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MANAGEMENT'S

MESSAGE

Afl er a vear of solid growth in
1994, the Canadian

economy stumbled early in 1995.
Higher interest rates and weaker
demand slowed the pace of
business lending. Even though
economic conditions were more
difficult, Caisse centrale
consolidated its financial base
and improved its profitability.

Net interest income grew 13.5%
while provisions [or credit losses
declined. As a result, net
earnings rose $13.8 million or
79.39% to $31.2 million. One of
the main reasons for our
excellent performance in 1995
was the continuous improvement
in our lending portfolio. No new
non-performing loan was
recorded during 1995, These
loans were fully covered at
December 31, 1995, compared
with a coverage ratio of 88% at
the same time last year. The
gross amount for non-performing
loans represented only 0.35% of
total loans, compared with
1.35% at December 31, 1994,
These ratios compared very
favorably with those of the major
Canadian banks at October 31,
1995, The provision for credit
losses charged to the income
statement for the financial year
stood at $8 million compared to
520 million last vear. Losses
were at their lowest level since
1990,

At December 31, 1995, assets
totalled $5.3 billion, down
$93 million or 1.7% from the

previous year due primarily to
the decrease in loans to
federations and the private sector
combined with an increase in

securities.

The securities portfolio stood at
$1.8 billion which represented
33% of total assets at December
31, 1995 compared with 24%
last vear. Although these
securities generate lower profit
margins than do loans, this high
level of liquidities was
maintained throughout the vear
due to economic and political
uncertainties. This prudent
strategy was aimed to ensure
reliable funding sources for the
Desjardins network in the event
of tighter credit on financial
markets. During 1995, Caisse
centrale exceeded regulatory
requirements by an average of
$873 million. Almost 909 of the
securities are issued or
guaranteed by Canada, the
provinces, municipalities, public
and parapublic bodies and
Canadian banks.

The loan portfolio amounted to
$3.5 billion at December 31,
1995, down $530 million or
13.29 from last year. Loans to
the federations decreased by
5493 million to stand at $1.6

billion, as a direct result of high
savings level within the network,
The drop of $31 million in loans
to the public and parapublic
sector stems from the popularity
of the Publi-privilége option,
average use of which was $305
million for the period, a steep
increase of 49% over the

corresponding period.

The decline of $198 million in
loans to the private sector
reflects Caisse centrale strategy
for developing the medium-sized
business market, in cooperation
with the Desjardins network, and
active risk management in the
context of stricter credit policies.
It should be noted, however, that
the decrease in this loan
portfolio was partly offset by
new business generated by the
program of loans to medium-
sized businesses, launched in
cooperation with the network
and by an increase of $129
million from loans to other
Desjardins entities,




At the end of 1995, outstanding
deposit liabilities and
subordinated debentures totalled

$4.77 billion, down $61 million
from last year. Funds raised on
international markets accounted
for 72% (1994: 70%) or $3.4
billion.

In addition, as the financial
agent of the Mouvement
Desjardins, Caisse centrale
managed the distribution and
marketing of Capital Desjardins’
US $200 million issue of senior
notes. This issue provided the
Mouvement with the flexibility it
required to increase its level of
capitalization through the
institutional market to match
that of the banks and to expand
without changing its cooperative
character.

With a view to harmonize its
offer of services to medium-sized
firms, Caisse centrale, as per an
earlier agreement with Trustco
Desjardins, took over
management of Crédit Industriel
Desjardins” productive loan
portfolio, and integrated their
services into its activities.

To extend our partnerships
around the world and to
mutually enlarge our banking
payment network, Caisse
centrale concluded agreements
through the years with major
international financial
institutions such as US Central
Credit Union and DG Bank of
Germany.

During 1995, additional
cooperation agreements were
concluded with Hapoalim Bank
of Israel and the Banque
Centrale populaire du Maroc (of
Morocco).

On the international front, it is
also to be noted that Desjardins
Federal Savings Bank, a wholly-
owned subsidiary of Caisse
centrale and the first
Mouvement Desjardins banking
establishment outside Canada,
achieved profitability during its
third full year of operations.

In 1995, Caisse centrale paid
$38.8 million to the network as
remuneration of capilal stock, up
sharply from $16 million in 1994
and the sums distributed to
members due on account of
charges collected rose to

$6.8 million from $5.8 million in
1994,

Caisse centrale's ratio of capital
to risk-weighted assets and off-
balance financial instruments
reached 19.86% (1994: 19.399%).
This is well above the minimum
prescribed ratio of 8% set by the
Bank for International
Settlements.

To sum up, Caisse centrale
strenghthened its financial base
during 1995 and improved the
various ways it meets clients'
needs in the markets it serves.
Considering the 1996 economic
forecasts, our strategies will be to
cautiously manage our risks
while intensifving development
efforts aimed at medium-sized
businesses and by targeting large
Quebec corporations capable of
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generating benefits for the
Desjardins network.

Vaiods A’}

Claude Béland
Chairman of the Board

S S

Jean-Guy Langelier,
President and
Chief Executive Officer

Montreal
February 9, 1996
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MANAGEMENT’S
REPORT

Mmmgmm‘.m is responsible for preparing the consolidated financial statements and related information
appearing in the Annual Report and for ensuring its reliability and accuracy. The consolidated financial
statements have been prepared in accordance with generally accepted accounting principles and include estimates
based on the best judgment of management.

The accounting system of Caisse centrale Desjardins and related internal controls and procedures are designed to
ensure the reliability of financial information and, to a reasonable degree, to saleguard assets against loss or
unauthorized use. These procedures include quality standards in hiring and training emplovees, an organizational
structure with clearly defined lines of responsibility, written and updated policies and procedures, planning and
follow-up of projects, budget controls by cost centres and divisional performance accountability. The internal
control procedures are supplemented by regular independent reviews of Caisse centrale Desjardins' major areas ol
operations. In addition, in the course of his duties, the Internal Auditor may confer at any time with the Board of
Directors’ Audit Committee. Composed entirely of Directors who are neither officers nor emplovees of Caisse
centrale Desjardins, this Committee ensures that management has fulfilled its responsibilities with respect to
financial information and the application of internal controls. During 1995, the Committee met six times. In
addition, the Ethics Committee, also composed entirely of Directors who are neither officers nor employees of
Caisse centrale Desjardins, monitors the established procedures to identify and regulate conflicts of interests. This
Comunittee met five times.

The Inspector General of Financial Institutions examines the affairs of Caisse centrale Desjardins annuallv to ensure
that the provisions of its constituent legislation, particularly with respect to the protection of depositors, are duly
observed and that Caisse centrale Desjardins is in a sound financial condition.

The independent auditors appointed by the general meeting of members, Ravmond, Chabot, Martin, Paré and
Samson Bélair/Deloitte & Touche, have the responsibility of auditing the consolidated linancial statements in
accordance with generally accepted auditing standards, and their report follows. They may, at any time, confer with
Caisse centrale Desjardins' Audit Committee on all matters concerning the nature and execution of their mandate,
particularly with respect to the accuracy of financial information provided by Caisse centrale Desjardins and the
reliability of its internal control procedures.

Jean-Guy Langelier Claude Béland
President and Chief Chairman of the Board
Executive Officer

Montreal,
February 9, 1996
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AUDITORS'
REPORT

To the Members of Caisse centrale Desjardins

Wc have audited the consolidated balance sheets of Caisse centrale Desjardins as at December 31, 1995 and
1994 and the consolidated statements of income, retained earnings and general reserve and changes in
financial position for the vears then ended. These financial statements are the responsibility of Caisse centrale
Desjardins’ management. Our responsibility is to express an opinion on these financial statements based on our
audits.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position
of Caisse centrale Desjardins as at December 31, 1995 and 1994 and the results of its operations and the changes in
its financial position for the vears then ended in accordance with generally accepted accounting principles.

’ //""'H |
W Dbl 22, N szt LAl Tt T, i ™

General Partnership General Partnership
Chartered Accountants Chartered Accountants
Montreal,

Februarv 9, 1996
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CONSOLIDATED BALANCE SHEETS

as at December 31

(i Hhouseands dollars )

1995

1994

ASSETS
Cash Resources
Cash and deposits with Bank of Canada

Securities (note 3)
Investment account

Trading account

Loans
Day, call and short loans to investment
dealers and brokers, secured
Other loans {notes 4 and 5)

Other
Fixed assets, less accumulated depreciation

Other assets (note 6)

LIABILITIES

Deposits (note 7)
Payable on demand
Pavable on a fixed date

Other Liabilities (note 8)
Subordinated Debentures (note 9)
MEMBERS' EQUITY
Capital Stock issued and paid (note 10)
409,403 shares

Retained Earnings
General Reserve

ﬂ_ . 'glf {: :‘]i“ Board, (//%4&

Director Director

S 10,560

1,650,733
119,086

—_— e

1,709,819

e s

60,000
3.419,199
3.479.199

1,709
74,195
73,904

$5.335,482
$ 228,339

4,699,024

70477

409,403
28,940
438.343

$ 5,335,482

st P, 3OS

-

S 40,789

1,127,550
173,204

1,300,554

e B

4,008,505
4,008,565

1723
76,848

78,571

$5.428,479

S 210,587
4,552,852
4,763,439

153,988

e o b DA B

60,99]

—ry T

409,403
5,718
28,940
444 061

55,428,479
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CONSOLIDATED STATEMENTS OF INCOME
for the years ended December 31

(in thousands of dollars) 1995 1994

Interest Income

Loans $ 284,990 $ 205,984
Securities 147.557 77,763

432,547 373,747
Interest Expense 374,908 322,944
Net Interest Income 57,639 50,803
Provision for credit losses 7,958 20,067
Net Interest Income After Provision for Credit Losses 49 681 30,736

Other income

Service charges on checking and deposit accounts 0287 10,223
Credit fees 324 453
Foreign exchange revenue 1,914 866
Other 1.700 1.504
3,295 13.046
62,906 43,782

Non-Interest Expenses
Salaries and benefits 11,258 10,680
Premises, equipment and furniture, including depreciation 5,243 40972
Other 6,604 5,299
_23.105 20951
Net Income Before Income Taxes 39,801 22,831
Income taxes (note 12) 8,617 5,437
Net Income $_31.184 S_17.394

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
AND GENERAL RESERVE
for the years ended December 31

(in thousands of dollars) 1995 1994

Retained Larnings

Balance at beginning of year $ 5,718 $ 6,052
Net income for the year 31,184 17,394
Remuneration of capital stock and

other payments to members (45,564) (21,822)

Recovery of income taxes related to the
remuneration of capital stock and other

payments to members (note 12) 8.662 4,094
Balance at end of year 5 — $_5.718

General Reserve
Balance at beginning and end of year $_28,940 528,940



CONSOLIDATED STATEMENTS OF CHANGES
IN FINANCIAL POSITION

for the years ended December 31

(in thousands of dollars) 1995 1994

Cash flows from operating activities

Net income S 31,184 S 17,394

Items not affecting cash resources
Provision for credit losses 7,958 20,067
Depreciation of fixed assets 679 610
Deferred income taxes (362) (4,109)
Net change in other assets 3015 053
Net change in other liabilities 2,087) (8.410)
40,387 26,505

Cash flows used in financing activities

Decrease in deposits (60,929) (262,826)
Obligations related to securities sold short (33,850) 49 761

Remuneration of capital stock and

other [JH_\’IHL‘H{S to mmnhors, net

of related recovery of income taxes (28,3106) (17.730)
(123.095) (230.795)

Cash ftlows from investing activities

Net decrease (increase) in:

Securilies (469,265) (192,549)
Loans 522 408 427,068
Fixed assets (664) (252)
52479 234 867
Net increase (decrease) in cash resources (30,229) 30,577
Cash and deposits with Bank of Canada at beginning of vear 40,789 10,212
Cash and deposits with Bank of Canada at end of year $_ 10,560 $_ 40789
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NOTES TO THE
CONSOLIDATED
FINANCIAL STATEMENTS

December 31, 1995 and 1994
(All tabular figures are in thousands of dollars)

1. INCORPORATION

Caisse centrale Desjardins was established on June 22, 1979, by an Act of the Quebec Legislature (An Act to
amend the Act relating to La Confédération des caisses populaires et d'économie Desjardins du Québec), which Act
was replaced on June 22, 1989 by an Act relating to the Mouvement des caisses Desjardins (1989 5.Q)., chap. 113).
Caisse centrale Desjardins is a cooperative institution that is also governed by the provisions of the Savings and
Credit Unions Act relating to credit unions and federations (1988 S.Q., chap. 64).

2. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of Caisse centrale Desjardins are prepared in accordance with generally
accepted accounting principles in Canada. The significant accounting policies are summarized below.

CONSOLIDATION

The consolidated financial statements include the assets and liabilities and results of operations of Desjardins
Federal Savings Bank, Caisse centrale Desjardins' wholly-owned subsidiary, after elimination of intercompany
transactions and balances.

SECURITIES
Securities include investment account and trading account securities. Obligations related to securities sold short
are included in "Other liabilities".

Investment account securities are purchased with the original intention to hold them to maturity or until more
attractive transactions are available. These securities are recorded at amortized cost. Premiums and discounts are
amortized over the terms of the related securities on the straight-line basis.

Amortization of premiums and discounts, gains and losses realized on the disposal of securities held for purposes
other than hedging as well as write-downs in the value of securities to reflect permanent impairment in value are
included in income in the period in which they occur and recorded in "Interest income from securities” in the
statement of income. Gains and losses realized on disposals of securities purchased for hedging purposes are
deferred and recognized in income over the expected remaining life of the hedged item.

Securities of the trading portfolio, which are purchased for resale over a short period of time, are stated at
estimated current market value. Gains and losses realized on disposal, and unrealized valuation adjustments are
included in "Interest income from securities” in the statement of income.
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LOANS
Loans are stated at their principal value, net of a cumulative allowance for credit losses unamortized discounts
and unamortized loan fees. If considered necessary, collateral is required [rom customer under various forms.

Interest income is recorded on the accrual basis. Loans are placed on a non-accrual basis whenever: a) there is
doubt regarding the collectibility of principal or interest or, b) when payment of interest is ninety days past due,
Upon classification of a loan to a non-accrual basis, any previously accrued but unpaid interest thereon is reversed
against interest income of the current period. Subsequently, amounts received on non-accrual loans are recorded as
interest income only if management has determined that the loan does not require a specific provision for loss;
otherwise, interest received is credited to capital.

Non-accrual loans are restored to an accrual basis when principal and interest payments are current and there is
no longer any reasonable doubt regarding collectibility.

Fees received on new loans, restructured or renegotiated loans are considered as adjustments to loan vield and
recognized as "Interest Income” over the expected term of such loans. Where there is a reasonable expectation that
a loan will result, commitment and standby fees are also recognized as "Interest Income” over the expected term of
the resulting loan. Otherwise, such fees are recognized as "Other Income" over the commitment or standby period.

CUMULATIVE ALLOWANCE FOR CREDIT LOSSES

A cumulative allowance for credit losses is maintained at a level which is considered adequate to absorb losses,
This allowance is established for anticipated losses on loans and off-balance sheet items. The allowance for off-
balance sheet items is included in "Other Liabilities”. The cumulative allowance for credit losses is increased by the
provisions charged to the statement of income and reduced by the write-offs net of recoveries. Credit risks are
reviewed regularly by management and specific provisions are established as a result of an evaluation of each
outstanding loans. Caisse centrale Desjardins also maintains a provision for doubtful accounts for anticipated credit
losses. This provision, which is prudent in nature, is based on the economic conditions and trends of particular
industries or certain groupings of credits in the loan portfolio,

Loans are written off after all reasonable restructuring or collection activities have taken place and the
possibility of further recovery is considered to be remote.

DERIVATIVES

Derivatives are used mainly to manage Caisse centrale Desjardins’ own exposure to interest rate and f reign
currency exposure and as intermediary for the Desjardins’ network. Any income or expense associated with
transactions used for hedging purposes is recorded over the life of the agreements. Transactions related to trading
activities are marked to market, with the resulting gains and losses recognized immediately in the statement of
income.
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FIXED ASSETS

Iiixed assets are recorded at historical cost and depreciated over their estimated useful lives in accordance with
the following methods and annual rates:

Classes Methods Rates

Office furniture and equipment Diminishing balance 20 %

Computer equipment Diminishing balance 30 %

Computer software Straight-line 20 9%

Leasehold improvements Straight-line Term of the leases

FOREIGN CURRENCY TRANSLATION

Assets and liabilities denominated in foreign currencies are translated at rates prevailing on the balance
sheet date; income and expenses are translated at the average rates prevailing during the year. Foreign exchange
trading positions, including spot and forward contracts, are valued at prevailing market rates and the resulting gains
and losses are included in "Other income”.

INCOME TAXES

Caisse centrale Desjardins provides for income taxes using the tax allocation method. The recovery of
income taxes shown in the statement of retained earnings relates to the remuneration of capital stock and other
payments to members which, for income tax purposes, are deductible. Deferred income taxes resulting from
cumulative timing differences as well as income taxes recoverable or payable are included either in "Other assets" or
"Other Liabilities", as applicable.

NEW ACCOUNTING STANDARDS

Effective financial vear 1996, the Canadian Institute of Chartered Accountants, Handbook section 3025
on impaired loans, will be implemented. Under these recommandations, impaired loans are to be recorded at
estimated realizable amounts which are defined as the present value of the expected future cash flows. Application
of this accounting method has no impact on the financial condition and results of operations of Caisse centrale
Desjardins and consequently no adjustment is required to "Retained Earnings” as at January lst, 1996.



3. SECURITIES

1005 1004
Maturity
Within o3 3105 Chwver Carryving Estimated Carrving Estimated
1 year years years 5 vears Value Market value Market Value

Value

INVESTMENT ACCOUNT
SECURITIES

Issued or guaranteed by
Canada

Provinces munin‘il'z;lf, puHi\‘ or
school corporations in Canada

Securities of ULS. Treasury and
other LS. Agencies

Other securities
Securities of Canadian issuers
- banks

- members

- other Desjardins entities
- other issuers

Securities of other foreign issuers

Total investment account
securites

TRADING ACCOUNT
SECURITIES

Issued or guaranteed by

Canada

Provinces, municipal, public or
school o rporations in Canada

l'otal rading account securities

Total securities

Unrealized gain (loss)

$ 554 036
260 950

0] 403

[
h OG7

19643

0878

$202120 $ 28652
274289

5562 1 978

12 736

$ 10496

ey

28

30 7

$ 795304

0068 539

101 364

0 878

$ 803451

080 776

Q9 831

. 8]

73007

G807

$ 287 874

057 472

37511

$

289004

050 796

30 768

$II4TU“T

$464 707  $124202

$ 83857

$ 1650733

$1670015

$11271350

$110046%

s

coc
D21

22 743

$ 42470 § 4] 081

387 4069

33074

$ 85112

33974

$ 23268

$ 42 866 $ 46050

$ 119086

$ 119080

[

071 235

7 573

=
A
W
~J

$ 1769819

$ 1789101

$ 1300 554
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4. OTHER LOANS

1995 1994
Public and parapublic institutions $ 263,801 $ 294,565
Banks 3,304
Members 1,567,283 2,060,133
Other Desjardins entities 929,374 799 503
Other - private sector 678.1406 902,103

3,441,908 4,056,304
Cumulative allowance for credit losses (22.709) (47.739)
$3.419.199 $4.008.565

Non-accrual loans $ 12,076 $ 54,001
Cumulative allowance for credit losses (22.709) (47.739)

Total net non-accrual loans

5. CUMULATIVE ALLOWANCE FOR CREDIT LOSSES

$(__10.633)

$ 6,262

1005 1994
Balance at beginning of vear $47,739 $ 97,003
Provision for credit losses 7,958 20,067
Write-offs (31,988) (69,331)

Allocation to the provision for off-balance sheet items
Balance at end of year

Consisting of:
Specific provisions

(1.000)

$ 4,200

$.47,739

$ 29 200

Provision for doubtful accounts 18,509 18,539
Total $22.709 $47.739
6. OTHER ASSETS

1995 1994
Accrued interest $50,223 $46,206
Income taxes recoverable 1,831
Deferred income taxes 3,796 3,434
Other 18,345 27,208

$74,195

& o
~]
(e
[o4)
N
[es}
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7. DEPOSITS

1995 1994
Canada $ 28,739 S 21,004
Provinces 42 604 61,756
Banks 526775 278,078
Members - for clearing purposes 7,424 18,745
- for other purposes 833,601 485,089
Other Desjardins entities 148,786 273,944
Other 3,111,035 3 624,763
S$4.690.024 54 763,439

8. OTHER LIABILITIES
1995 1994
Accrued interest S 67,035 $ 63,492
Income taxes pavable 4712
ODbligations related to securities sold short 38,516 72,3006
Cheques and other items in transit, net 3,003 8,236
Remuneration of capital stock pavable 8,587 -
Other 8407 5,182
$127.638 $153,988

9. SUBORDINATED DEBENTURES

The debentures are obligations whose repayment is subordinated to the claims of depositors and other creditors.
Denominated in Luxembe wrg Francs with a nominal value of 1,500,000,000 - Canadian equivalent of $ 70,477,000
- and maturing on December 4, 2002, the subordinated debentures are not redeemable and they bear interest at the
annual rate of 8.5 %. In relation with these subordinated debentures, Caisse centrale Desjardins entered into
hedging transactions to eliminate foreign exchange exposure.

10. CAPITAL STOCK

The capital stock of Caisse centrale Desjardins is composed of the shares subscribed for by its members. The par
value of each share is $1,000 and no share can be issued without having been fully paid for. Except with the prior
written approval of the Inspector General of Financial Institutions, Caisse centrale Desjardins shall not redeem the
shares held by a member applving therefor; the redemption of shares shall be made at par value and must not leave
Caisse centrale Desjardins with an insufficient capital base to meet its requirements. Caisse centrale Desjardins
shall not, however, redeem more than 10% of its shares during anv one fiscal vear.
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11. REMUNERATION OF CAPITAL STOCK
The Act incorporating Caisse centrale Desjardins stipulates that the Board of Directors can declare interest on
shares; it then determines the terms of payment thereof. It cannot declare or pay interest on shares if this would

render Caisse centrale Desjardins insolvent or decrease the paid-up capital stock.

12. INCOME TAXES
The income taxes as shown in the financial statements are detailed as folows:

1995 1994

Statements of income $ 8,617 $ 5,437
Statements of retained earnings
Recovery of income taxes related to the remuneration
of capital stock and other payments to members (8,662) (4.094)
Total income taxes $_ (45) $ 1,343
Current and deferred income taxes are as follows:

Current $ 317 $ 5,452

Deferred 362) (4.109)
Total income taxes $__(45) $1.343

No recovery of income taxes related to the results of the subsidiary was recorded in 1994; this explains the
difference between the statutory rate as adjusted for the large corporations’ tax and the effective rate. In 1995, this
difference is not material,

13. OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

In the normal course of business, Caisse centrale Desjardins offers its customers various off-balance sheet
instruments to meet their needs for liquidity and foreign exchange and interest rate protection. Caisse centrale
Desjardins uses some of these instruments to hedge its own exposure to foreign exchange and interest rate risks.

All off-balance sheet financial instruments are subject to normal credit standards, financial controls and other
usual monitoring procedures that are normally applied. In the opinion of management, these transactions do not
represent an unusual risk and no material losses are anticipated as a result of these transactions.

FINANCIAL INSTRUMENTS WITH CONTRACTUAL AMOUNTS REPRESENTING CREDIT RISK

The primary purpose of the instruments is to ensure that funds are available to a customer as required. Caisse
centrale Desjardins' policy with respect to collateral security for these instruments are generally the same as for the
loans.

Guarantees and standby letters of credit, which represent irrevocable assurances that Caisse centrale Desjardins
will make payments in the event that a customer cannot meet its obligations to third parties, carry the same credit
risk as loans. Cash requirements under guarantees and standby letters of credit are considerably less than the
amount of the commitment because Caisse centrale Desjardins does not generally expect the third party to draw
funds under the agreement.

Commitments to extend credit represent unused portions of authorizations to extend credit in the form of loans,
guarantees or letters of credit. Caisse centrale Desjardins is exposed to a credit risk in an amount equal to the total
unused commitments. However, most commitments to extend credit are comingcm upon customers maintaining
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specific credit standards. Le nger-lerm commitments are closely monitored because they have a greater degree of
credit risk than shorter-term conunitments.

The total outstanding contractual amount of commitments to extend credit does not necessarilv represent future
cash requirements, since many of these commitments will expire or terminate without being funded.

The following table discloses the contract amount and the risk-weighted balance, which is based on the rules of
capital adequacy as prescribed by the Bank for International Settlements (BIS).

19905 1994
Risk- Risk

Contract weighted Contract weighted

Amount balance Amount balance
Guarantees and standbv letters of credit $ 153.015 $ 46,713 § 202 900 & 7877
Commitments to extend credit
(original term to maturity):
® more than one vear 772.307 225,164 477.653 145,115
® one vear or less and conditionals 5,179.773 4,147 4.559.093 10,441
Total $6.105.095 $276.024 £5.329.6406 $228.433
DERIVATIVES

Caisse centrale Desjardins uses derivatives on interest rates and f¢ reign exchange mostly to manage its own
exposure and as intermediary for the Desjardins network.

Interest rate contracts include interest rate swaps and forward rate agreements. Interest rate swaps are
transactions in which two parties exchange interest flows on a specified notional principal amount for a
predetermined period based on agreed-upon fixed and floating rates. Principal amounts are not exchanged.
Forward rate agreements are interest rate futures, negoliated between two counterparties which call for a cash
settlement at a future date for the difference between a contractual rate of interest and the current market rate.

Foreign exchange forward contracts include spot and forward contracts and currency swaps. Foreign exchange
forwards contract represent commitments to exchange two currencies at a specified future date based on a rate
agreed by both parties at the inception of the contract. Foreign exchange spot contracts are similar to forward
contracts except that delivery is within two business davs of the contract date. Caisse centrale Desjardins enters
into these contracts to service the needs of customers and to manage its own asset/liability exposure.

Caisse centrale Desjardins uses currency swaps and cross currency interest rate swaps exclusively to manage
its own aasct,«’liahilil_\«' exposure. For CTOSS-CUTTENCY swaps, fixed interest pavments and notional amounts are
exchanged in different currencies. For Cross-currency interest rate swaps, notional amounts and fixed and floating
interest payments are exchanged in different currencies,

Credit risk is managed within the authorization limits granted to customers.

The following table summarizes the derivative portfolio and related credit exposure of Caisse centrale
Desjardins.



% Notional amount - represents the amount to which a rate or price is applied in order to calculate the
exchange of cash flows.

% Replacement cost - represents the cost of replacing, at current market rates, all contracts which have a
positive fair value. The amounts do not take into consideration legal contracts which permit offsetting of
positions or any collateral which may be obtained.

¢ Future credit exposure - represents the potential for future changes in value based upon a formula

prescribed by the BIS.

.

% Credit risk equivalent - represents the total or replacement cost and future credit exposure.
% Risk-weighted balance - represents the credit risk equivalent, weighted according to the creditworthiness of

the counterparty, as prescribed by the BIS.

1095 1904

Notional Replacement  Future credit Credit risk  Risk-weighted Risk-weighted

amount cost cxzosnn‘ e(] uivalent balance balance

Interest Rate Contracts

Swap contracts $ 4,570,413 $ 45,731 $ 11,640 $57371 $ 14,805 $ 15,669
Forward rate agreements 61,601 70 .- 70 14 80
Total interest rate contracts S 4,038,074 $ 45,801 $ 11,640 557,441 S 14,819 $ 15,749

Foreign exchange contracts

Spot and forward contracts $2.611244 $ 13,381 $ 28,237 $41,618 $ 8,493 $ 17,383
Swap contracts 2,986,018 40,849 131,802 181,651 37,115 27,225
Total foreign exchange contracts § 5,597,802 $ 63,230 $160,039 $223.269 § 45,608 $ 44,008
Other exchange-traded contracts

Options purchased $ 21445 --- 1,716 $ L1716 $ 343 $ 214
Options written 21445 --- --- e ---
Total other exchange-traded contracts $ 42,890 1,716 $ 1716 S 343 $ 214
Total derivatives $10,278,826  $109,031 $173,395 $282,426 $ 60,770 $ 60,571
Replacement cost

Derivatives other than trading $ 73,607 $ 00,620
Trading derivatives 35424 37.247
Total $109,031 $127,867




Most of the replacement cost is related to transactions entered into with banks, members, other Desjardins
entities and public and parapublic corporations.

The following table presents the term to maturity of the notional amounts of the derivatives.

Term to maturity

Within lto3 3105 Over 1995 1994

1 vear vears vears 5 vears Total Total
Interest Rate Contracts
Swap contracts $2,198 441 $1.711.210 $596,697 § 70,005 $4576413 $ 4,747,526
Forward rate agreements 01,601 --- --- 0l,001 381,242
Total interest rate contracts $2,260,102 $1,711,210 $596,607 $ 70,065 $ 4,038,074 $ 5,128,768
Foreign exchange contracts
Spot and forward contracts $2,535,080 $ 58512 $ 17,652 S $2,011,244 $3,516,192
Swap contracts 864,219 1.385,491 55.304 081,604 2,986,018 2.427.007
Total foreign exchange contracts $3,399,299 51,444,003 $ 72,956 $681,604 $ 5,507,802 $ 5,943,199
Other exchange-traded contracts
Options purchased --- $ 17,925 5 3,320 S 21,445 $ 21,445
Options written - 17,925 3,520 --- 21,445 21445
Total other exchange-traded $ 35850 $ 7.040 $ 42890 $ 42,890
contracts
Total derivatives $5,059,401 $3,191,063 $670,603 $751,669 $10,278.8206 $11,114.857

14. LEASE CONMMITMENTS

Future rental commitments for long-term leases expiring up to 2005 amount to $ 7,086,000, The annual
rental pavments for the next five vears are $ 768,000 in 1996, S 828,000 in 1997, § 860,000 in 1998, $ 865,000 in
1999 and $ 874,000 in 2000.

15. OTHER TRANSACTIONS WITH THE DESJARDINS GROUP
These transactions with members and other entities of the Desjardins Group represent those not disclosed
elsewhere in the financial statements.,

Under the Incorporating Act, the member federations are not restricted parties with respect to Caisse centrale
Desjardins. Thus, various transactions, notably lending operations are entered into at more favorable terms than
those with unrelated parties. These transactions are done through the normal course of business and accounted for
at the exchange value.

Transactions with other entities of the Desjardins Group are done at similar conditions then those with
unrelated parties.
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Other assets

Other liabilities
Interest income
Interest expense
Other income

Non-interest expense

16. PENSION PLAN
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1994

1995
Member Other entities of Member
federations the Desjardins federations
Group

$21,472 $ 13,571 5 28,604
11,034 2,245 8,724
142,800 69,005 194,700
56,577 13,604 29.673
127 1,080 44
96 3,734 59

Other entities of
the Desjardins
Group

$ 9,614
2,483
49,073
10,602
[,196

3,324

Caisse centrale Desjardins has an employee pension plan with which all emplovees are registered automatically

at age 25 on a joint contributorv basis.
J b

An actuarial valuation of the pension plan is performed at least every three vears. As at January 1, 1994, the

date of the latest valuation, the pension plan was fully funded.

The total pension expense arising from emplover contributions aggregated $ 915,000 for the year ended
December 31, 1995 (1994 - $ 746,000).

17. SEGMENTED INFORMATION

Caisse centrale Desjardins has a dominant industry segment whose income is from interest on loans and

securities and other related activities essentially in Canada.
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FINANCIAL HIGHLIGHTS
As at December, 31

(in thousands of dollars) 1995 1994 1993 1992 1991

Results of operations

Net interest income 57,639 50,803 50,537 56,519 006,712
Other income 13,225 13,046 13,973 18,402 13,943
Net income 31,184 17,394 15,0006 4 259 406,284
Return on average assets 0.50 % 0.31% 0.26 % 0.08 9% 1.10 %
Return on members’ equity 7.02 % 391 9% 3.42 Y% 0.94 94 10.35 %

Financial condition

Total assets 5,335,482 5,428,479 5,650,905 06,440,169 5,087,090
Securities 1,769,819 1,300,554 1,108,005 1,088,628 893 5306
Loans 3,479,199 4,008,565 4,456,300 5,198,530 4.017.961
l)(‘p().‘;'ll s 4,699,024 4,763,439 5,037,290 5,808,185 4,549,602
Subordinated debentures 70,477 66,99] 55,960 58,594 _—
Members' equity 438,343 444,061 444,395 438,343 454,097
Capital ratio - BIS risk-based 19.86 % 19.39 9% 17.22 % 16.03 % 15.40 %

Other information

Remuneration of capital stock 38,804 16,000 5,000 17,621 39 4806
Other payments to members 0,760 5,822 06,0206 0,540 7.327
Percentage of funds issued on

international markets 72 % 70 Y% 53 % 50 % 46 %
RATINGS
Despite more rigorous requirements by ratings agencies, the high credit ratings of Caisse centrale remained

unchanged for the eighth consecutive vear. The federations’ commitment to maintain minimum capital ratios and
the availability of stand-by lines of credit by Caisse centrale are only some of the factors at the basis of this stability.
The ratings are as follows:

Short-term Medium and long-term
Moodv's P-1 Aa3
Standard & Poor's A-1 + AA
D.B.R.S. R-1 M AA
C.B.R.S A-1 + A+



%

MANAGEMENT’S ANALYSIS
OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

This report compares the
financial condition and
results of operations of Caisse
centrale Desjardins for the vears
ended December 31, 1995 and
1994, It also discusses Caisse
centrale's forecast and credit risk
management strategy.

EVIEW OF THE
ECONOMY

The year 1995 was marked by a
noticeable economic slowdown
in Canada. Our economy's
moderate performance followed
on the heels of impressive results
recorded in 1994. Canadian
economic expansion declined by
almost one half compared with
the previous vear, and the
growth in gross domestic product
decreased from 4.6% to 2.5%.
Deceleration in the US economy,
combined with interest rate hikes
ecarly in the vear, had a

devastating effect on an economy

already made fragile by ongoing
structural problems.

Domestic demand was rekindled
in 1994 but stagnated in 1995.
Debt concerns coupled with
persistently high interest rates
limited the growth potential of
the Canadian economy. The
private sector continued to create
jobs, but at half the 1994 rate.

However, these gains were offset
by public sector job losses.

Public spending cuts went even
deeper in 1995 and were
accompanied by reduced
economic activity. Corporate
investment propped up domestic
demand and remained fairly
vigorous in 1995, Increased
corporate profits helped more
than anything else to maintain a
climate of confidence in the
business community.

The financial climate remained
very volatile in 1995, with the
Mexican monetary crisis
occurring early in the year. The
setbacks of the Mexican peso
affected the Canadian dollar,
which tumbled to 70 cents US
after trading at 73 cents US
before the crisis. Short and long-
term Canadian interest rates
reacted by climbing sharply, a
trend reinforced by rising interest
rates in the United States.

In Canada, the state of public
finances worried international
investors. The budget period was
marked by volatility.
Internationally, the American
dollar was in crisis because of
continued economic sluggishness
in the United States,
compounded by the US federal
government and current account
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deficits. The Canadian dollar
experienced even stronger
downward pressure, and short-
term interest rates rose to 8.5 %,

The economic slowdown in the
United States and Europe
triggered a drop in interest rates
as the vear progressed. During
the Quebec referendum
campaign, however, Canadian
financial markets once again
became temporarily volatile.
They ended the year on a calmer
note, though, in anticipation of
healthier provincial and federal
public finances. Canada's
current account balance
improved significantly in 1995 as
well, with a higher trade surplus
and reduced tourism deficit. By
vear-end 1995, the gap between
Canadian and US interest rates
had narrowed, 3-month treasury
bills were trading at
approximately 5.5%, or 300 basis
points lower than their peak for
the vear, and the Canadian
dollar stood at 73.25 cents US.

During 1996, the pace of
economic activity is e.\pected to
increase, given a stronger US
economy and lower interest
rates, especially during the first
six months of the vear.

Even if the Bank of Canada
wanted to soften the monetary
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policy in 1996, inflation will
remain low. The Bank of
Canada’s main goal should
remain the promotion of strong
economic growth and a low
inflation rate. Under these
conditions, interest rates would
remain as low as possible,
sustaining the narrow gap
between Canadian and American
rates and putting pressure on the
value of the Canadian dollar.

On the other hand, the dollar is
expected to recover in relation to
its US counterpart as a result of
the positive impact made by
public spending restraint in
Canada, combined with a
substantial drop in our current

account deficit.

FINANCIAI.. HIGHLIGHTS

Despite the gloomy economic
climate, Caisse centrale
continued to respond actively to
market changes by continuing to
implement a sound management
approach consistent with
strategies developed during
previous vears. The following
achievements demonstrate the
success of this approach:

HIGHER NET INCOME

The net income for the 1995
financial vear stood at $31.2
million, an increase of 79.3% or
513.8 million over 1994, This
impressive growth can be
attributed to the improved
quality of assets which made
possible a reduction in the
provision for credit losses, as well
as to a higher return from liquid
management assets. These
factors helped to offset the
effects of lower revenues from
loans to the private sector and
higher income taxes.

With the growth in net income,
the return on average assels
increased from 0.31% to 0.56%,
a remarkable improvement given
the high proportion of liquidities
maintained during 1995.
Although these securities involve
little risk, they generate lower
profit margins than do loans.
Securities accounted for 349% of
average assets in 1995, compared
to 25% in 1994,

IMPROVED ASSET QUALITY
Caisse centrale consolidated its
financial position bv continuing
to streamline its loan portfolio
and by joining with the
Desjardins network to make
mediume-sized business the focus
of its corporate development
strategv. The result was a
substantial reduction of
outstanding problem loans, as
the following statistics show.
Nearly 76% of the $210 million
in reimbursements recorded for
the private sector portfolio in
1995 were high-risk loans. The
provision for credit losses for the
financial vear stood at $8
million, down from $20 million
the previous vear. Caisse
centrale succeeded in lowering its
credit losses for a third

consecutive vear.

Non-accrual loans stood at $12
million, a drop of $42 million or
7 8%, :\L‘(‘()rding to risk ratings
set out in Caisse centrale's
general credit policy, 91% of the
private sector portfolio was made
up of loans in the excellent, very
good and good categories, up
from 84% at December 31, 1994,
By year-end, no new non-
performing loans had been
recorded. The non-accrual loans
were fully covered at December
31, 1995, compared with a
coverage ratio of 88% at the
same time last vear. Finally, the
gross amount of non-performing
loans represented only 0.35% of
total loans, compared with
1.35% at December 31, 1994,
These ratios compared very
favourably with those of the




major Canadian banks at
October 31, 1995,

INCREASED LOANS TO MEDIUM-
SIZED BUSINESS

More than 30 caisses throughout
the federations conducted new
business totalling $122 million
with 35 businesses during the
financial year. These figures
compare well with the previous
vear, when the volume of new
business stood at $69 million
and involved 20 companies and
19 caisses.

PREVENTIVE MANAGEMENT OF
LIQUIDITIES AND FUNDING
SOURCES

Caisse centrale maintained a
high level of liquidities in
response to the political and
economic uncertainty that
marked 1995, This was a very
prudent strategy, aimed at
ensuring reliable funding sources
for the network in the event of
tighter credit on financial
markets. During 1995, Caisse
centrale exceeded regulatory
requirements by an average $873
million. It continued to rely on
international funding sources,
which made up 72% of the
deposit liabilities and
subordinated debentures at
December 31, 1995, for a total
of $3.4 billion.

MAJOR ISSUE BY CAPITAL
DESJARDINS INC.

As the Mouvement Desjardins’
financial agent, Caisse centrale
managed the distribution and
marketing of Capital Desjardins'
US $200 million issue of senior
notes. This issue provided the
Mouvement with the flexibility it
required to increase its level of

capitalization through the
institutional market to match
that of the banks and to expand
without changing its cooperative
character. Caisse centrale was
granted a mandate by the Board
of Directors to assume the
responsibility of distributing and
marketing the issue. Credit
ratings equivalent to those
usually granted for similar
securities issued by the major
Canadian banks were obtained.

STRONG CREDIT RATINGS

The credit ratings of Caisse
centrale remained unchanged for
the eighth consecutive year
despite stricter requirements by
the rating agencies. These
excellent ratings have enabled
Caisse centrale to maintain the
cost of the funds it raises and to
provide the Mouvement
Desjardins with ready access to
the Canadian and international
debt securities markets.

PROFITABILITY AT DESJARDINS
FEDERAL SAVINGS BANK
Desjardins Federal Savings Bank,
a wholly-owned subsidiary of
Caisse centrale and the first
Mouvement Desjardins banking
establishment outside Canada,
achieved profitability during its
third full year of operations and
continues to offer a full range of
products and services to
Desjardins members in Florida.

SERVICES OFFERED TO THE
DESJARDINS NETWORK

To harmonize its offer of services
to mediume-sized firms, Caisse
centrale took over management
of Crédit Industriel Desjardins
(CID) productive loan portfolio,

and integrated the offer of
services into its activities, in
keeping with an earlier
agreement with Trustco
Desjardins. These actions

permitted Trustco Desjardins to
benefit from major savings at the
non-interest expense level.

In order to coordinate operations
more efficiently and earn savings
for the whole Mouvement,
Caisse centrale integrated the
cash management of the
federations, as well as the
treasury management of the
Confederation, the Société de
services des caisses Desjardins
and its subsidiaries.

Caisse centrale also implemented
a package of new financial
products, as well as a sharing
program for fees and interest
rebates aimed at attracting loans
for medium-sized businesses
referred by the Desjardins
network. Cooperation
agreements were signed with four
federations in order to increase
business development initiatives
targeting import and export
firms.

In 1995, the fifteenth
anniversary of Caisse centrale,
the remuneration of capital stock
topped $38.8 million, which
represents an average return on
investment of 8.8%, a full 1.7%
higher than the average rate for
90-day bank acceptances. This
performance should be evaluated
in light of Caisse centrale’s
mission considering that a very
large proportion of transactions
with members are carried out
under favourable terms.
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CAPITAL ADEQUACY

At the end of 1995, Caisse
centrale's ratio of capital o risk-
weighted assets and off-balance
financial instruments reached
19.86%, compared with 19.39%
in 1994, This is well above the
minimum prescribed ratio of 8%
set by the Bank for International
Settlements.

A more detailed analysis of these
results is included in the

following sections.

ET INTEREST
INCOME

Net interest income is the
difference between the amount
Caisse centrale earns from assets
such as loans and securities and
the amount it pavs on interest-
bearing instruments such as
deposits and subordinated
debentures. It is affected by
interest rate fluctuations, funding
supply strategies and by the mix
and composition of its financial
instruments, whether interest-
bearing or not. Capital and
liabilities exempt from interest
decrease the need for outside

interest-bearing funds.

Net interest income climbed by
$0.8 million, or 13.5%. As Table
I shows, the net interest margin
grew from 0.90% in 1994 to
1.03% in 1995, This increase was
mainly due to higher interest
rates and the lower cost of non-
productive assets. As mentioned
previously, Caisse centrale’s
strategy in 1995 was to maintain
a high level of liquidities in order
to cover possible cash
requirements arising from
uncertainty on the financial
markets. These factors helped to
offset a drop of $533 miillion or
[3% of the average loan volume
(excluding day to day loans). It
should be noted that liquidities
generate a lower net margin than
loans, and that higher average
volume does not have the same
degree of impact on the interest
margir.

The decrease of $234 million or
24% in loans to the private
sector resulted from a stricter

lending policy. Caisse centrale
obtained substantial
reimbursements of high-risk
loans during the vear. In 1996,
Caisse centrale intends to work
closelv with the network to
increase its market share, by
intensifving development efforts
aimed at medium-sized business
and by targeting large Quebec
firms capable of generating
positive results for the
Mouvement Desjardins. The
reimbursement of problem loans
in 1995, considering their higher
margins, should however result
in some narrowing of the interest
margin.



Table 1
NET INTEREST INCOME ON AVERAGE ASSETS AND LIABILITIES

For the years ended December 31

(in thousands af dollars) 1995 1994
Average Average Average Average
balance(3) Interest rate balance(3) Interest rate
ASSETS
Securities 1,913,464 147.557 7.71 % 1.414.262 77.763 5.50 %
Loans
Day to dav 98,488 6,944 7.05 102,436 8.326 5.13
Members 1,012,421 131.049 8.13 2.034.768 151.182 7.43
Other Desjardins entities §17.981 67.301 8.23 686.059 47.588 6.94
Public and parapublic sector 304,863 24.812 8.14 312,918 23,316 745
Private sector (1) 746,356 70,920 9.50 980,404 73,953 7.54
Other (2) - (16.036) --- (8.381)
3,580.109 284,990 7.96 4,176,585 295,984 7.09
Total interest -
bearing assets 5.493.573 432,547 7.87 5.590.847 373,747 6.68
Other assets 54,820 --- -=s 83,978 s
TOTAL ASSETS 5.578.390 432 547 7.75 5.674.825 373.747 6.59
LIABILITIES AND MEMBERS' EQUITY
Deposits and debentures
Demand deposits 221,538 12,283 5.54 183.105 7,202 3.93
Fixed-term deposits 4,692,200  356.638 7.60 4,789,705 310,048 6.47
Debentures 70430 5.987 8.50 66,991 5.694 8.50
Total interest -
bearing liabilities 4,984,174 374.908 Fd2 5.039.801 322,944 6.41
Other liabilities 145,488 = 185,000
Members' equity 448.737 449,925 o -
TOTAL LIABILITIES AND
MEMBERS EQUITY 5,378,399 374.908 6.72 5.674.825 322.944 3.69
NET INTEREST INCOME 57.639 1.03 % 50,803 0.90 %

(1) Average non-accrual loans. net of average specific provisions are included in private loans.

(2)  Other interest expenses. including hedging operations.

(3)  Average balances for 1995 and 1994 are on a daily basis. Average balances for the previous vears, disclosed elsewhere in

this analvsis. are on a monthly basis.




The average volume of loans to
the federations reached $1.6
billion in 1995, down from $2
billion in 1994, mainly because
of the surplus liquidities in the
Desjardins network, It should be
noted that short-term loans are
granted at the cost of funds,
while medium-term loans have a
minimal net spread of 0.05%.
Under Caisse centrale's
Incorporating Act, the
federations are not considered
restricted parties. As a result,
rarious transactions, uc)l:—\h]_\r
lending operations, are entered
into at more favorable terms
than those with unrelated
parties.

The average volume of loans to
other Desjardins entities was
$818 million in 1995, up by
S132 million or 19%. Financing
operations with other Desjarding
entities are done at similar
conditions then those with

unrelated parties.

Caisse centrale expects to see a
decrease in net interest income
in 1996, linked mainly to the
impact of an anticipated interest
rate decline on liquid assets, as
well as to lighter activity in the
loan portfolio.

THER
INCOME

Caisse centrale offers its
customers a wide range of
domestic and international
banking services. It is the sole
representative of the Mouvement
Desjardins in dealings with
foreign banks through a network
of correspondents in more than
80 countries, as well as through
cooperation agreements with
several financial institutions. In
addition, Desjardins Federal
Savings Bank, a whollv-owned
subsidiary of Caisse centrale,
offers a variety of services to
members residing or travelling in
Florida.

Other income is generated
mainly by fee-based services such
as service charges on checking
and deposit accounts as well as
credit fees and foreign exchange
revenue. As Table II shows,
other income stood at $13.2
million in 1995, an increase of
$179,000 or 1.4% over the
previous year.

In 1995, Caisse centrale was able
to take advantage of volatile
exchange rates and make
substantial gains from its
activities on the foreign exchange
markets. Foreign exchange
revenue rose to $1.9 million, a
jump of $1 million or 121%

compared with the previous year,
gains which helped to offset the
drop in income from fee-based

services.

Payment service charges stood al
$9.3 million, a decline of
5936,000 or 9.2%, due mainly to
a change in the collection
methods used by the Ministére
des Finances du Québec. Since
last Mayv, collection has taken
place mostly at the caisses level.
The past several vears have also
seen an irreversible trend toward
direct deposit and electronic
pavment. This has reduced the
number of checks in circulation
and therefore the income {rom
service and transit charges.
Credit fees declined by $129,000
or 28.5%, after a 51.1% dr()p in
1994 which was caused bv a
decision to opt gradually out of
the syndicated loans granted to
large corporations.

Other income generated by
Desjardins FSB rose by 13% over
the previous vear, to reach
S620,000.

In 1996, the trend affecting
service charges on checking
accounts and deposits is expected
to continue and impact

negativclv on other revenues.



Table II
OTHER INCOME

For the years ended December 31
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(in thousands of dollars) 1995 1994 Variation
Deposit and payment services charges 9,287 10,223 (9.2)%
Credit fees 324 453 (28.5)
Foreign exchange revenue 1,914 866 121.0
Other 1,700 1,504 13.0
TOTAL 13225 13,046 1.4 9%

EMUNERATION OF

CAPITAL STOCK AND
OTHER PAYMENTS TO
MEMBERS

In 1995, Caisse centrale paid
$38.8 million into the network in
the form of remuneration of
capital stock, up sharply from
$16 million in 1994,

Since the end of 1992, the
remuneration of capital stock
has been based on Caisse
centrale’s results. In order to
provide the federations with
faster access to their capital stock
remuneration, the Board of
Directors of Caisse centrale

agreed to declare the
remuneration of capital stock on
a monthly rather than a
quarterly basis. The year this
decision was adopted, it resulted
in the accounting of
remuneration equivalent to 15
months of results (i.e. the last
quarter of 1994 and the 12
months of 1995),

Caisse centrale joined with the
Desjardins network to offer
Canadian public and private
organizations a wide range of
banking services. The sums
distributed to members related

to service charges collected rose
to $6.8 million from $5.8 million
in 1994, This increase was
largely due to the new program
of rebates on shared loans,
launched in conjunction with the
caisses in 1994, For 1996,
Caisse centrale anticipates lower
rebates on shared loans following
the repatriation of a certain
number of loans to federations
having surplus liquidities. Factors
exerting downward pressure on
other revenues are also expected
to have an impacl on other
payments to members.




ON-INTEREST
EXPENSES

Non-interest expenses inciude
salaries and stafl benefits,
premises, equipment, furniture
and other operating expenses.
As outlined in Table III, they
totalled $23.1 million, up from
$20.9 million in 1994, Over half
of this increase was related to
strategic initiatives aimed at
launching an institutional fixed
income service, contributions
paid to the Mouvement
Desjardins for various
sponsorships, and the
participation fees paid to the
Canadian Depository for
Securities Ltd. for their debt
clearing service. Most of these
investments were required to
improve efficiency and customer
service and to boost pr()filabi“l'\?.
The balance reflects the indexing
of salaries and staff benefits and
well as operating costs. In 1996,
Caisse centrale will continue to
monitor operating costs vlosel}.’

in order to improve productivity,

SALARIES AND BENEFITS

Human resource costs accounted
for 48.7% of all expenses,
compared with 51% in 1994,
They totalled $11.3 million in
1995, an increase of $578,000 or
5.4% over the previous year. It
should be noted that in 1994,
several positions were left vacant
and salaries and benefits rose by
less than 1%. Some of these
positions were filled in 1995 in
order to bolster our development
initiatives. The balance reflects
the indexing of salaries and
benefits.

PREMISES, EQUIPMENT AND
FURNITURE (including
subcontracting expenses)

The cost of premises, equipment
and furniture rose by 5.5% or
5271,000 over the previous vear.
It should be noted that Caisse
centrale, as designated banker
and financial agent for the
Mouvement Desjardins, paid
participation fees of S107,000 to
the Canadian Depository for
Securities Ltd. for their debt
clearing service.

OTHER EXPENSES

In order to meet the needs of the
Desjardins network and its
institutional customers, Caisse
centrale absorbed substantial
costs to establish an institutional
fixed income service which
involved, in particular, the cost
of obtaining a license. These
investments will pay off during
1996 in the form of increased
profitability. The commitment
of Caisse centrale to the
Mouvement Desjardins also took
the form of contributions to
advertising and promotion. The
sharp 45.8% rise in these costs
was related to the sponsorships
already mentioned. Training
costs of $111,000 were also paid
up from $49,000 in 1994, in
order to provide up-to-date

’

professional training for staff.

If these costs are excluded, other
expenses grew by $198,000, or
4%. It should be emphasized
that close to 61% of the
professional fees are regulatory
in nature (including inspection
and auditing fees), or directly
related to our responsibility for
supplving funds to the network

(including credit rating agency
fees, the cost of issuing
securities, and charges paid to
Canadian securities
commissions)
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Table III
NON-INTERLEST EXPENSLES

Lor the years ended December 31

(in thousands of dollars) 1995 1994 Variation

Salaries and staff benefits 11,258 10,680 5.4 9

Premises, equipment and furniture including depreciation

Rental and taxes 1,654 1,652 0.1
Depreciation 679 610 11.3
Subcontracting expenses 2,245 2,115 6.1
Other 665 595 11.8
5.243 4,972 __ 55

Other expenses
Advertising, promotion and publication 420 288 45.8
Business development 729 0677 fav
Telecommunications, mailing and couriers 887 780 13.7
Insurance 383 354 8:2
Supplies, stationery and printing 4006 382 6.3
Employee training 111 49 126.5
Professional fees 1,142 1,390 (17.8)
Membership dues paid to the

Confederation 0506 035 313
Amortization of the start-up costs

for the subsidiary 198 198
Start-up costs for institutional

fixed income services 913 n.a.
Others 759 546 39.0

0,604 5.299 246

TOTAL 23.105 20951 10.3 %
Non-interest expenses on average assets 041 % 037 %
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NCOME AND OTHER
TAXES

Caisse centrale uses the tax
allocation method to provide for
income taxes, Current and
deferred income taxes are
detailed in Note 12 to the

financial statements.

Income tax expense recorded on
the statement of income
amounted to §8.6 million, up
S3.2 million over 1994 because
of the rise in net income. This
figure also includes $1 million
for the large corporations tax,
similar to the amount paid in
1994, Since 19953, the
compensation tax on salaries has
been recorded in the non-interest
expenses. Amounts for the
previous vears have been
reclassified for comparison

|mrpc')scs.

Table IV
ASSET MIX
As at December 31

OMMENTS ON THE
BALANCE SHEET

Average assets of Caisse centrale
stood at $5.0 billion in 1995,
down $96 million or 1.7% from
1994, primarily due to the
decrease in loans to members
and the private sector (3422
million and $234 million
respectively), as well as a $499

million increase in securities.

As shown in Table IV, assets
totalled $5.3 billion at December
31, 1995, down $93 million or
1.7% from the previous vear.
Total assets edged downward for
the same reasons as average
assets: decreased loans to
members and the private sector,
offset by higher securities.

Securities represented 33% of
assets, up 5470 million or 36%.
At vear-end 1995, the estimated
market value of the securities
portfolio exceeded its book value
by $19 million. Investment
account securities made up 93%
of the portfolio, up $523 million
or 469% over the past vear,
mainly due to holdings of
Canadian government securities.
The trading portfolio was down
by $54 million or 31%, and
represented only 7% of all
securities.

(in millions of dollars ) 1995 1994 1993 1992 1991
Securities 1,770 1,300 1,108 1,089 804
Loans 3,479 4,009 4.456 5,198 4,018
Other assets 86 119 87 153 175
TOTAL 5.355 5,428 5651 6,440 5.087
Average assets 5,578 5,675 5.801 5,322 4,227
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LOANS

At year-end 1995, the loan
portfolio stood at $3.5 billion,
down $530 million or 13.2%
from 1994,

Loans to public and parapublic
institutions declined $31 million
or 10.5% compared with
December 31, 1994. The
popularity of the Publi-privilége
option accounts for the
downward trend evident since
1993, Caisse centrale’s
customers have favoured this off-
balance sheet product because of
its attractive financing costs.
Average outstanding associated
with the program rose to $305
million, up $100 million or 49%
over the previous year.

Maost of the loan portfolio
reductions came from
transactions with members. The

federations did not use their

credit facilities because of high
savings levels within the
Desjardins network. At year-end
1995, outstanding loans to
members stood at $1.6 billion,
down $493 million or 24%.

Loans to other Desjardins
entities totalled $929 million, a
substantial gain of $129 million
or 16.2% compared with
December 31, 1994, This
upturn can be attributed to the
efforts made Caisse centrale to
centralize the financing
operations of various
corporations, as well as to
increased business volume within
the Desjardins network.

The $198 million decline in
loans to the private sector is a
direct result of two factors:

\/ \/ \/
0’0 0’0 0’0

Caisse centrale's strategy for
developing the medium-sized
business market in cooperation
with the Desjardins network, and
active risk management in the
context of stricter credit policies.
It should be noted, however, that
decreases in the loan portfolio
were partly offset by new
business generated by the loan
program to medium-sized
business, launched in
cooperation with the network.
With the exception of loans to
members and to other Desjardins
entities, the other categories
should rise by the end of 1996.

As shown in the following pages,
these initiatives have
complemented the strategies of
previous years and contributed
to the improvement of the loan
portfolio.



Table V
LOAN PORTHFOLIO

After cumulative allowance for credit losses as at December 31

(in millions of dollars) 1995 1904 19903 1992 1991
Composition
Dav to dav 60 S - 15
Public and parapublic sectors 204 205 3064 548 530
Banks 3 -- - 5
Members 1.567 20060 2325 2,871 1.656
Other Desjardins entities 920 800 648 558 330
Other - private sector 650 854 1,111 1221 1.482
TOTAL 3479 4,000 4450 5,108 4.018
Geographic distribution
Québec 3.213 3.604 3.872 1.560 3.204
Ontario 158 2923 383 421 518
Other Canadian provinces 83 154 177 202 201
Other countries 25 28 24 15 5
TOTAL 3479 4.009 4,456 5,198 4.018
Average Loans 3.580 4.176 4,397 4,205 3.390
Table VI
BREAKDOWN OF LOANS TO PRIVATE SECTOR
After cumulative allowance for credit losses as at December 31
(in millions of dollars) 1995 1904
S % S %
Primarv industries 107 15.9 96 11.0
Manufacturing industries
. Food and tobacco 40 5.9 40 4.6
. Textiles. rubber and plastics 23 3.4 30 3.4
. Wood and turniture 7 1.0 2 0.2
- Pulp and paper 74 1140 137 15.7
. Metal products 47 7.0 67 7.7
. Other 53 7.9 106 12.1
Real estate 85 12.6 103 11.8
Transportation and communications 04 13.9 a7 14..1
Wholesale and retail trade 24 3.6 62 7.1
Financial intermediaries 45 6.7 80 9.2
Other service corporations i 11.1 53 6.1
674 100.0 873 100.0
Provision for doubtful accounts (18) (19
TOTAL 656 8§54




ISK MANAGEMENT
REVIEW OVERVIEW

The major risks of Caisse centrale
are credit, liquidity, market (more
specifically exchange and interest
rate risks), legal and operational.
Policies and management practices
have been established to facilitate
the monitoring of risk-taking. The
Management Commiittee is involved
in monitoring risks from a variety of
perspectives and ensuring that
transactions respect established
limits. New transactions and
material Changcs Lo existing
businesses are subjected to new
product reviews to assure
management that all significant
risks are identified and adequate
control procedures are in place.

The fundamental responsibility of
the Management Committee is to
establish market risk limits and
concentration limits for credit risk,
by considering exposure to

particular pl’(,]dlll'l.‘;, counterparlius
and industry sectors.

The Management Committee is
composed of senior management
members of Caisse centrale. This
committee meets regularly to review
and discuss trends in the market
and liquidity risk profiles. The
Credit Committee, also composed of
senjor management members, meets
regularly to review credit risk
developments. The Board of
Directors periodically reviews risk
management policies, practices and
trends in our risk profiles.

Operating within defined corporate
policies and standards, business
managers are subject to
independent review. They are
responsible for managing risks and
are encouraged to protect against
losses from unexpected events by
limiting and diversifying exposures
and activities across a variety of

\/ \/ \/
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instruments, markets, clients and
geographic regions. Integral to the
management of market and credit
risk is the development of models
used in simulation and pricing of
certain instruments. Under the
responsibility of the Management
Committee, business managers
establish guidelines for the
development and use of simulation
models.

The practices and procedures by
which Caisse centrale manages its
risks continually evolve as its
business activities change in
response to market and product
developments. Caisse centrale is
always seeking to strengthen the
risk management process through
continuous investments in
technology and training. Periodic
reviews performed by regulators,
internal and external auditors
subject our practices to additional
scrutiny.
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REDIT
RISK

Credit losses can occur if a borrower
or counterparty does not fullv
honour its contractual obligations to
Caisse centrale. These obligations
can involve loans, commitments,
guarantees and derivative contracts

with positive market values.

Managing credit risk has both
qualitative and quantitative aspects.
The qualitative aspect is
determining the creditworthiness of
the counterparties. Experienced
credit officers evaluate the credit
quality of the counterparties and
assign internal credit ratings based
upon this evaluation. These officers
are responsible for credit screening
and monitoring credit risks which
are revised by an independent
department.

Credit concentration limits {for
various industries, products, and
geographic regions are set bv the
Credit Committee. Credit limits for
clients and counterparties are
established bv credit officers with
direct knowledge of the borrowers’
creditworthiness. Authorized limits
are reviewed and monitored
periodically by the Board of
Directors.

The quantitative aspect of credit
risk begins with the measurement of
Caisse centrale’s credit exposure Lo
each counterpartyv. The Credit
Committee is responsible for
establishing the framework of
policies and practices required to
measure such risk. Credit exposure
is measured in terms of both current
and potential credit exposure.
Current credit exposure is generally

represented by the notional or

principal value for on-balance sheet
financial instruments and by the
replacement cost (the positive
market value) of derivative
instruments. Caisse centrale also
estimates the potential credit
exposure lw ('cmsideriug its
sensitivity to market rhanges.

This process involves numerous
simulations based on the credit
quality of our counterparties,
maturity, default probabilities,
volatility and the expected
recoveries in the event of default, as
well as the diversification across
counterparties, industries, and
geographic regions of our global
credit portfolio.

These elements are subjected to
review procedures, as are products
and credit risks requiring a strict
follow-up. These risks are examined
regularly by the Credit Committee,
or the Management Committee, as
the case may be. This group of
senior officers evaluates the
pertinence ol the provision for
doubtful accounts and informs the
Board of Directors the portion of
credit exposures that should be
written off and the amount of any
provision for credit losses.

CREDIT POLICIES

Throughout the years, Caisse
centrale has developed and adopted
credit policies to detect problem
loans and therefore take appropriate
measures to rectify the situation,
Credit policies are revised annually.
During the vear, significant effort
was dedicated to increasing the
quality of the loan portfolio. This
monitoring is done within a rigorous
environment by applving a highlv
selective risk management policy
and working towards well-defined

risk diversification procedures.

The general credit policy establishes
the principles and limits within
which financing operations
involving a credit risk must be
transacted and the authorizations
required. The policy permits to
better control and diversify the
portfolio while favouring new loans
to the medium-sized corporations.
It defines borrowers’ eligibility
criteria, establishes the credit risks
valuation mechanisms and the tvpes
of financing available. It also
establishes the monetary, sector-
related, geographic, risk and term
limits in order to ensure the desired
level of diversification of the loan
portfolio. Finally, the policy
establishes the levels of
authorization and delegations of
authority required for the approval
and management of credit
commitments.

This policy measures all loans
against eight risk categories.
Periodic reviews must be carried out
and submitted to the appropriate
decision-making levels, so that
necessary steps can be taken to
minimize losses.




The general credit policy stipulates
that credit commitment limits for
each industry group of the private
sector must not exceed 15% of the
total amount of credit committed to
the private sector without the
authorization of the Board of
Directors. The latter has authorized
an excess of limit for the
transportation and communications
sector, the only sector over the limit
at December 31, 1995. This excess
originates from a commitment of
$50 million granted to a large
Canadian public utility corporation
which has a very high quality credit
rating.

Furthermore, Caisse centrale
established operational policies
limiting its commitments with
respect to highly leveraged
transactions and real estate lending.
These policies and procedures
explain the high quality of the loan
portfolio.

Caisse centrale also deals with
foreign correspondents.
International operations involving
credit risk are governed under
specific guidelines disclosed in a
credit policy-international services.
More specifically, this policy
ensures sound apportionment of
Caisse centrale's foreign risks by
setting out eligibility criteria for
countries and correspondents,
monetary limits by country and by
correspondent, and term limits.
This policy is also revised annually.

COMMERCIAL REAL ESTATE LOANS
During the past year, Caisse
centrale has reduced substantially
its net exposure Lo this sector.
Caisse centrale exercised prudence
in paring down its real estate

portfolio and insofar as possible,

took a cooperative approach with
borrowers,

Outstanding loans, net of specific
provisions, stood at $85 million at
year-end 1995, compared to

$103 million in 1994, Since 1993,
loans have declined by $88 million
or 519 as we directed our efforts to
enhance the quality of this
portfolio. Net non-accrual loans
dropped by 68% from $22.3 million
in 1994 to $7.1 million in 1995.
The ratio of non-performing loans
to members’ equity is 1.61%
compared to 5.09% in 1994, This
ratio compares favourably to that of
the major Canadian banks at
October 31, 1995 (10%). We
expect Lo abide by the 15% limit of
commitment in this sector in 1996,
as was done in 1995,
still requires very careful monitoring

This portfolio

and Caisse centrale will wait for
appropriate circumstances to sell
foreclosed real estate.

PULP AND PAPER LOANS

During 1995, commitments in this
sector decreased by $59 million or
31%; they were $129 million
compared to $188 million in 1994,
As shown in Table VI, net
outstanding loans were $74 million,
down $63 million or 45% from
1994, Since 1993, commitments
decreased by $126 million; showing
our prudent management towards
the pulp and paper industry. At
December 31, 1995, only one loan
was non-performing for an amount
of $117,000 and it was totally
reimbursed at the beginning of
1996.

-
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LOANS CATEGORIZED AS "HIGHLY
LEVERAGED TRANSACTIONS"

Caisse centrale has not authorized
loans in this category in 1995.
With the settlement of many
accounts, this portfolio was reduced
considerably during the year; from
$30 million in 1994 to S7.6 million,
a decline of $22.4 million or 75%.
Caisse centrale does not expect any
new financing in 1996.

NON-ACCRUAL LOANS

A loan is classified as non-accrual
when, in the opinion of
management, there is reasonable
doubt as to the ultimate
collectibility of a portion of
principal or interest or where
payment of interest is contractually
past due 90 days, unless there is no
doubt as to the collectibility of
principal and interest. Net non-
accrual loans correspond to the
gross amount of the non-accrual
loans less the cumulative allowance
for credit losses. Quality of the loan
portfolio was enhanced due to the
last vears constant efforts. No new
non-performing loan was recorded
at }-’car-end 1995, Gross non-
accrual loans were only

$12.1 million, a decrease of

$41.9 million or 77.6% over 1994.
One commercial real estate loan
represented 92% of this amount. At
December 31, 1995, the non-
performing loans were fully
provisioned, compared to a coverage
ratio of 88% last vear. Gross non-
performing loans were only 0.35%
of total loans (1994: 1.35%).
These two ratios compare very
favourably to those of the major
Canadian banks at October 31,
1995, which were respectively 54%
for the coverage ratio and 2.4% for



the ratio of gross non-performing
loans to total loans. As evidenced,
prudent management of Caisse
centrale proved successful; non-
accrual loans were at their lowest
level since 1990. In 1996, Caisse
centrale will continue to closely

monitor its loan portfolio.

PROVISION FOR CREDIT LOSSES AND
CUMULATIVE ALLOWANCE FOR
CREDIT LOSSES

Caisse centrale has a policy on
credit risk losses and write-offs.
Revised annually, this policy sets
guidelines related to the creation of
spe.cifiv provisions when

collectibility of capital is considered

Table VII

doubtful or uncollectible and a
formula to establish and maintain a

provision for doubtlul accounts.

The provision for credit losses
charged to the statement of income
was $8 million compared to

$20 million last vear. Caisse
centrale was therefore reducing it
for a third consecutive vear and
losses were at their lowest since
1990).

At current vear-end, the cumulative
allowance for credit losses was
$22.7 million or $25 million less
that last vear. It is worth
mentioning that a prudential

BREAKDOWN OF THE SPECIFIC PROVISIONS

As at December 31

amount of $1 million was
reallocated for off-balance sheet
financial instruments. This
provision appears under other
liabilities. Specific provisions were
at their lowest level since 1990,
They stood at $4.2 million, a
decline of 86% over 1994, As
shown on Table VII, most of this
amount was allocated to the

commercial real estate portfolio

compared to 50% in 1994, Specific

pm\'isions on the real estate sector
and the financial intermediaries
sector have declined by

$53.9 million and $3.2 million

respectively since 1993,

(in thousands of dollars ) 1995 1994 1993 1992 1991
Manufacturing Industries

. Wood and furniture - - 936 336 4,000
. Pulp and paper --- - 7,200 2,000 10,000
. Other --- - 4,200 3,900 3,900
Real estate 4,000 15,000 7,200 - -—-
Financial intermediaries --- 14,000 53,900 39,200 e
Other service corporations 200 200 5,500 5.500 4,400
Total 4,200 29.200 78,936 50,936 22.300




In March 1994, the Canadian
Institute of Chartered Accountants
(CICA) issued Handbook Section
3025 dealing with impaired loans.
These standards will become
effective for Canadian financial
institutions beginning in 1996. A
loan is considered to be impaired
when the lender no longer has
reasonable assurance that the full
amount of principal and interest
will be collected in accordance with
the terms of the loan. When a loan
is impaired, the carrving amount is
reduced to its estimated realizable
value, as measured by discounting
the expected future cash flows, from
the loan at the contractual interest
rate of the loan. If expected cash
flows cannot be measured reliably,
the loan may be recorded at the fair
value of anv security underlying the
loan or the observable market price
of the loan.

Application of this accounting
method has no impact on the
financial condition and the results
of operations of Caisse centrale and
consequently, no adjustment will be
required to the retained earnings as
at January 1, 1996.

Due to the better quality of the loan
portfolio, Caisse centrale expects a
lower provision for credit losses in
1996,

IQUIDITY RISK
MANAGEMENT

Liquidity risk arises in the general
funding of the firm's activities and
in the management of positions. It
includes both the risk of financing
the assets at appropriate maturities
and rates, and the risk of being
unable to liquidate a position in a
timely manner at a reasonable price.
Management of our liquidity profile
is designed to ensure that even
under adverse conditions, Caisse
centrale has access to the funds
necessary to cover clients needs and
maturing liabilities.

The Management Committee
develops policies and procedures to
measure the quality and the
quantity of liquidities. At all times,
Caisse centrale must maintain
sufficient liquid assets to realize its
business plans. Management must
take into account the differences in
maturities between assets and
liabilities as well as future funding
requirements based on various
assumptions including adverse
conditions.

It is to be noted that as a direct
clearer of the Canadian Payvments
Association, Caisse centrale is
entitled, if necessary, to borrow
from the Bank of Canada.

In 1995, Caisse centrale complied
fully with the liquidity requirements
of the Inspector General of financial
Institutions. Furthermore, Caisse
centrale maintained liquid assets -
S873 million on average - over and
above those required by law. As
indicated earlier this high level of
liquidities was maintained
throughout 1995 due to economic
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and political uncertainties. This
high level of liquidities allowed
Caisse centrale to meet its financial
obligations to the Desjardins
network, to meet its own financial
obligations while providing the
flexibility needed to take advantage
of opportunities. For 1996, Caisse
centrale expects to maintain a
liquidity ratio similar to 1995.

At December 31, 1995, liquid assets
consisting of cash, deposits with the
Bank of Canada, securities and
loans to brokers and dealers
amounted to $1.8 billion, an
increase of $470 million over 1994,
They represented 34% of total
assets (1994: 25%). As shown in
Note 3 to the financial statements
the securities portfolio comprised
90% of securities issued or
guaranteed by federal and
provincial governments, municipal,
school or public corporations in
Canada as well as Canadian banks.
Close to 55%, or $97 1 million, of
these securities mature within one
year.
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Table VIII
BREAKDOWN OF THE SECURITIES PORTFOLIO
As at December 31

(in millions of dollars) 1995 1994 1993 1992 1991
Canada 880 373 367 302 177
Provinces, municipal, public or
school corporations in Canada 703 745 554 365 330
Members and other Desjardins entities 25 15 23 41
Other Canadian issuers 79 119 150 207 340
Foreign issuers 108 38 22 12 --
TOTAL 1,770 1,300 1,108 1,089 §94
Average securities 1,913 1.414 1,285 890 734
OURCES deposits, which stood at To achieve its funding goals’ Caisse
OF FUNDS YD e 5 « 005 . i -
5228 million at December 31, 1995, centrale may intervene on the
. R have increased by $18 million or financial markets by using the
Sound liquidity management also e c . ’ :
. : ) . 8.4% from the previous vear, following
requires a stable and diversified : . :
) . o <  On the Canadian market : a
funding base. Although Caisse . . .
. Deposits from banks increased by short and medium-term
centrale maintains a presence on N o ) :
. . . . $249 million or 89% mostly program.
the Canadian and the international R s - . .
¢ g through banks outside of Canada. s+ On the international market :
markets, sources of funds differ for .
L. Lo . * A short-term European
each one. Caisse centrale’s funding - i X )
- — | " ' Deposits by members represented commercial paper program of
olicv is to maintain a deposit base o T i L
}1_ ? fied witl i b . 18% of deposits and debentures or US $600 million.
diversified with respect to region, . iy e _ .
| ) }.1 it & h $840 million in 1995, compared to + A short-term American
currency and maturity date, anc e e . g ;
. : A 10% or $504 million in 1994, commercial paper program of
designed to ensure safe fund 2 5 ; . 5 s
R Depositing their excess of liquidities US $600 million.
procurement to the Desjardins o . , .
. at Caisse centrale gives the ¢ A European medium-term
network at the lowest possible cost. : ; s : ; i
s 5 <z : federations favourable vield while note program of
lable IX shows the composition ol ) L o e o
. i . improving internal flows of funds US §1 billion.
the funding sources and their s . .
hic distributi within Desjardins. Other deposits
reographic distribution. . e .. —_—
§EORTAL amounted to $3.1 billion (1994: In addition, Caisse centrale can also
. e $3.6 billion) a decline of resort to public and private issues,
There were $4.77 billion in R _— :
. ; $513 million or 14.29%. when appropriate. Morcover,
outstanding deposits and ; c G s
. Caisse centrale has US $250 million
subordinated debentures at vear- Blapan A [ it
_ . g of stand-bv lines of credit.
end 1995 against $4.83 billion in : .
1994; down by $61 million or
1.26% from last vear. Demand




In 1995, the activities of Caisse
centrale on the international
markets were principally through
the use of its two short-term
commercial paper programs in the
US and Europe. However, Caisse
centrale used its European medium-
term program and raised six new
issues totalling $232 million,
including an issue of

DM 150 million. No new public
issue was raised.

As outlined in Table IX, funds

raised outside Canada amounted to
72% of total deposits and

Tableau IX

subordinated debentures or

$3.4 billion compared to 70% in
1994, At December 31, 1995,
through its various fund supply
programs, Caisse centrale had
issued: $1,362 million from public
issues, $168 million from private
issues, $723 million through its
European medium-term program,
$776 million of short-term
commercial paper and $407 million
of bank deposits. In 1996, three
public issues of CAD $310 million,
a private issue of US $25 million
and fifteen issues of the European

DEPOSITS AND SUBORDINATED DEBENTURES

As at December 31
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medium-term note program of
CAD $229 million will come to
malurity.

In 1996, Caisse centrale will pursue
its goals to diversify its funding
sources to meet the needs of the
Desjardins network by using all of
its available programs. If necessary,
Caisse centrale will reactivate its
action plan to put in place a US
medium-term program. Strategies
will consist to favour medium and
long-term funds on a floating basis
using interest rate contracts.

(in millions of dollars) 1995 1994 1993 1992 1991
Canada 29 21 322 231 507
Provinces 42 62 122 166 96
Banks 527 278 249 728 470
Members 841 504 403 370 400
Other Desjardins entities 149 274 203 288 163
Other 3.111 3.624 3.738 4,025 2914
4,699 4,763 5,037 5,808 4,550
Subordinated debentures 70 67 56 59 -
TOTAL 4,769 4.830 5.193 4.730 3.863
Average liabilities 4,984 5,040 4,730 3,683 3,563
1995 1994 1993 1992 1991
$ % $ % $ Y% $ $ %
Geographic distribution
Canada 1,333 28 1,469 30 2,369 47 2,034 50 2477 54
International 3430 72 3361 70 2,724 53 2933 50 2073 46
TOTAL 4769 100 4830 _100 5003 100 5867 100 4.550 100




ARKET RISK
MANAGEMENT

Market risk is the risk to future
earnings that results from changes
in the value of financial
instruments. The two main
components of market risk are
interest rate risk and foreign
exchange rate risk. The estimation
of potential losses is a kev element

of managing risks.

INTEREST RATE RISK MANAGEMENT
Interest rate risk is the sensitivity of
Caisse centrale's financial condition
lo movements in interest rates. The
amount and direction of the effect
depend on the amount of assets and
liabilities that reprice in the time

period during interest rates change.
é

The measure of interest rate risk is
the interest rate sensitivity position
or "gap" of Caisse centrale. Gap is
the difference in the amount of
assets and liabilities that reprice
during any given time period. If

liabilities repricing in a given time

period exceed assets that reprice,
the gap is referred to as negative or
liability sensitive. Conversely, if
more assets than liabilities reprice in
a given time period, then Caisse
centrale has a positive gap or is
asset sensitive, If Caisse centrale is
liability sensitive, when interest
rates fall, net interest income will
increase; when interest rates
increase, net interest income will
decrease. The reverse is true if
Caisse centrale is asset sensitive.
The magnitude of the impact on the
carnings of such gaps is a function
of the frequency and degree of
interest rate changes, and the
maturity profiles of the assets and
liabilities, which depend on
customers' varying term preferences
for loans and deposits.

Caisse centrale can lower or
climinate this risk by “match
funding”, which is matching the
repricing of assets and liabilities.

\/ \/ \/
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This can be achieved by a change in
the mix of assets and liabilities
through pricing initiatives or the use
of off-balance sheet financial
instruments.

Table X shows Caisse centrale's
position with regards to interest rate
sensitivity at December 31, 1995,
This is the position at that
particular date and it could have
changed since then taking into
account the forecasted interest rates
and clients’ preferences with respect
to the products and terms.

Caisse centrale is very cautious with
regards to interest rate sensitivity.
Various means are used to monitor
and manage interest rate risk. In
addition, Caisse centrale established
policies which describe principles
and mechanisms regarding risk
managenient, and periodic reports
arc reviewed by the Board of Directors.
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Table X
INTEREST RATE SENSITIVITY POSITION
As at December 31, 1995

Within Jto6 6lo12 Total within Over Non-interest

(in millions of dollars) 3 months months months 12 months 1 vear sensitive Total
Assets
Cash and deposits with

Bank of Canada . aes - - --- 10 10
Securities 507 253 113 873 807 --- 1,770
Loans 1.879 197 530 2,606 885 (12) 3,479
Other assets 7 - e 7 --- 69 76

2,393 450 0453 3,480 1,782 67 5335

Liabilities and members’ equity

Deposits 2,473 386 255 3,114 1,585 4,600
Other liabilities - .- 39 89 128
Subordinated debentures e e 70 & 70
Members' equity 438 438
2473 380 255 3.114 1,694 527 5,335
On-balance sheet gap (80 64 388 372 88 (460) .-
Off-balance sheet gap (1) 50 26 (91) (15) 15 s52 o
Total interest rate
sensitivity gap (30) 90 297 357 103 (460)
Cumulative interest rate
sensitivity gap (30) 60 357 357 460 aus e

(1) The off-balance sheet gap represents the net notional amounts of off-balance sheet financial instruments, such as future rate agreements and
interest rate swaps, which are used to manage interest rate risk.

FOREIGN EXCIHIANGE RATE RISK are strictly used to manage risks EGAL RISK
MANAGEMENT relative to its assets and liabilities, e s Lo
Caisse centrale has assets and

. : . Legal risks exists when there is a
liabilities denominated in several s
L. . L possibility that a counterparty does
foreign currencies. Foreign ’ Iy ™
. . not have the legal capability to

exchange risk arises when the actual . g
. Sl carry through a signed agreement or
or forecasted assets in a foreign s j !
. that the legal documentation for

currency are either greater or less . G
T such an agreement is deficient.

than the liabilities in that currency. . o
* Caisse centrale manages this risk by

asking internal or external lawvers
to perform the necessary checks and

Caisse centrale has established
specific policies relative to
management of foreign exchange
; : controls.
risk. It does not actively speculate
on the foreign exchange market, as
transactions are done to satisfy
clients needs and for funding

purposes. CLll’I’EﬂC}-’ swaps or

currency and interest rates swaps
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PERATIONAL
RISK MANAGEMENT

Operational risk is the potential for
loss caused by a breakdown in
information, communication,
processing and settlement systems.
[t can result from systems or
procedural failures, human error,
the impact of natural disasters and
criminal activity,

While operational risk can never be
fullv eliminated, Caisse centrale
endeavours to minimize it through a
svstem of internal controls. Some
of the key policies and procedures
emploved by Caisse centrale in
managing aperational risk involve
segregation of duties, delegation of
authorities, transaction processing,
risk monitoring and financial and
managerial reporting. Caisse
centrale also possesses back-up
capabilities and engages in business
resumplinn p[anning Lo ensure
ongoing service delivery under
adverse conditions.

FF-BALANCE SHEET
FINANCIAL INSTRUMENTS

To help clients meet their liquidity
requirements and protect
themselves against fluctuations in
interest and foreign exchange rates,
Caisse centrale offers a number of
ofl-balance sheet instruments.
Caisse centrale itself uses some of
these instruments to manage its
own exposure to interest and
exchange rate fluctuations. These
off-balance sheet financial
instruments can be broadly divided
into two categories: financial
instruments with contractual
amounts representing credit risk
and derivatives,

All off-balance instruments are
subject to Caisse centrale's normal
credit standards, financial controls,
risk ceilings and monitoring
procedures. Caisse centrale
constantly improves its evaluation
methods and risk management
systems on this subject. In the
opinion of management, these
transactions do not represent an
unusual risk and no material losses
are anticipated as a result of these
transactions. Note 13 to the
financial statements provides
further details on these transactions.

FINANCIAL INSTRUMENTS WITH
CONTRACTUAL AMOUNTS
REPRESENTING CREDIT RISK
Products in this category, which
include guarantees, letters of credit
and commitments to extend credit,
are designed to provide clients with
funds for which they anticipate a
need. Conditional commitments to
extend credit are subject to clients’
compliance with particular credit
standards. Risk associated with

such commitments is therefore
reduced considerably. A firm
commuitment requires a duly signed
offer, including confirmation of
acceptance by the client. In such
cases, Caisse centrale must pay out
the amount specified in the
commitment when the client is
unable to meet its (inancial or
performance contractual
obligations.

DERIVATIVES

Derivative financial instruments are
financial contracts which derive
their value from a primary financial
instrument or an underlving index,
for example interest or exchange
rates. Derivatives include many
financial contracts such as over-the-
counter contracts or standardized
contracts executed on an Cxchangc.
A description of derivatives and
their use by Caisse centrale is
provided in Note 13 to the financial
statements.

As with balance sheet financial
instruments, derivatives are suhject
to market and credit risk. As
outlined in the Risk management
section, Caisse centrale evaluates
the risk associated with derivatives
in much the same wayv as the risks
associated with other financial
instruments. However, unlike
balance sheet financial instruments
where the credit exposure is
generally represented by the
notional or principal value, the
credit exposure associated with
derivatives is generally a small
fraction of the notional value of the
instrument and is represented by
the positive market value of the
derivative instrument.



Currency and interest rate contracts
and foreign exchange contracts
allow Caisse centrale and its clients
to transfer, modify or reduce the
foreign exchange and interest rate

and/or interest flows on a specified

principal amount for a
predetermined period. With the
exception of hedging contracts,
Caisse centrale's commitments to

=
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the same currency. The majority of
currency and interesl rate contracts
and foreign exchange contracts are
transacted with banks, federations
and other entities of the Desjardins

risk. Currency and interest rate purchase a fixed amount of a foreign Group.
contracts are transactions in which currency are generally offset by

two parties exchange currencies options to sell an equal amount of

Table XI

OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

As at December 31

(in millions of dollars) 1995 1994

Members and
other Desjardins

Members and

other Desjardins

entities Other Total entities Other Total

Financial instruments with
contractual amounts representing
credit risk

Guarantees and standby
letters of credit 2 151 153 3 200 2903
Commitments to extend credit

- Firm 2031 2.201 5.132 2.398 2.003 4,401
- Conditional 75 745 820 140 496 630
3.006 2.946 5.952 2.538 2.499 5037
3.008 3.097 6.105 2.541 2.789 5.330
Derivatives
Interest rate contracts 1,691 2.947 4.638 1.828 3.301 5,129
Foreign exchange contracts 357 5.241 5,598 140 5.803 5,943
Other contracts 21 22 43 21 22 43
2.069 S.210 10.279 1.989 9.126 11.115
TOTAL 5.077 11307 16.384 4,530 11.915 16,445
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Caisse centrale enters into derivative
transactions with counterparties ha\'in},_; a credit
rating similar or higher than its own (Moodyv's
Aa3). Chart I presents the credit risk amount of
Caisse centrale's derivative portfolio by credit
quality. The chart shows that close to 90% of
the current credit exposure is to counterparties
which are rated equal of above Caisse centrale's

credit rating.

Chart IT details the derivative credit exposure

broken out by counterparty type. By value of
notional principal, 74% of counterpartics were
banks. Federations and other Desjardins entities
accounted for 20%. Transactions with entities

of the private sector accounted for only 6%,
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Chart IIT shows the maturity profile of the derivative
portfolio. Generally, there is less market risk associated
with short-term instruments. As measured by notional
values, more than 86% of these derivatives have remaining
terms of less than three vears with a majority within a
year. It is to be noted that close to 60% of foreign
exchangc contracts relate to contracts with a remaining

term of less than three months.
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APITAL
MANAGENMENT

Capital consists of members'
equity (which includes capital
stock, retained earnings and
general reserve) and
subordinated debentures.
Combined with the size and
stability of a financial
institution's deposit base, capital
provides an important source
and measure of financial
strength. In recent years,
regulators and rating agencies
have directed a great deal of
attention to financial
institutions' funding sources,
particularly their capital levels.

As shown on the balance sheet,
members’ equity ($409.4
million) and general reserve
($28.9 million) are identical to
last vear. All of the retained
earnings at vear-end 1995 were
declared as remuneration on

capital stock. Caisse centrale

fully satisfies the requirements of

the Inspector General of
Financial Institutions (Inspector
General) as far as capital is
concerned. According to the
instructions of the Inspector
General, which differ from those
of the Bank for International
Settlements (BIS), the liability
ratio was 10.31:1 at December
31, 1995 while the norm was
20:1. Return on members'
equity was 7.02% in 1995
(1994: 3.9%). Expressed as a
]Jer(‘emagv of total assets,
members’ equity reached 8.2%
in 1995, a similar ratio
compared to 1994. As shown in
Note 11 to the financial
statements, under the

Incorporating Act, the Board of
Directors may not declare or pay
interest on shares if it would
render Caisse centrale insolvent
or decrease the paid-up capital.

RISK-WEIGHTED ASSETS AND OFL-
BALANCE SHEET FINANCIAL
INSTRUMENTS

The Bank for International
Settlements (BIS) has established
a framework for measuring
capital adequacy of banks with
substantial international
activities. Caisse centrale has no
legal obligation to abide by these
guidelines but, because of its
international presence, wishes to
compare itself with other
financial institutions active
internationally.

The regulatory capital ratio
consists of the total amount of
capital over assets and off-
balance sheet financial
instruments weighted for risks.

The BIS framework requires that
"risk-weighted balances" be
calculated for off-balance sheet
[inancial instruments and asset
items and that aggregate values
be weighted using a common
definition of capital.

Off-balance sheet {inancial
instruments are initially
converted to "credit risk
equivalents” as shown in

Table XII. For financial
instruments with contractual
amounts representing credit risk
such as guarantees, standby
letters of credit and commitments
to extend credit, the "credit risk
equivalent” is determined by

multiplving the notional amount
by the appropriate "credit
conversion factor”, which can
range from 0% to 100%,
depending on the nature of the
instrument and the original term
to maturity. The "credit risk
equivalent” for foreign exchange
and for interest and currency
contracts comprises the
replacement cost ol contracts
with positive value and the
potential credit exposure on the
contracts, calculated on the basis
of their residual term to
maturity.

The "credit equivalent risks" for
off-balance sheet financial
instruments together with on-
balance sheet assets are then
multiplied by appropriate "risk
weights” Lo determine risk-
weighted balances. The risk
weights depend on the relative
credit risk of the counterpart and
vary from 0% lor claims on or
guaranteed by the Canadian or
provincial governments, to 100%
for claims on or guaranteed by
the private sector.

As shown in Table XII, Caisse
centrale's risk-weighted assets
and off-balance sheet financial
instruments stood at

$2,562 million at December 31,
1005,




Table XII
RISK-WEIGHTED ASSETS AND OFF-BALANCE SHEET FINANCIAL INSTRUMENTS
As at December 31, 1995
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ASSETS Balance Principal Risk-
. sheet risk weighted
(in theusands of dollars) amount weight balance
Cash and deposits with Bank of Canada 10,560 0% 0
Securities issued or guaranteed by Canada, provinces,
municipalities, school boards and public agencies 1,582,929 0-20 9% 47,852
Securities issued or guaranteed of
US Treasury and other US Agencies 90,596 20 % 18,119
Securities issued by banks 22,247 20 % 4,450
Securities issued by members and other
Desjardins entities 50 100 % 50
Other securities 73,007 100 % 73,997
Loans issued or guaranteed by Canada, provinces,
municipalities, school boards and public agencies 273,793 0-20 % 52,760
Loans to members 1,567,283 209 313457
Loans to other Desjardins entities 929,374 100 9% 929,374
Other loans 708,749 1009 708,749
Other assets 75,904 100 % 75.904
5.335.482 2224712
OFF-BALANCE SHEET FINANCIAL INSTRUMENTS
Credit Credit Principal Risk
Notional conversion risk risk weighted
(in thousands of dollars) amount factor equivalent weight balance
Financial instruments with contractual
amounts representing credit risk
Guarantees and standby letters of credit 153,015 0-100 % 150,555 20-100 % 40,713
Commitments to extend credit:
Onriginal term to maturity
Greater than one vear 7 7 50 % 380,155 0-100 % 225,164
One year or less and conditional 5,179,773 0-100 % 4,147 0-100 9 4,147
Derivatives
Interest rate contracts 4,638,074 (1) 57,441 20-50 % 14,819
Foreign exchange contracts 5,597,865 (1) 223,269 20-50 % 45,608
Other contracts 42 890 (1) 1.716 20 9% 343
10,383,921 823283 336,794

TOTAL RISK-WEIGHTED ASSETS AND OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

(L)

$2.561.506

Foreign exchange and interest rate contracts are converted to "credit risk equivalent" by adding the total replacement cost (obtained by
market assessment) of all outstanding contracts with positive value and an amount for potential credit exposure on the basis of the total
contract amount split by remaining term to maturity, as follows:

Interest rate Others

Remaining term Foreign exchange

to maturity contracts contracts Contracts
Less than 1 year 1 % 0% 6 %
Greater than 1 year and less than 5 years 5 % 0.5 9% 8 %
Greater than 5 vears 7.5 % 1.59% 10 %
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CAPITAL RATIO

Members' equity was

$438.3 million at December 31,
1995, In addition, Caisse
centrale had outstanding
subordinated debentures
totalling $70.5 million eligible as
Tier 2 capital under BIS
guidelines. Total capital stood at
$508.8 million at current year-

end

All the member federations have,
through an equity maintenance
agreement, irrevocably
guaranteed to maintain Caisse
centrale's capital base at a
minimum level equal to at least
(i) 5.5% of Caisse centrale's total
liabilities determined in

accordance with the provisions of

sections 54 to 36 of the
Incorporating Act or, if higher
(1i) 8.5% of Caisse centrale's risk-

\/ \/ \/
0’0 0.0 0’0

weighted assets and off-balance
financial instruments determined
in accordance with the standards
set by the BIS.

At December 31, 1995, the
liabilitv ratio was 9.70% (1994;
9.48%), and the BIS ratio
19.86% (1994: 19.30%), well

above the minimum ratios.



Table XIII
CONSOLIDATED BALANCE SHEETS
As at December 31
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{in thousands of dollars) 1995 1994 1993 1992 1991

ASSETS

Cash and deposits with Bank of Canada 10.560 40,789 10.212 38517 86.594

Securities 1.769.819 1.300.554 1,108,005 1.,088.628 893.5306

Loans

. Members and other Desjardins entities 2.496.657 2,859,636 2972917 3420331 1,985,888

- Public and parapublic sectors 263.801 294,565 364,107 548.304 529,994

. Other 718,741 854.364 1.119.276 1,220,895 1,502,079

Other assets 75.904 78,571 76448 90,494 §89.005

TOTAL ASSETS 5.335.482 5428479 5,650,965  6.440.169  5.087.096

LIABILITIES AND MEMBERS' EQUITY

Deposits

Pavable on demand 228,339 210,587 2306.200 174,681 195,203

Pavable on a fixed date 4.470,685 4,552,852 4,801,087 5,033,504 4,354,459

Other Liabilities 127.638 153,988 113314 135.047 83.337
4.826.662 4917427 5,150,610  5.943.232  4.632.999

Subordinated debentures 70477 66,991 33.960 58.594 -

Members' equity

Capital Stock 409,403 409 403 409,403 409,403 409 403

Retained Earnings - 5.718 6.052 - -

General Reserve 28,940 28,940 28,940 28,940 44,69

438,343 444,061 444 395 438.343 454.097
TOTAL LIABILITIES AND
MEMBERS' EQUITY 5.335.482 5428479  5.650.965 6.440.169 5.087.096
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CONSOLIDATED STATEMENTS OF INCOME

Lor the vears ended December 31

(in thousands of dollars) 1995 1004 19903 19002 1991

Interest income

Loans 284,990 295,984 310,839 344,212 348.768

Securities 147.557 77.763 77,192 67.057 74216
432,547 373.747 397.031 411,269 422984

Interest expense 374.908 322.944 346.494 351,750 356272

Net interest income 57.639 50.803 50,537 36,519 66,712

Provision for credit losses 7.958 20,007 24067 40 500 9.000

Net interest income after provision

for credit losses 49,681 30.736 26470 7.019 57.712

Other income 13,225 13.046 13,973 18,402 13.943

Net interest income and other income 62,906 43,782 40,443 25421 71.655

Non-interest Expenses

Salaries and benetits 11,258 10.680 10.607 10.003 S.010

Premises. equipment and furniture,

including depreciation 5.243 4,972 4,850 4.408 3.508

Other 0.601 5.299 5,021 4.503 3315

23.105 20,951 20,478 19,004 15.493

Net Income Before Income Taxes 39.801 22,831 190,965 6,417 50.162

Income taxes 8,617 5.437 4,959 2.158 0.878

NET INCOME 31,184 17.394 15.0006 4,259 46.284
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