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Balance at beginning of year $ 9972 $ 9,168
Payment of previous year's special contribution 9,972) 9,168)
Special contribution for the year 11,032 9,972
Balance at end of year $ 11,032 % 9,972

A special contribution is an annual amount payable by the Corporation to the Province under the Credit Union
Restructuring Agreement until 2010. It is equal to 0.11% of Alberta credit union deposits, including accrued
interest and borrowings, as at October 3 1.

OOIoIDmooOOmO00000C 000000000000
(a) Lease commitments

The Corporation is committed to a non-cancellable operating lease for business premises totalling $601,000 (2004 -
$161,000)

The following amounts represent minimum payments over the next five years:

2006 $116,000

2007 113,000
2008 113,000
2009 119,000
2010 120,000

(b) Litigation

There is a legal proceeding pending against the Corporation that arose from normal business activities.
Management of the Corporation believes that the financial cost of resolution of this proceeding will not be material
to the financial position of the Corporation.
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The Corporation is a deposit insurance corporation for income tax purposes. Its taxable income excludes
assessments and financial assistance recoveries and no deduction may be made for financial assistance, insurance
premiums, insurance claims, or special contributions paid.

The Corporation's statutory income tax rate is 17.0% (2004 - 17.2%). Income taxes differ from the expected result
that would have been obtained by applying the combined federal and provincial tax rate to income before income
taxes, for the following reasons:

0010000000000 oooo oooo

Expected income tax expense on pre-tax income at the statutory rate $ 1,276  $ 1,067
(net of general tax reduction)

Add (deduct) tax effect of:

Non-taxable assessments (2,982) (2,746)
Non-deductible special contribution 1,873 1,718
Non-taxable provision for financial assistance 45 10
Non-deductible insurance premiums 155 158
Non-deductible insurance claims 38 104
Other 7 2
Income taxes $ 412 $ 313

At December 31, 2005 the Corporation had unamortized property and equipment for income tax purposes in
excess of related book values of approximately $76,000 (2004 - $157,000). The resulting future income taxes

recoverable are reflected in Note 4. The Corporation's future effective income tax rate is 17.0%.

0010000000000 0000 0ooo
Current income taxes $ 398 $ 311
Future income taxes 14 2
Income taxes $ 412 % 313
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Chair*’ $ 41 8 0 $ 0 $ 41 % 51
Board Members*’ 83 0 0 83 90
Current senior management:
President and Chief Executive Officer’ 165 31 31 227 228
Vice President, Finance and Administration 137 13 24 174 164
Vice President, Credit and Risk Management6 123 12 16 151 123
Director, Special Projects’ 74 4 11 89 139
Director, Strategic Planning and Information
Services’ 94 6 13 113 93

l Salary includes regular base pay.
2 Other cash benefits include bonus payments and accruals.

8 Employer's share of all employee benefits and contributions or payments made on behalf of employees including Canada Pension Plan,
Employment Insurance, group Registered Retirement Savings Plan, dental coverage, vision coverage, medical benefits including out of
country medical benefits, group life insurance, accidental disability and dismemberment insurance, professional memberships, staff fund,
automobile allowances and tuitions.

*Tihe Chair and Board! Members are paid on a per diem basis for preparation and meeting time. The Deputy Minister of Finance is a
Board Member but receives no remuneration from the Corporation.

5 The amount reported for 2004 includes the current and the previous incumbent who retired May 31, 2004.
6 The title was changed from Vice President, Credit on December 1, 2005 when the Operations and Credit departments were combined.

7 The title was changed from Vice President, Operations on December 1, 2005 when the Operations and Credit departments were
combined. The individual has been on leave since May 18, 2005.

This is a new position and the incumbent was hired January 24, 2005. As this is now the fifth most senior position in the Corporation,
this incumbent's salary is reported for 2005, whereas the salary reported in 2004 was for the Manager, Information Services.

Tk rrvirsiomTen (oo (oS EET paid to directors was $9,000 (2004 - $4,000) and $41,000 (2004 - $51,000) respectively. The
average amount paid to directors was $16,000 (2004 - $18,000).

0oooComooooioooonn

The 2005 budget was approved by the Board of Directors on September 24, 2004.

OoooOmooOoot0rooomooon

The 2004 figures have been reclassified where necessary to conform to 2005 presentation.
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Deposit Guarantee Fund
Salaries and benefits $ 3,060 $ 2,977 $ 2,742
Rental charges 169 161 168
Staff travel 269 156 171
Professional fees 250 153 177
Office 169 130 115
Board and committee fees 157 124 141
Other 224 96 100
Amortization 204 91 120
Board and committee expenses 61 32 43
4,563 3,920 3,777
Allocation to Master Bond Fund (120) (120) (120)
$ 4,443 $ 3,800 $ 3,657

24 2005 Annual Report




[i00i0I0Ioo0toootoOmitonoia

The Board of Directors and management have established governance
practices that are consistent with the Guidelines for Improved Corporate
Governance in Canada adopted by the Toronto Stock Exchange. The
Corporation will continue to follow best practices guidelines on governance
as these come into effect and consider amendments to our practices, as
appropriate. We are reviewing the new National Policy 58-201 Corporate
Governance Guidelines and National Instrument 58-101 Disclosure of
Corporate Governance Practices, and any amendments to our practices will

be updated as required in 2006.

The Board of Directors oversees the business and affairs of the Corporation
and operates under formal Terms of Reference. The Board makes all major
policy decisions for the Corporation. Many Board functions are carried out
by the three committees of the Board, with committee recommendations

debated and voted on by the Board.
The Board has a “Code of Conduct and Ethics Policy for Directors” that is

acknowledged on an annual basis. The effectiveness of the Board and the
committees is assessed annually by each director with the objective of
continually improving corporate governance practices.

000I0ooooooldoiooonooo UooooooooolUooooimooloooloooloooooooioa
Uooldoooooiooldoooooooold 000000000
1. The board should explicitly assume responsibility for 1. The Board is responsible for the stewardship of the Corporation
the stewardship of the corporation and for: and ensures its purposes and business activities as outlined in thel
OI00IIO0I00I00] are fulfilled, as per its Terms of Reference.
a) adoption of a strategic planning process; a) the Board holds a planning meeting annually for the

development of a strategic plan. In accordance with the
Bylaws, the final plan is approved by the Board and submitted
to the Minister of Finance for approval.

b) identification of the principal risks of the b) the risks of the Corporation are identified on a regular basis
corporation’s business and ensuring the through the strategic planning process and at Board and
implementation of appropriate systems to manage committee meetings. T he Corporation has adopted an
these risks; Enterprise Risk Management Framework.

¢) succession planning, including appointing, c) the Governance and Human Resources Committee reports to
training and monitoring senior management; the Board regarding senior management succession planning

and staff training. The Board monitors and approves the
appointment of the President and CEO position.

d) a communications policy; d) the Board approves the communications policy for the
Corporation.
e) the integrity of the corporation’s internal control e) the integrity of internal controls and management information
and management information systems. systems are reviewed at Audit Committee meetings.
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2. A majority of directors should be “unrelated” The Lieutenant Governor in Council appoints the directors to the
(independent of management and free from any Board. The credit union system provides names of two nominated
business or other relationships which would representatives. | he Minister appoints the Chair and Vice Chair.
reasonably be perceived to materially interfere with The Board annually reviews its composition to determine that a
the director’s ability to act with a view to the best majority of directors are “unrelated” (independent).
interests of the corporation).

3. The board should be responsible for applying the All the directors are appointed by the Lieutenant Governor in
definition of “unrelated director” to each individual Council and are “unrelated” and independent of management,
director and for disclosing annually the analysis of the except for the Deputy Minister of Finance.
application of the principles supporting this definition
and whether the board has a majority of unrelated
directors.

4. The board of directors should appoint a committee of The Governance and Human Resources Committee reviews the
directors, composed exclusively of outside (non- skill sets of the Board and develops and maintains a Board
management) directors, a majority of whom are Succession Plan.

“unrelated” directors, with responsibility to propose
new nominees to the board and for assessing directors
on an ongoing basis.

5. The board should implement a process, to be carried The Governance and Human Resources Committee is responsible
out by the nominating committee or other appropriate for developing and administering performance questionnaires to
committee for assessing the effectiveness of the board, evaluate performance of the Board and Committees. The
the committees and the contribution of individual performance questionnaires are completed annually. The Chair
directors. reviews the contribution of individual directors with each director

annually.

6. The corporation should provide an orientation and The Governance and Human Resources Committee oversees the
education program for new directors. orientation and education program, which is provided to new

Board members.

7. The board should examine its size and undertake, The size of the Board is eight members as specified in the 00010
where appropriate, a program to establish a board 0000000 A process exists for the Corporation to make
size which facilitates effective decision-making. recommendations to amend the O000IICI0I00000.

8. The board should review the adequacy and form of Since the Corporation is a Provincial corporation under thel
the compensation of directors and ensure the 0000000000000 0 the compensation for directors is
compensation realistically reflects responsibilities and established by the Committee Remuneration Order approved by
risks involved in being an effective director. the Lieutenant Governor in Council.

9. Committees of the board should generally be The Committees of the Board are composed of outside directors

composed of outside directors, a majority of whom
are unrelated, although some board committees may
include one or more inside directors.

who are unrelated.
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10. The board should expressly assume responsibility for,
or assign to a committee of directors, the general
responsibility for developing the approach to
governance issues. | he committee would, among
other things, be responsible for the response to these
governance guidelines.

Oooooooooollooooiooolooolonol0000oonioo

10. The Governance and Human Resources Committee operates

under its Terms of Reference. The committee is responsible to
oversee matters of Board governance and to recommend changes
to the Board as appropriate.

11. The board, together with the CEQO, should develop
position descriptions for the board and for the CEO,
involving the definition of the limits to management’s
responsibilities. The board should approve or
develop corporate objectives which the CEO is
responsible for meeting.

. The Governance and Human Resources Committee has reviewed

the position description for the Chair and the President and CEO.
This committee also establishes the annual objectives and targets
for the President and CEO and annually assesses the President
and CEQO’s performance, and makes recommendations to the

Board.

12. The board should have in place appropriate
structures and procedures to ensure that it can
function independently of management. The chair of
the board (non-management), a committee of the
board or a “lead-director” (outside director) should
have responsibility to ensure the board discharges its
responsibilities. This may involve meetings of the
board on a regular basis without management
present.

12. The Board does not have any directors who are members of

management; therefore the Board functions independent of
management. | he Chair ensures the Board carries out its
responsibilities effectively. An in-camera session (without
management present) is a standing item on the Board meeting
agenda.

13. The audit committee should be composed only of
unrelated directors. The roles and responsibilities of
the audit committee should be defined to provide
appropriate guidance to the members as to their
duties. The audit committee should have direct
communication channels with the internal and external
auditors to discuss and review specific issues. The
audit committee duties should include oversight
responsibility for management reporting on internal
control.

13. The Audit Committee consists of a majority of directors who are

independent and free from any relationship that may interfere with
the exercise of independent judgement. The roles of the Audit
Committee are clearly defined in the OII0MIO0I00IOM and in its
Terms of Reference which is approved by the Board. The duties
of the Audit Committee include the oversight for management
reporting on internal control. The Audit Committee meets
annually with external auditors, without management present, to
discuss and review specific issues.

14. The board of directors should implement a system
which enables an individual director to engage an
outside adviser at the expense of the corporation in
appropriate circumstances, subject to the approval of
the committee/board.

14. The Board has made a provision for individual directors to engage

an outside adviser at the expense of the Corporation when
appropriate. The engagement is subject to approval by the Board.
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Qo000 21 Mike Derbyshire (Chair)' The Credit Committee operates under formal Terms of Reference and
000000 O OO imoang Allen Govenlock has fulfilled its functions during 2005.
H|L|||U\Hﬁlmﬁ:uuuwHldnwué%lﬁnunmﬁw . Ken Motiuk The main functions of the committee are to:
(0000oo Mary Ritchie *  Monitor the lending approval processes to ensure sound lending
Steve Blakely’ principles are maintained
o Approve loans that exceed the CEO limits, when necessary
Qoo 3 Mary Ritchie (Chair) Functions of the Audit Committee are set out in section 87 of thel
0000 OmoninimooInCoogo Allen Govenlock OI00MO0D0DION and it operates under formal Terms of Reference.
David McDonald This committee has fulfilled its functions during 2005 and acts as a
Ken Motiuk bridge between the Board of Directors and the auditors, and:
* Opversees financial reporting content and process
* Reviews systems of internal control to ensure compliance with legal,
ethical and regulatory requirements and that they are operating
effectively
* Opversees independent audit processes
anooooo 5 Mary Ritchie (Chair) The functions of the Finance Committee are set out in section 81 of
000 0monIomonooomo Allen Govenlock the OI00MIODIO0ION and it operates under formal Terms of
David McDonald Reference. The committee has fulfilled its functions during 2005.
Ken Motiuk The main responsibilities of the committee are to:
*  Monitor the financial performance of the Corporation and report to
the Board of Directors
* Recommend financial policies of the Corporation
» Approve the Quarterly Report provided to the Minister of Finance
O00000o0oo 6 Brian Evans (Chair) The Governance and Human Resources Committee operates under
ooog Mary Ritchie formal Terms of Reference and has fulfilled its functions during 2005.
O00O000000000000 Allister McPherson' The committee’s main functions are to:

1000ONMCo0man 00000

1
Mike Derbyshire appointed as Chair of
Credit Committee January 24, 2006.

2
Allen Govenlock appointed to Credit
Committee January 24, 2006.

3
Steve Blakely appointed to Credit
Committee January 24, 2006.

4
Allister McPherson appointed to
Governance and Human Resources
Committee January 24, 2006.

e Opversee matters of Board governance and evaluation

e Maintain Board Governance Handbook and Corporation Bylaws
e Develop and maintain Board Succession Plan

e Oversee orientation and education plan for directors

*  Monitor compliance with Code of Conduct and Ethics, Terms of
Reference and Memorandum of Understanding with the Minister
of Finance

*  Monitor the risk process for the Corporation enterprise-wide
e Review corporate human resource matters

 Evaluate the performance of the President and CEO

¢ Review succession planning for senior management

* Review personnel policies and overall employee compensation
arrangements
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The Corporation is administered by a Board of Directors appointed by the
Lieutenant Governor in Council of Alberta.

QoooooooiC oOoDOooooomuooono Retired executive
Edmonton, Alberta

O0o0Iomoomnooomonoom oo President, Richford Holdings Ltd.
Edmonton, Alberta

J00000000000000000000 A nominated representative from
the credit union system

Edmonton, Alberta

Qooonooooo Associate Counsel,
Miller Thomson LLLP
A nominated representative from
the credit union system

Calgary, Alberta

Onooiooooommeo Partner, Ellis Govenlock LLLP
Edmonton, Alberta
000001000000 000000000n Deputy Minister of Finance
Province of Alberta
Edmonton, Alberta
aooionooooon A corporate director
Rocky Mountain House, Alberta
000100000 Farm business owner

A corporate director

Mundare, Alberta

To receive additional copies of this Annual Report, please fax your
~ request to 780.428.7571 or email: mail@cudgc.ab.ca. This report will
o) be available on our web site at www.cudgc.ab.ca in April 2006.
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