customer-owners via a number of credit unions whose
Prime Rate are tied to Bank Primes. Most credit unions
have not been able to drop their cost of funds as fast
or as far, resulting in a lower gross financial margin.
Total financial revenue was down by 28 bps and
financial expense was down by 23 bps, resulting in a
financial margin 5 bps lower than at the end of 2007.
We expect to see continued declines in 2009 as lower
investment income begins to impact the financial
revenue.

Bankruptcy filings in December for the country
jumped 47% over December 2007; credit unions are
not immune to the fallout from bankruptcies, and con-
sumer proposals increased by 39.1%. Total bankrupt-
cies in the country for 2008 were 96,774 versus 86,140

in 2007, for a 12.3% increase.
Provisions for impaired loans in
credit unions were $2.9 million ver-
sus $2.5 million in 2007, for a 16%
increase, or $439,000. Many of the
bankruptcies were unexpected, as
loans were current at the time the
notice of bankruptcy showed up at
the credit union.

Operating expenses continued
to stay high and increased by $4
million year over year. As a per-
centage of weighted average as-
sets (WAA), they remained virtually
unchanged at 4.47%. Again, we

have still to see economies of scale from the amalga-
mations that have taken place in the province.

The surplus of $8.2 million is expected to change as
rebates from system partners are added and patronage
refunds are paid out to customer-owners. We issued an
advisory late in 2008 suggesting that all credit unions
look closely at patronage refunds because holding
higher levels of capital until the economy improves
may be a better strategy. The reported surplus of $8.2
million is .51% of WAA, and down moderately from
the audited results in 2007 of .55%.
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MONEY LAUNDERING

CUDIC CONTINUES TO MAINTAIN 3 good working
relationship with FINTRAC. Under the Memorandum

of Understanding (MOU) between CUDIC and FINTRAC,
CUDIC conducted Money Laundering Compliance
Reviews in three Nova Scotia credit unions in 2008 on
behalf of FINTRAC. Compliance Officers from FINTRAC
also completed Compliance Examinations in three other
credit unions in the province.

Several important changes made to the Requla-
tions of the Proceeds of Crime Money Laundering and
Terrorist Financing Act (PCMLTFA) came into effect
on June 28, 2008. These changes placed additional
record-keeping and reporting requirements on financial
entities, including the credit unions. Ongoing training of
staffs and boards is critical in order to keep everyone
well informed of the requirements of the Act and the
responsibility of the credit unions and the individual
staff and board members. Non-compliance with the
requirements of the PCMLTFA must be taken seriously,
as continued violations may result in penalties levied
by FINTRAC against the credit union and/or staff.



AUDITORS REPORT

To the Directors of Nova Scotia CREDIT UNION DEPOSIT INSURANCE CORPORATION

We have audited the balance sheet of Nova Scotia Credit Union Deposit Insurance Corporation as at December
31, 2008 and the statements of earnings, equity and changes in cash resources for the year then ended. These
financial statements are the responsibility of the corporation’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of the
Corporation as at December 31, 2008 and the results of its operations and the changes in its cash resources for
the year then ended in accordance with Canadian generally accepted accounting principles.

e Sy Fr

Chartered Accountants

Dartmouth, Nova Scotia
January 16, 2009
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STATEMENT OF EARNINGS

YEAR ENDED DECEMBER 31 2008 2007
Revenue
Assessments and recoveries (Note 8) $ 1,278,304 S 1,181,511
Investment and other income 598,616 993,245
Gain (loss) on disposal of assets (5,122) (5,906)
1,871,798 2,168,850
Expenses
Operating
Board and committees 121,521 125,408
Contracted services and expenses 84,260 113,495
Depreciation 23,520 21,983
Insurance 17,366 16,796
Legal and consulting 3,071 3,771
Occupancy 78,373 74,239
Office 58,158 50,764
Professional fees 84,594 68,310
Risk management programs 48,500 54,898
Salaries and employee benefits 556,943 522,293
Telephone 14,860 13,937
Travel 87,903 90,320
1,179,069 1,156,214
692,729 1,012,636
Reversal of accrual for unidentified deposit insurance losses 675,000 =
Net earnings $ 1,367,729 S 1,012,636

See accompanying notes to the financial statements.



YEAR ENDED DECEMBER 31

Balance January 1, 2007

Net earnings for the year

Transfer to shared deductible pool reserve (Note 7)

Realized gains transferred to net earnings during the year

Unrealized losses on available for sale financial assets during the year
Balance December 31, 2007

Net earnings for the year

Transfer to shared deductible pool reserve (Note 7)

Realized gains transferred to net earnings during the year

Unrealized losses on available for sale financial assets during the year
Balance December 31, 2008

See accompanying notes to the financial statements.

STATEMENT OF EQUiITY

Shared Accumulated Total
Deductible Other Comprehensive
Pool Reserve Retained Comprehensive Total Income
(Note 7) Earnings Income (Loss) Equity (Loss)
$649,256 $14,704,562 $935,697 516,289,515 =
— 1,012,636 — 1,012,636 1,012,636
28,092 (28,092) = = =
- - (320,935) (320,935) (320,935)
— (8,416) (8,416) (8,416)
677,348 15,689,106 606,346 16,972,800 683,285
- 1,367,729 - 1,367,729 1,367,729

36,794 (36,794)
(237,149) (237,149) (237,149)
= (1,665,842) (1,665,842) (1,665,842)
S 714,142 $ 17,020,041 5(1,296,645) 516,437,538 $148,023
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BALANCE SHEET

DECEMBER 31

Assets

Cash

Accounts receivable (Note 3)
Investments (Note 5)

Prepaid expenses

Property and equipment (Note 4)

Liabilities
Accounts payable and accrued liabilities (Note 6)
Commitments (Note 12)

Equity

Shared deductible pool reserve (Note 7)
Accumulated Other Comprehensive Income (Loss)
Retained earnings

On behalf of the Board:

Director

See accompanying notes to the financial statements.

2008

S 60,322
164,753
16,565,039
13,511

32,926

$ 16,836,551

$ 399,013

714,142
(1,296,645)

17,020,041

16,437,538

$ 16,836,551

WW%

Director ~

2007

80,562
108,440
17,442,261
17,409
39,239

17,687,911

715,111

677,348
606,346

15,689,106

16,972,800

17,687,911



STATEMENT OF CHANGES IN CASH RESOURCES

YEAR ENDED DECEMBER 31
Cash provided by (used for)
Operating activities
Investment income received
Assessments and recoveries received
Funds (advanced) received on behalf of Credit Unions
Receipts from (advances to) employees on computer loans
Receipts from unclaimed balances, net of paid outs
Payments to employees and suppliers
Cash flows provided by operating activities
Investing activities
Purchase of investments (net of proceeds of sale)
Additions to equipment and leaseholds
Cash flows used for investing activities
Increase (decrease) in cash

(Cash, beginning of year

Cash, end of year

See accompanying notes to the financial statements.

$

$

2008

663,043
1,235,583
(448)
335,485

(1,133,489)

1,100,174

(1,098,084)

(22,330)

(1,120,414)

(20,240)

80,562

60,322

S

5

2007

1,782,677
1,483,191
(977)

381

(1,131,011)

2,134,261

(2,064,474)
(13,010)

(2,077,484)

56,777

23,785

80,562
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DECEMBER 31, 2008

1. GOVERNING LEGISLATION AND OPERATIONS

The Corporation was established in 1995 under the
Credit Union Act (Chapter 4 of the Acts of 1994). The
Corporation is a continuation of the Nova Scotia Credit
Union Stabilization Fund. It is funded by premiums
assessed against credit unions.

The purposes of the Corporation are to provide
insurance against the loss of part or all of deposits in
member credit unions, to provide financial assistance
to credit unions for the purpose of stabilization and to
protect deposits in credit unions by the development
of sound business and financial policies and by
implementation of loss prevention programs and
other controls. These purposes are to be pursued
for the benefit of depositors in credit unions and in
such a manner as will minimize the exposure of the
Corporation to loss.

NOTES TO THE FINANCIAL STATEMENTS

Under the Credit Union Act, the Corporation has the
power to do all things necessary or incidental to the
furtherance of its purposes, including acquiring assets
from credit unions, quaranteeing loans in credit unions
and providing any form of assistance to credit unions.
Amang other things, it may make standards of sound
business and financial practices, make or cause to be
made examinations or inquiries in relation to credit
unions, place limitations on the lending activities and
loan policies of a credit union, issue directives (in
consultation with Credit Union Central of Nova Scotia
and the Superintendent of Credit Unions of Nova
Scotia), and act as liquidator of a credit union.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The financial statements have been prepared in
accordance with Canadian generally accepted
accounting principles. In preparing these financial
statements, management is required to make
estimates and assumptions that could affect the
reported amounts of assets, liabilities and disclosure
of contingent liabilities at the date of the financial
statements, and the reported amounts of revenue and
expenses during the reporting period. Management
does not anticipate that actual results will differ
materially from those estimates.

Investments
All investments are classified as available for sale
because the Corporation does not intend to trade the
investments for short-term profit making and has not
elected to classify the investments as held for trading.

Unrealized holding gains and losses related to
available for sale investments are excluded from net
income and are included in other comprehensive
income until such gains or losses are realized or an
other than temporary impairment is determined to
have occurred.

The method used to estimate the fair value at the
balance sheet date is the quoted market price.

Property and equipment

Furniture and equipment is stated at cost. Depreciation
is calculated on the straight-line basis over the useful
life of the assets as shown in Note 4.

Financial instruments

The fair value of financial assets and liabilities
which include cash, accounts receivable, payables
and accruals approximate their carrying values.
Investments are recorded at fair value.

Assessment income

Assessment rates are based on a risk classification
system and are applied to average assets of member
institutions for the period October 1 to September 30.
Assessment income is recognized when earned.



Defined benefit plan - retiring allowance

On January 1, 2008, the Corporation adopted the
accounting standard on employee future benefits using
the prospective application method. The cost of the
retirement benefit has not been actuarially determined
and is based on the current salary levels prorated

on years of service. Management is of the opinion

that the actuarially determined cost will not differ
materially from the current basis of valuation. The
Corporation is amortizing the transitional obligation on
a straight line basis over 12 years, which is the average
remaining service period of employees expected to
receive benefits under the benefit plan as of January

1, 2008.

3. ACCOUNTS RECEIVABLE
2008 2007
Dividend assistance and

recoveries $ 36,282 $ 36,282
Credit Union assessments 42,972 1,196
Accrued interest 68,276 60,389
HST 12,880 7,623
Other 4,343 2,950

$164,753 5 108,440

NOTES TO THE FINANCIAL STATEMENTS

4. PROPERTY AND EQUIPMENT 2008 2007
Accumulated Net Net

Rates Cost Depreciation Book Value Book Value
Furniture and equipment - 3 Yrs. S.L. $ 82,970 $ 50,847 $ 32,123 $ 37,677
Leasehold improvements - 5 Yrs. S.L. 4,262 3,459 803 1,562
$ 87,232 $ 54,306 $ 32,926 $ 39,239

5. INVESTMENTS

Investments consist of Canadian federal, municipal and
provincial government and corporate bonds, index pool
funds and equity instruments. The bonds have interest
rates ranging from 3.75% to 6.85% on an annual basis,
with maturity dates ranging from less than a month

to 45 years. The investments also include credit union
quaranteed investment certificates, with interest rates
ranging from 3.85% to 4.65% and mature at dates up
to March 2011.

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

2008 2007

Trade payables and accruals  $ 36,511 $37,982

Unclaimed balances (Note 11) 337,614 2,129
Accrued retirement benefit

liability (Note 13) 24,888 =

Accrual for unidentified deposit
insurance losses (Note 10) — 675,000
$399,013 5 715,111

7. SHARED DEDUCTIBLE POOL RESERVE
The reserve was established to fund a shared
deductible pool for liability insurance related to credit
union directors. The first $5,000 of the claim will be
paid by the credit union and any residual, up to a
maximum of $95,000, will be paid from the reserve.
Income earned on the funds will be credited to the
reserve. The Corporation’s liability is limited to funds
available in the reserve.

During the year, interest income in the amount
of $36,794 (2007 - $28,092) was transferred to the
reserve.

8. ASSESSMENTS AND RECOVERIES

2008 2007
Credit unions’ assessments
- reqular $1,228,347 S 1,140,615
Recoveries of assistance
to credit unions 49,957 40,896

$1,278,304 S 1,181,511
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9. INCOME TAXES

The Corporation is a deposit insurance corporation for
income tax purposes and is subject to income taxes on
its taxable income at the statutory rate prescribed for
deposit insurance corporations. Income for tax purposes
excludes assessments made against credit unions. Also,
no deduction may be made against income for tax
purposes for financial assistance given to or paid on
behalf of credit unions.

The Corporation has accumulated non-capital losses
for tax purposes which are available to reduce taxable
income in future periods. The potential tax savings
from claiming the losses have not been recorded.

The losses expire as follows:
2009 $ 453,161

2010 412,031
2014 571,261
2015 199,756
2026 350,910
2027 274,237
2028 476,604

$ 2,737,960

In addition the Corporation has allowable capital
losses of $216,064 which are available to reduce
capital gains in future periods.

NOTES TO THE FINANCIAL STATEMENTS

10. ACCRUAL FOR UNIDENTIFIED DEPOSIT

INSURANCE LOSSES

The accrual for unidentified deposit insurance losses
includes a general provision for losses. The general
provision reflects management’s best estimate of
losses on insured deposits arising from the inherent
risks in member institutions. The provision is
established by assessing the aggregate risk in member
institutions based on current market and economic
conditions, the likelihood of losses and the application
of historic loss experience. During the current year
management reduced its estimate to SNIL.

11. UNCLAIMED BALANCES

In accordance with the provisions of Requlation 13

of the Credit Union Act the Corporation has received
deposits from credit unions representing unclaimed
balances. These deposits must be held indefinitely by
the Corporation until claimed by a depositor or creditor
entitled to such funds.

12. COMMITMENTS

Lease commitments

The Corporation is committed to pay annual lease
payments for its premises and vehicles for future years
as follows:

2009 $ 93,260

2010 28,260
2011 25,905
$147,425

Retirement savings plan contributions

The Corporation contributes to retirement savings
plans on behalf of all employees, after completion of
three months’ service. Each employee contributes six
percent of earnings and the Corporation matches this
contribution. The cost to the Corporation is included
in salaries and employee benefits expense (2008 -
$26,832; 2007 - $26,651).



13. EMPLOYEE FUTURE BENEFITS

The Corporation has a defined benefit plan that
provides a retirement benefit to employees. Retiring
employees shall receive a retiring allowance of one
week’s pay for each year of service to 3 maximum of
twenty-eight weeks. The weekly rate of pay for this
calculation is based on an average of the employee’s
best six years of earnings. The retirement benefit is
unfunded. The measurement date is December 31.

Elements of retirement benefit costs recognized
during the year:

Current service cost $ 14,664
Amortization of the transitional obligation $10,224
Retirement benefit costs recognized $ 24,888
Continuity of transitional obligation:
Unamortized transitional obligation

beginning of year $ 126,092
Amortization for the current year $10,224
Unamortized transitional obligation

end of year $ 115,868

NOTES TO THE FINANCIAL STATEMENTS

14. INTERNATIONAL FINANCIAL REPORTING
STANDARDS (IFRS)

In February 2008, the Canadian Accounting Standards
Board confirmed January 1, 2011 as the changeover
date for Canadian publicly accountable enterprises to
start using International Financial Reporting Standards
(“IFRS") as issued by the International Accounting
Standards Board. IFRS uses a conceptual framework
similar to Canadian GAAP, but there are significant
differences in recognition, measurement and
disclosures.

As a result, the Corporation is developing a plan
to convert its financial statements to IFRS. The plan
addresses the impact of IFRS on:

Accounting policies and implementation decisions

Information technology and data systems

Internal control over financial reporting

Disclosure controls and procedures

Financial reporting expertise

Business activities

The Corporation has established an IFRS team and is
providing training to employees.

The Corporation is currently in the process of
assessing the differences between IFRS and the
Corporation’s current accounting policies, as well as
the alternatives available on adoption. This assessment
includes the impact of conversion on information
technology and data systems, internal control over
financial reporting, disclosure controls and procedures
and business activities.

Changes in accounting policies are likely. These
changes may materially impact the Corporation’s
financial statements.
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SERVING THE CREDIT UNIONS OF NOVA SCcOTIA

DISTRICT 1
Coady Credit Union Limited
Dominion Credit Union Limited
Electric Employees Credit Union Limited
Glace Bay Central Credit Union Limited
New Waterford Credit Union Limited
North Sydney Credit Union Limited
Princess Credit Union Limited
Steel Centre Credit Union Limited
Sydney Credit Union Limited
Whitney Credit Union Limited

DiSTRICT 2
Acadian Credit Union Limited
Bay St. Lawrence Credit Union Limited
East Coast Credit Union Limited
St. Joseph's Credit Union Limited

DiSTRICT 3
Bergengren Credit Union Limited
Community Credit Union of Cumberland
Colchester Limited

DISTRICT 4

Credit Union Atlantic Limited
Electragas Credit Union Limited
Heritage Credit Union Limited

iNova Credit Union Limited

Teachers Plus Credit Union Limited
Province House Credit Union Limited
Public Service Commission Employees’
Credit Union Limited

DISTRICT 5

Caisse Populaire de Clare Limitée
Coastal Financial Credit Union Limited
LaHave River Credit Union Limited
New Ross Credit Union Limited
Rossignol Credit Union Limited

Valley Credit Union Limited

Victory Credit Union Limited
Weymouth Credit Union Limited
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telephone 902.422.4431
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fax 902.492.3695
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