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Minister of Finance

Frost Building South, 7* floor

7 Queen's Park Crescent
Toronto, Ontario

M7A 1Y7

Dear Minister:
I have the honour to submit to you the Annual Report of the Deposit Insurance Corporation of
Ontario for the year ended December 31, 2009, pursuant to Section 256 of the Credit Unions and

Caisses Populaires Act, 1994.

Yours truly,

Internet Home Page : http://www.dico.com; E -mail:info@dico.com ® Page d'accueil Internet : http://www.soad.com; Courriel : info@soad.com



Mission
To protect depositors and contribute to the stability of the Ontario Credit Union and Caisse Populaire
sector.

Vision
We will contribute to the soundness, stability and success of the Ontario Credit

Union/Caisse Populaire sector by being an effective solvency regulator and
deposit insurer.

Values

In fulfiling our mandate and pursuing our Vision and Mission we will live by the following values:

Excellence and Professionalism
e DICO will maintain a highly skilled and diverse workforce that promotes excellence
and professionalism in how it conducts its affairs.

Respect and Fairness
® Employees will treat everyone with mutual respect and fairness.

e DICO will act and support employees in a fair and consistent manner.

Integrity and Trustworthiness
e Employees will adhere to the highest ethical standards in performing their duties and
responsibilities including maintaining the confidentiality of sensitive information.

Communications and Teamwork
e Employees will maintain open communications and work cooperatively amongst
themselves and with partners towards the achievement of DICO’ mandate.

Financial Stewardship

e DICO will act as a responsible agency that continuously strives to be efficient and
effective for the benefit of all stakeholders and will manage its operations effectively
and in a cost efficient mannet.

DICO Staff

Giovanna Arnold+Adrienne Barber« Patricia Bazinete Suzanne Boyer+Alla Brachman+Barry Brydges+John Burgman<Richard DaleGerry Daouste

Tony D’Errico*Bob Edmison«Brigitte Elie #Bill Fostere Carmen Gheorghe¢Sharon HasletteJohn HuttoneEntela Josifie Yasmin Khoja+ Steve Kokaliaris#Jim Maxwell ¢
Alana McLeary<Niall 0’HalloraneDanny Pianezza+Naile Piranaj*Andy PoprawaAndy RechtshaffeneMercedes Ruano+James StephensonSuzanne Tucker

Nelson VerdeciaGrace WeneMichael White+ Richard White+Andrew WrighteWinnie Yu.
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Corporate Governance

The Deposit Insurance Corporation of Ontario is
an agency of the Province of Ontario established in
1977 and operates under the Credit Unions and Caisses
Populaires Act, 1994. The Act sets out DICO's
objects, powers and duties as well as general terms
for deposit insurance and other governing
parameters. DICO functions within the legal
framework established by the Act, Management
Board of Cabinet Secretariat Directive on Agency
Establishment and Accountability and other
applicable laws. The Corporation is ultimately
accountable to the Legislature through the Minister
of Finance for the conduct of its affairs.

The Act requires that the DICO Board of Directors
"shall manage the affairs or supervise the
management of the affairs of the Corporation...".
The Board of Directors is composed of up to nine
persons all of whom are appointed by the
Lieutenant-Governor-in-Council to serve for various
terms of usually up to three years.

DICO follows a robust appointments process to
ensure that it recruits the best qualified people to its
Board. The Board’s criteria for consideration of
candidates for Board membership include:

* having experience in the financial services
industry;

» understanding Credit Union/Caisse Populaire
principles, sector structure and modus operandi;

* board experience, director training or background
in business or academia;

¢ understanding business concepts, operations and
financial reports;

¢ communicating effectively, strategic thinking and
appropriate decision-making and judgement.

The Corporation has established a skills profile in
addition to a position description for directors.
DICO has also established a gender, experience,
skills and geographic representation profile for the
Board as a whole, to ensure that it maintains an
appropriate balance of these attributes. All potential
candidates for the Board are screened and

interviewed by a committee of the Board prior to
being recommended for appointment to the Minister.
DICO typically provides the Minister with more
than one candidate. Once the Minister has made a
selection, that recommendation is forwarded to the
Cabinet for approval.

DICO follows best practices in corporate
governance including:

e a formal director orientation process;

* continuous director development;

* Board succession planning;

* annual Board assessment and feedback;
e regular in-camera sessions; and

e annual strategic planning session.

The Board also establishes annual objectives for
itself and measures its performance against those
stated objectives. These include strategies for risk
management and communication with stakeholders,
executive management and management reporting
and control.

DICO is a member and active participant in the
Conference Board of Canada's Public Enterprise
Governance Centre and the Risk Council, the
Institute of Corporate Directors and others. These
affiliations provide the Corporation with an insight
into best and next practices for achieving excellence
in governance.



DICO’s Board of Directors
DICO’S BOARD OF DIRECTORS

./ P C ) (from left to right):

Sitting: Jane Davis,
Laura Talbot, Leslie Thompson

Standing: Raymond Boucher,
Paul Mullins, Colin Litton,
Debra Curley, Robert Hammond,
Carol Lemelin

LAURA TALBOT, MBA, CMA, FCMA, ICD.D/IAS.A, CHAIR OF THE BOARD

Laura Talbot is Chair of the Deposit Insurance Corporation of Ontario Board, and President of the TalbotAllan
Consulting Group. Previously she held senior executive roles with University of Waterloo, the Federal government, the
Canadian Red Cross, several utilities and US Bank One. She has substantial governance experience, currently on the
Boards and Committees of the: Desjardins Sécurité financiére — assurance vie; Accounting Standards Oversight Council
of the CICA; Canadian Partnership Against Cancer; Canadian Food Inspection Agency; Ontario Health Quality
Council; SMAC Pension Committee; Fellows FCMA Council of Quebec; and a life member of Financial Executives
International (Canada). She was previously Chair - Info Standards Development for the Ontario Accessibilities Act;
Vice Chair of the CS COOP Board, Chair of the Society of Management Accountants of Canada (SMAC), amongst
others. She holds a MBA from combined studies at the Universities of Ottawa/Manitoba; an ICD.D/IAS.A
designation from the Institute of Corporate Directors following studies at the Rotman Business School; a CMA and
FCMA from the Quebec Ordre of Certified Management Accountants. Ms. Talbot was appointed on March 20, 2002
and her term expires on February 18, 2011. She was appointed Chair of the Board effective March 22, 2009.

RAYMOND BOUCHER, B.A.

Raymond Boucher has been involved with the caisses populaires movement for over 30 years. He was General Manager
of Caisse Populaire de Kapuskasing Limitée for 20 years. He was on the board of L’Alliance des caisses populaires de
I’Ontario for more than 18 years as president, vice-president and member of the executive committee. Mr. Boucher has
also been involved on various committees of DICO from the late 1980s to 2004. He has acquired extensive experience
in governance and an understanding of the issues surrounding the credit union/caisse populaire network. He is
presently active in other community organizations such as the Board of “La Fondation de I'Université de Hearst” and
is Chair of the Board of the “Services de Counselling Hearst Kapuskasing Smooth Rock Falls Counselling Services”.
Mr. Boucher was appointed on August 12, 2009 and his term expires on August 11, 2012.

DEBRA CURLEY, B.A., M.I.R., LLB.

Debra Cutley is a lawyer practicing management-side labour and employment law as an associate with Bennett Jones LLP.
She was a Director of HEPCOE Credit Union from1998 to 2005 and was also involved in the new corporate entity,
Meridian Credit Union. Her vast experience includes corporate governance, management responsibilities, strategic
planning and community partnership development. She was also Municipal Councilor for the Town of Port Elgin from
1994 to 1997. Ms. Curley was appointed on June 8, 2009 and her term expires on June 7, 2012.

JANE DAVIS, B SC (HON), MM, ICD.D

Jane Davis is an experienced risk management and change management professional, with an extensive background in
wealth management, brokerage, mutual funds, investment counselling and private banking. She also has sales experience
in the corporate and commercial banking sectors so she understands the business management challenges. Ms. Davis
has worked internationally in both wealth management and corporate banking risk management roles. She sits as an
independent director on three corporate and one not-for-profit boards since obtaining her ICD designation in eatly
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2006. Ms. Davis is also a member of five Investment Review Committees in the fund sector. She is also a Corporate
Director for Growthworks and Chair of the Harvest Fund IRC. Ms. Davis was appointed on August 12, 2008 and her
term expires on August 11, 2011.

ROBERT HAMMOND, BA, MBA, FCIA

Robert Hammond, an actuary by profession, spent 29 years with the Federal Department of Insurance and its successor
organization, the Office of the Superintendent of Financial Institutions (OSFI). At various times he was responsible
for the supervision of federally registered insurance companies, non-bank deposit-taking institutions, credit union
centrals and pension plans. As Superintendent of Insurance and, subsequently, Deputy Superintendent at OSFIL, he
served on the Board of Directors of the Canada Deposit Insurance Corporation for ten years. From 1992 until retirement
in 2003, he was CEO of the Canadian Payments Association, the organization responsible for operating Canada’s
clearing and settlement system and having credit union centrals, federations of caisses populaires and independent
credit unions among its members. Mr. Hammond was appointed on May 30, 2006 and his term expires on June 16, 2012.

CAROL LEMELIN, CMA

Carol Lemelin was Chief Financial Officer for the The St. Lawrence Seaway Management Corporation with overall
responsibilities including Finance, Information Technology & Telecommunications, Internal Audit, and Revenue &
Forecasting. Mr. Lemelin was Chair of Caisse Populaire de Cornwall Inc., and also served in various capacities on the
board of Caisse Populaire de Cornwall for several years. Mr. Lemelin was appointed on June 20, 2007 and his term
expires on June 19, 2010.

COLIN LITTON, FCA, ICD.D

Colin Litton is a Fellow of the Institute of Chartered Accountants of Ontario and a Certified Director. He is a retired
partner of KPMG and his career with the firm has included service in its South African, Australian and Canadian
practices. During his career with KPMG he was primarily engaged in providing audit and advisory services to banks,
pension and investment funds and other entities comprising the financial services industry. He was the Chair of the
Deposit-taking Institutions Auditors Advisory Committee to the Superintendent of Financial Institutions Canada until
his retitement from public practice in Canada. Mr. Litton was appointed on August 12, 2008 and his term expires on
August 11, 2011.

PAUL MULLINS, BA, LL.B, VICE CHAIR OF THE BOARD

Paul Mullins is a lawyer who has had his own practice in Windsor and Essex County since 1971. He was a commissioner
for the Federal Human Rights Tribunal. He is a Director and former President of Windsor Homes Coalition which
provides low income housing to needy families. For over 24 yeats he served as a Director and/or Chair of the Board
of United Communities Credit Union (formerly Woodslee Credit Union) which has 35,000 members and assets of
over $575 million. Mr. Mullins was appointed on June 17, 2004 and his term expires on March 7, 2013.

LESLIE THOMPSON, MFA, MBA, FCSI, CMC, ICD.D

Leslie Thompson is President of LESRISK, Debt and Risk Management Inc. She is an enterprise risk management
consultant with experience as a senior executive with both financial institutions and government. Formerly, she was
Vice President of Union Bank of Switzerland and The Chase Manhattan Bank. She also led the start-up operations of
the Province of Ontatio's treasury operations (now Ontario Financing Authority). Ms. Thompson also serves as
corporate director on several boards in addition to DICO's including: the Ontario Municipal Employees' Retitement
System (OMERS AC), Trustee, City of Toronto Sinking Fund Committee; Chair, Investment Advisory Committee,
City of Toronto as well as community boards. Her qualifications include a Master of Business Administration, the
Institute of Corporate Directors' Designation and she is a Fellow of the Canadian Securities Institute. Ms. Thompson
was appointed on October 12, 2005 and her term expires on November 18, 2011.

PATRICK DEUTSCHER, OBSERVER, MINISTRY OF FINANCE

Patrick Deutscher is Chief Economist for Ontario and Assistant Deputy Minister of the Office of Economic Policy
(OEP) in the Ministry of Finance. He was appointed to that post in 2006. Prior to that, he was Director of the
Macroeconomic Analysis and Policy Branch of the OEP. Pat first joined the Ontario Treasury in 1981. He worked in
the Office of Economic Policy until 1987 when he left to work on fiscal and economic policy with the Federal
Department of Finance, subsequently returning to the Ontario Public Service (OPS). Eatlier in his career he worked
with Environment Canada and Imperial Oil. Pat was raised in Saskatchewan. He holds a Ph.D. in Economics from the
University of Toronto.



Ombudsman’s Report

The Office of the Ombudsman was established in
April 2008 by the Board of Directors of the
Deposit Insurance Corporation of Ontario (DICO),
after a request by the Minister of Finance and
following consultation with the Ontario credit union
and caisse populaires sector. This initiative is
intended to help meet the needs of insured
institutions and their members for the purpose of
reviewing complaints that have not been resolved at
the operational level and to reach conclusions based
on an independent review of the facts. Complaints
must relate to regulatory issues between insured
institutions and DICO or to disputes between
depositors or borrowers related to institutions that
are being liquidated. In the course of investigating
complaints, the Ombudsman may make non-
binding recommendations to DICO where deemed
appropriate. The Ombudsman reports directly to
the Board and is independent from operational
programs.

DICO’s website includes information regarding the
mandate of the Ombudsman, complaint forms,
contact information and circumstances under which
the Ombudsman has no jurisdiction, such as when
an insured institution is involved in an order for
administration or liquidation.

The following is a list of activities completed during
2009:

a. Management implemented two recommendations
from the Office of the Ombudsman:

1. Enhance the complaint resolution process by
adding to the website the contact information
of staff at DICO who can assist with problem

Beryl Roberto
Ombudsman

resolution, including steps to escalate
unresolved problems to the CEO prior to
contacting the Ombudsman’s Office; and

2. Enhance the educational process and
develop an Acknowledgement of Terms of
Supervision for insured institutions under

supervision.

b. Presented progress reports on current activities at
each Board of Directors meeting.

c. Followed-up on member inquiries: one from joint
members of a liquidated institution that was
quickly resolved by management of DICO;
another from a business owner requiring
clarification related to the complaint process for a
specific third-party service provided by an
insured institution. The advice to the latter was to
first speak with the insured institution and if not
resolved, then to seek guidance from the
Financial Services Commission of Ontatio.

d. Responded to a complaint from a bank customer
advising that DICO has no jurisdiction over
federally chartered institutions and therefore,
provided the names of the appropriate authorities
that could assist.

Full co-operation and support was received from the
Board, management and staff at DICO throughout
the year.

Beryl Roberto
Ombudsman

Tel: 416-325-9446
Email: ombudsman@dico.com
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Sub-Committees of the Board

(as at December 31, 2009)

AUDIT AND FINANCE COMMITTEE

This committee reviews and makes recommendations
to the Board on investment policies and procedures.
It reviews the monthly and annual financial
statements of the Corporation and the results of the
external auditors' audit of the annual financial
statements. The committee also reviews
recommendations made by the internal auditor
regarding internal controls and procedures and
ensures that appropriate action is taken.

¢ Colin Litton, Chair
* Raymond Boucher
® Carol Lemelin

* Leslie Thompson
* Laura Talbot, ex-officio

GOVERNANCE & HUMAN RESOURCES COMMITTEE

This committee reviews and makes
recommendations to the Board on policies relating
to the Corporation's governance, human resources
plans, compensation, employee benefits and related
mattets.

® Paul Mullins, Chair
® Robert Hammond

* Laura Talbot, ex-officio

RISK MANAGEMENT COMMITTEE

This committee reviews the principal risks to the
Corporation including deposit insurance risk
exposure and makes recommendations to the Board
relating to its Framework for Enterprise Risk
Management including risk assessment and risk
management policies, programs and guidelines.

* Leslie Thompson, Chair

*Debra Cutley

* Jane Davis

® Robert Hammond

* Colin Litton
* Laura Talbot, ex-officio

ATTENDANCE AT BOARD AND COMMITTEE MEETINGS 2009

. Governance .
DICO A_udll & & Human ik
Finance Management
ST Committee SIS Committee
Committee
Number of meetings
held 6 4 4 4
Total # of members 7-9 3-4 2 4-5
Total scheduled
attendance . I 8 I
Total actual
attendance e I g L
% of Attendance 98% 100% 100% 100%

The number of directors on each committee has
varied due to filling of vacancies during the year.



Message from the Chair:
On the Right Course,
Right from the Start

On behalf of the Board of Directors, I am pleased
to present our annual report to the government and
our other stakeholders. The Deposit Insurance
Corporation of Ontario exists to protect depositors
from loss of deposit funds placed with Ontario’s
credit unions and caisses populaires. I am pleased to
report that DICO has met our primary mandate
during the past year. No depositor has ever lost any
deposit funds placed with an Ontario credit union or
caisse populaire.

Despite the recent financial market turmoil and
other economic stresses over the past year,
confidence in Ontario’s credit unions and caisses
populaires has been maintained at a very high level.
This is evidenced by the strong growth in deposits
in the sector. DICO has played an important role in
promoting confidence in and the stability of credit
unions and caisses populaires by ensuring adherence
to high standards of governance, capital and risk
management.

The Deposit Insurance Reserve Fund (DIRF) has
sustained significant insurance losses over the past
two years, caused primarily by alleged illegal and
fraudulent activities by former management and
staff of several insured institutions. The losses have
not been recovered from fidelity insurance. As a
result, the fund is seriously underfunded; the Board
is evaluating various options to recapitalize it,
including recommending to the Minister an increase
in insurance premiums or assessing a special levy.

Laura Talbot
Chair of the Board of Directors

Amendments to the Act

During the year, the government proclaimed long
awaited amendments to the Credit Unions and Caisses
Populaires Act in order to modernize the governing
statute and provide Ontario credit unions and
caisses populaires with broader business powers
while at the same time updating the regulatory
regime. One outcome of these amendments was the
expansion of DICO’s mandate to include
responsibility for prudential oversight and solvency
regulation. These new responsibilities and powers
are being taken very seriously by DICO’s Board and
staff. We have been busy ensuring that all the
appropriate policies and procedures have been
implemented to ensure an effective transition. We
are confident that implementation of these new
policies, processes and service standards will ensure
the continued protection of depositors while
permitting credit unions and caisses populaires to
take advantage of their expanded business powers to
better serve their members.

Governance and Oversight

The Board of Directors continues to focus on
aspects of governance important to strategic and
effective operations of DICO. Over the course of
the past year, the Board has enhanced its oversight
processes in a number of important areas — strategic
and succession planning, risk based performance
management and reporting. Through a strong
Committee system, the Board has also focused on
important issues related to the transition to
International Financial Reporting Standards (IFRS)
for both the Agency and insured institutions, as well
as a review of the state of the deposit insurance
reserve fund and the differential premium system.
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The Board of Directors continues to follow best
practices in governance as set out in current
literature on the subject including the Conference
Board of Canada's

publications. Details of our I
governance practices can be

found in this annual report.

Looking Forward

For 2010, DICO has
identified a number of key
priorities:

* Implementing an effective
risk-based regulatory
regime;

* Enhancing our proactive
risk assessment and
oversight capabilities;

* Promoting the implementation of enterprise risk
management systems in insured institutions;

* Publishing guidelines and policy guidance with
respect to emerging risks;

* Re-building a sustainable insurance DIRF, partly
through recovering on past claims;

* Implementing a revised premium system;

* Implementing our strategic alliance agreements
with our various stakeholders.

We believe that our long-term strategic direction
properly responds to our mandate to enhance
depositor confidence with due regard to the sector's
goal to be more competitive and responsive to its
members' needs. By exercising continued vigilance
through our risk assessment and management
programs, and by fostering the building of a solid
insurance fund and a strong financial base at insured
institutions, DICO believes that we will continue to
protect depositors effectively, minimize the cost of
depositor protection, and contribute to the stability
of and confidence in Ontario's credit unions and
caisses populaires. We look forward to working with
our various stakeholders to achieve these goals.

We believe that our long-term
strategic direction properly
responds to our mandate to

enhance depositor confidence with

more competitive and responsive to

its members' needs.

Board Transition

I would like to take this opportunity to express my
appreciation to all our Board members for their
dedication and
professionalism in working
together in the interests of
all stakeholders. All of our
directors bring a high level
of skill, expertise and
experience to DICO’s
mandate and deliberations.

due regard to the sector's goal to be

During the past year, David
Yule of Toronto and André
Auger of Sturgeon Falls

retired from the Board after
having served for seven and

three years respectively. On behalf of the Board and
staff 1 would like to thank both David and André
for their valuable contribution and dedication to
DICO.

In 2009, we welcomed Debra Cutley of Toronto and
Raymond Boucher of Kapuskasing to the Board.
Both Debra and Raymond bring a wealth of credit
union experience, skill and enthusiasm to our Board.

I also want to express my sincere appreciation to the
Agency’s management and staff, as well as the many
stakeholders that we have worked with over the past
year, for their support and guidance.

On behalf of the Board of Directors,

Laura Talbot, MBA, CMA, FCMA, ICD.D/IAS.A
Chair of the Board



Message from the CEO:

New Legislation,
New Responsibilities

The Ontario Legislature created the Deposit Insurance
Corporation of Ontario in 1977 to ensure public
confidence in Ontario credit unions and caisses
populaires. DICO insures deposits at the province's 186
credit unions and caisses populaires and it promotes the
safety and soundness of these institutions by identifying,
monitoring and addressing risks to which they are
exposed. DICO receives no tax dollars as insured financial

institutions fund its insurance fund and operations.

The environment in which DICO operated during
2009 was characterised by a series of continuing
financial and operational challenges. In spite of
these challenges, the »
Corporation continued to
meet its mandate by fully
protecting all depositors
from loss of deposit funds.
We remain focused on
continuing to achieve that

objective.

Ontario’s credit unions and caisses populaires are
impacted by the prevailing general economic
conditions as well as those specific to deposit taking
institutions. The significant stresses on the global
banking system and a shift away from capital
markets have resulted in a flight of funds back to
traditional deposit taking institutions. This has
meant strong growth of 6% in deposits over the

past year as depositors prefer the safety of insured

The Corporation prides itself on
ensuring that we operate within the
highest standards of competence,

professionalism and integrity.

Andrew (Andy) Poprawa .
President & CEO

institutions over other investment and savings

alternatives.

The low interest rate environment throughout 2009
combined with relatively high operating costs and
increasing loan losses have continued to negatively
impact the overall profitability of the sector. While
liquidity levels have rebounded from 2008 levels,
yields on investments and loans are at historical
lows. In addition, losses associated with higher risk

business activities have further impacted profitability.

2009 Failures

During 2009 six credit unions went into liquidation
and two were placed under the administration of the
Corporation. Four of
these liquidations were
initiated voluntarily by
the institution’s members
9 in response to the plant
closure of the sponsor
employer or other similar

economic circumstances. The other credit unions

were ordered into liquidation by DICO as a result of

their financial distress. In both of these situations,
DICO’s decisive actions ensured that all depositors
were protected from any loss of their deposit funds

while public confidence in the sector was maintained.

Each of these situations was unique and required

creative solutions to ensure the safety of deposits.
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Unfortunately in two cases when the full extent of
the problems was identified, the losses were material
and the cost to the deposit insurance reserve fund

was significant.

During 2009, DICO recorded over $27.9 million in
insurance losses before recoveries. This included an
increase in our general provision for losses which
now stands at $5 million. One of the principal
reasons for these large losses has been the inability
of several of these failed credit unions to recover
on fidelity insurance claims made as a result of
alleged illegal and fraudulent activities of certain
former management and directors. As liquidator and
administrator of these failed institutions the
Corporation is taking proactive steps to recover on

these claims.

Deposit Insurance Reserve Fund and Premiums

Over the past two years DICO has incurred over
$53 million in insurance claims. As a result of these
losses, the good progress we were making toward
reaching our Deposit Insurance Reserve Fund target
has experienced a serious set-back. At the end of
2009, our reserve fund stood at 38 basis points (on a
consolidated basis) of insured deposits - well short
of our target range of between 56 and 68 basis

points based upon our actuarial model.

To address this situation, DICO’ Board and
management have been exploring various options to
rebuild the DIRF. Failing a reasonably quick and
significant recovery on past claims, these options
include the possibility of raising premiums or
levying a special assessment. DICO plans to make a

recommendation to the Minister on this issue by the
middle of 2010.

1

DEPOSIT INSURANCE RESERVE FUND
COMPARISON WITH OTHER PROVINCIAL JURISDICTIONS
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OUR STRATEGIES

Proactive and Balanced Risk-Based Regulation
and Risk Management

The recently proclaimed amendments to the Credit
Unions and Caisses Populaires Act will have a significant
impact on DICO’s operations. As the prudential
regulator as well as the deposit insurer, the
Corporation will now have not only the
responsibility but the authority to respond to
imprudent institutional and systemic risks and to
ensure that prompt corrective action is taken as
necessary. DICO has already instituted appropriate
measures and resources to monitor and address any

non-compliance with the Act and regulations.

Sound Corporate Governance

The Corporation prides itself on ensuring that we
operate within the highest standards of competence,
professionalism and integrity. To this end our
governance and management processes ensure that
DICO is accountable, transparent and fair in all of
its dealings with its insured institutions as well as the

public.



Effective Public and Stakeholder Awareness
Providing clear, concise information regarding
deposit insurance coverage and other important
issues is a key element of DICO’s ongoing efforts to
ensure that public confidence in credit unions and
caisses populaires is maintained. Our point of sale
brochures and our comprehensive website are the
primary tools to provide access to that information.
During 2009, we answered almost 1,000 calls from
the public on our deposit insurance hotline. For
further information on our programs and to obtain
further information about us, we invite stakeholders

and readers to visit our website www.dico.com.

Strong Partnerships

To ensure that we work together effectively with all
stakeholders, DICO has entered into memoranda of
understanding with the Minister of Finance, the
Superintendent of the Financial Services
Commission of Ontario (FSCO), Central 1 Credit
Union, La Fédération des caisses populaires de
I’Ontario, I’Alliance des caisses populaires de
I’Ontario, FINTRAC, OSFI and the Superintendent
of the Financial Institutions Commission of British
Columbia. In addition, we have several advisory
committees comprised of key senior executives
within the sector, as well as Ministry of Finance and
FSCO officials.

In the spirit of the co-operative movement we are
also pleased to assist other jurisdictions around the
world in developing sound regulatory and depositor
protection regimes for co-operative financial
institutions. We continue to chair the International
Credit Union Regulators Network (ICURN) —a
network of global credit union and caisse populaire
regulators formed for the purpose of sharing

information and experiences.
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LOOKING AHEAD

We expect the next few years to be challenging as
competitive pressures intensify and the economic
environment may be uncertain in a number of
industries and geographic areas. Continued
consolidation and restructuring within the sector is
expected to address some of these challenges. The
Board and staff of DICO are committed to
providing protection, security and stability to the
Ontario Credit Union and Caisse Populaire sector
for the benefit of all its members. We look forward
to the opportunity in 2010 and beyond of

continuing to demonstrate our commitment.

In closing, I would like to express my appreciation
to our employees, who are an extremely dedicated
group of professionals and the major source of
DICO’s corporate strength. I appreciate, as well, the
advice and support that I continue to receive from
DICO’s Board of Directors. In particular, I am
grateful to our Board Chair, Laura Talbot, for her

ongoing wise counsel and support.

Andrew (Andy) Poprawa, CA, C.Dir.
President & CEO
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Management’s Discussion and Analysis

Sector Overview

The Deposit Insurance Corporation of Ontario
(DICO) provides deposit protection for all eligible
deposits held at Ontario credit unions and caisses
populaires. Deposit insurance is part of a
comprehensive protection program in all Ontario
credit unions and caisses populaires which is backed
by provincial legislation. DICO insures most
deposits up to $100,000 subject to the eligibility
criteria and maximum coverage limits. Deposits held
in registered savings plans are fully insured with no
maximum limit. For more details regarding the basic
coverage that is available for all eligible deposits

please visit our web site www.dico.com.

DICO fulfils its mandate in a complex and dynamic
environment. The credit union and caisse populaire
sector is well capitalized at an average of 7% of
assets. It is also relatively stable although a number
of competitive, economic and other pressures are
impacting some individual insured institutions’

performance.

The economy, the performance of insured
institutions and legislative and regulatory
developments are continually monitored. The
Ontario economy was hard hit by the global

recession in 2009, with a significant decline in
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exports and higher levels of unemployment. The
manufacturing and forestry sectors in particular
faced significant declines which, in turn, have had an
effect on the credit union/caisse populaire sector.
While the Ontario economy has seen modest
improvement in the second half of 2009, Ontario’s

recovery is expected to be modest.

Overview of Ontario Credit Unions and Caisses
Populaires

Ontario’s economic environment has contributed to
the credit union and caisse populaire sector’s
performance over the past few years. Despite
current market conditions, profitability and capital

levels have improved modestly over the past year.

MEMBERSHIP PROFILE BY ASSET SIZE
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DICO’s Membership Profile... At a glance....

2009 2008
Number of Insured Institutions 186 198
Total Assets (billions) $29.6 | $27.9
Total Deposits (billions) $26.4 | $24.9
Insured Deposits (billions) $20.6 | $19.3
% of Total Deposits 78% 78%
Regulatory Capital Ratio (leverage basis) 1.22% | 7.15%
Asset Quality (loan costs % of average assets) 0.21% | 0.16%
Profitability (net income % of average assets) 0.25% | 0.15%
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AGGREGATE INSURED DEPOSITS AND TOTAL DEPOSITS
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During 2009 the long term trend of consolidation
continued. The number of active insured institutions
declined by 12 to a total of 186, as a result of
mergers or wind-ups. Today, about 50% of the
assets of the Ontario movement are held by the
largest 11 insured institutions while 5% of assets are
held by the smallest 90 institutions. This distribution
of assets creates an interesting dynamic within the

industry.

Aggregate on-balance sheet assets and deposits
exhibited slightly slower growth in 2009 with a year
over year increase of 6% to $29.6 billion. Growth in
commercial loans remained fairly strong at 8%
(compared to 13% in 2008) while aggregate
residential mortgage loans showed slower growth at
2% (compared to 6% in 2008). At the end of 2009
liquidity rose to 14.35% compared to 12.67% in
2008.

EARNINGS IN THE ONTARIO SECTOR
Based on data as of February 23, 2010

Basis points

10 — — —
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Aggregate capital within the sector increased to
7.2% of assets of which almost 4% was retained
earnings. At the end of 2009, all but two insured
institutions met the prescribed statutory minimum

capital requirements.

Throughout 2009 the sectot's aggregate credit risk,
as measured by aggregate loan costs and delinquency
increased as market conditions changed. In addition
to increasing loan delinquencies, the coverage ratio
(loan allowances as a percentage of impaired loans)
has declined to 51 per cent. Gross delinquency
greater than 30 days increased to 152 basis points of
total loans from 127 basis points in 2008 while loan
costs increased to 21 basis points compared to

16 basis points during the same period.

Profitability during 2009 has increased to 25 basis
points from 15 basis points in 2008. Despite this
increase, a number of institutions experienced
operating losses during 2009. These institutions are
being closely monitored to ensure that either the
underlying reasons for the losses are being rectified
or that sufficient capital is being injected by

members to support their continued viability.

The well-publicised difficulties with asset backed
commercial paper (ABCP) and other complex
financial instruments continue to affect certain
credit markets. While conditions in the market place
have improved in 2009, credit unions and caisses
populaires which hold these instruments continue to
experience an impact on capital from write-downs in

valuations.

During 2009, adherence to the Standards of Sound
Business and Financial Practices remained stable as
measured by the results of the On-Site Examination
program. At the end of the year over 93% of
insured institutions, including virtually all larger
institutions, were in full compliance with all
standards.
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DICO's 2009 Financial Scorecard ($Millions)
DICO Target | DICO Actual | COpS0lI0ated

Insurance Fund $100.5 $81.8 $78.3
Gross Insurance Provisions $10.8 $29.3 $29.3
Recovery of Prior Years’ Losses - = $1.4
Total Gross Operating Expenses $7.2 $7.0 $11.5
Total Net Operating Expenses $7.0 $6.6 $11.4
Return on investments 2.0% 0.68% 0.68%
*Consolidation of VIES - institutions in liquidation

DICO's Differential Premium System (DPS) is
based on the aggregate risk profiles of institutions
using quantitative and qualitative factors for five key
components - capital, asset quality, adherence to
standards of sound business and financial practices,
earnings, and interest rate risk. The following table
shows a further slippage to higher premium rate
tiers over the past year. As a result, the average

premium rate for deposit insurance has also

increased.
Overall DPS Risk Ratings: 2005 to 2009
Distribution based on % of System Assets
Rate per $1,000 Insured Deposits

Poieh | 05 | 2006 | 2007 | 2008 2009
0.90 Low 36% 34% 42% 32% 26%
1.00 Low 48% 53% 46% 56% 53%
1.15 Mod. 15% 6% 10% 9% 16%
1.40 High 1% 7% 2% 1% 3%
210 High 0% 0% 0% 2% 2%

In the context of a continuing low interest rate and
competitive market environment, the Ontario credit

union and caisse populaire sector has further

consolidated and, at the same time, grown to expand

services to communities across the province. While

profitability in some insured institutions continues

to be a concern for their future viability in this
competitive financial services marketplace, generally

the sector remains relatively stable.

Legislative and Regulatory Developments

Amendments to the Credit Unions and Caisses
Populaires Act and revised Regulation came into force
on October 1, 2009. This new regulatory framework
provides credit unions and caisses populaires with
broader powers to compete in the financial services
marketplace. DICO?s role, responsibilities and
powers have been expanded to include solvency
regulation with broader scope to protect depositors
and members and to contribute to the stability of

the sector.

Since the proclamation of the changes to the Credit
Unions and Caisses Populaires Act, the transition to the
new role has been accomplished effectively, with
assistance from the Financial Services Commission
of Ontario (FSCO) and the Ministry of Finance.
During the transition period DICO held a number
of regional information sessions related to the
revisions of the Act and Regulations in conjunction
with Central 1, La Fédération des Caisses populaires
de I'Ontario Inc., L'Alliance des Caisses populaires
de I'Ontario Limitée, The Association of Credit
Unions of Ontario and other stakeholder groups.
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Financial Overview

General Operating Environment

The Corporation’s general operating environment
was challenging during 2009. The overall condition
and performance of many of its insured institutions
deteriorated due to the low interest rate environment
which reduced financial margins and from an
increase in loan costs resulting from difficult economic
conditions. The resulting lower profitability and an
increase in deposit growth put pressure on capital
levels of certain institutions. Thus the Corporation’s
overall exposure to risk increased during the year.

During 2009 the government proclaimed
amendments to the Credit Unions and Caisses Populaires
Act, 1994 — the Corporation’s governing statute. A
number of the amendments had the impact of
expanding the Corporation’s mandate to include
responsibility for assessing and mitigating solvency
risks. These additional responsibilities as well as the
current operating environment required DICO to
increase its resources to meet ongoing operational
demands. We expect that a higher level of resources
will be required for the next two to three years.

Risks to the Corporation

As outlined in the Overview of DICO’s Assessment
of Significant Risks elsewhere in this Annual Report,
overall risks to the Corporation have increased. In
particular, those risks that cannot be controlled or
influenced such as economic environment and fraud
risks have increased. As part of its comprehensive
Enterprise Risk Management (ERM) Framework,
DICO has increased its risk assessment and
management capability to mitigate the effects of
these increased risks. The Board is charged with the
responsibility of ensuring adequate oversight over
the ERM process.

Board Governance

The Board of Directors of the Corporation is
appointed by the government and is responsible and
accountable for ensuring that DICO fulfills its
mandate. The government sets out operating
requirements for all agencies, boards and commissions
through its directives. The Board governs the
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Corporation through a rigorous set of board
approved policies and holds management
accountable for meeting performance standards as
outlined in those policies and government directives.
In addition, the Board contributes to the performance
of the Corporation by providing management with
guidance and direction on key issues such as
strategic planning, risk management, performance
measurement and human resources strategies.

Organizational Capacity

As a deposit insurance and regulatory agency,
DICO’s primary resource to fulfill its mandate is its
staff. During 2009 it was recognized that staff levels
that were adequate over the past few years to meet
organizational demands were insufficient given the
new challenges faced by the Corporation. In order
to ensure that DICO could fulfill its expanded
mandate and deal with emerging risks, management
recommended, and the Board approved, a slight
increase in overall staffing levels as well as a
reorganization to establish a new position to deal
with regulatory responsibilities independent of risk
assessment or risk management functions.

To protect its key resource, DICO has put in place
key human resource strategies such as a retention
policy and a plan to deal with a potential HIN1 flu
pandemic.

2009 Financial Performance Review

This section provides a review of the Corporation’s
financial performance for 2009 that focuses on the
Consolidated Statement of Operations and Changes
in the Deposit Insurance Reserve Fund. Management’s
Discussion and Analysis (MD&A) should be read in
conjunction with the Corporation’s Consolidated
Financial Statements and related notes for the year
ended December 31, 2009 which begin on page 27.

The 2009 consolidated financial statements combine
DICO’s results and those of 15 institutions in
liquidation (10 in 2008) that met the criteria of
variable interest entities (“VIEs”) under the Canadian
Institute of Chartered Accountants’ (CICA)
Accounting Guideline 15. Details of this accounting
policy are provided in Note 1(c) of the Notes to the
Consolidated Financial Statements.
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Impact of Consolidation of Variable Interest Entities

The impact of the VIE consolidation on DICO’s balance sheet as at December 31, 2009 (after elimination
of inter-company transactions) is a net increase in total assets of $12 million and an increase in liabilities of
$15 million. Variable Interest Entities (VIEs) are credit unions in liquidation that are required to be
consolidated under Canadian generally accepted accounting principles. The statement of operations reflects
an increase in other income of $1.2 million and an increase in net operating expenses of $4.5 million. The
net impact on DICO’s Deposit Insurance Reserve Fund (DIRF) is a reduction of $3.4 million.

Highlights:
* Premium income increased $1.7 million or 9% in 2009 ¢ The provision for insurance losses increased to $27.9 million
to $19.9 million, reflecting the increase in overall compared to $24.4 million last year. It represented

institutional insured deposits and higher average specific net provisions of $25.4 million and an increase
premium rate due to the increased risk profiles of some to the general provision of $2.5 million. Financial
insured institutions. conditions in the sector remain challenging.

¢ Otherincome decreased by $2.9 million or 59%, mainly ¢ The Deposit Insurance Reserve Fund (DIRF) decreased
due to the combination of a lower interest yield and the by $15 million in 2009 to $81.8 million, before the
decreased amount of DICQ’s investment portfolio during consolidation of VIEs. The fund represents 40 basis
20009. points of insured deposits (on an unconsolidated basis),

« Total operating expenses increased by $3 million or 35% 10 basis points less than 2008. The decrease was
in 2009. Approximately 77% of this increase was primarily due to the significant increase in provision for
attributable to the institutions in liquidation (VIES) during insurance losses and unexpected low interest income.
2009. A total of 15 VIEs were consolidated compared Interest yields in liquid securities continue to remain at

with 10 last year. their lowest levels in years.

Deposit Insurance Reserve Fund (DIRF) The DIRF was reduced by the significant charges for
For the year Actual | Actual | Actual | Change from 2008 | Target | insurance loss provisions and the increased operating
8£ld8d Dec31 | 2009 | 2008 | 2007 2009 | expenses of 15 institutions in liquidation (VIEs). In

($ thousands . e .
Unless indicated) | $ s s N % s 2009, total‘ income amounted to $%2:O million, against

net operating expenses of $11.4 million and a net
DIRF - 78,285 | 95,638 | 105,308 | (17,353) |-18.14% provision for insurance losses of $27.9 million,

Consolidated . . 2
resulting in a net loss for the year of $17.3 million.

% of Sector

0 0 0 N % [-23.31%
Insured Deposits 0.38% | 0.50% | 0.57% | -0.12% |-23.31%

The DIRF is supplemented by a $250 million liquidity
81,750 | 97,015 | 106,238 | (15,265) | -15.7% |100,457 line of credit authorized by the Minister of Finance
and administered by the Ontario Financing Authority.

DIRF (before VIES
consolidation)

% of Sector

Insured Deposits 0.40% | 0.50% | 0.57% | -0.10% | -20.0% | 0.50% DEPOSIT INSURANCE RESERVE FUND
140 0.70
Estimated 130 8'23
sector 206 | 193 | 185 | 13 |674% | 20.0 o ,—é—'\_ 055
Insured Deposits : : : : S : 1;8 0.50
($ billions) % B | g
2 soH — — — £
The Deposit Insurance Reserve Fund as at £ 70N T T T &
. . = 601 — — —
December 31, 2009 on a consolidated basis was 50 H - - -
$78.3 million, down $17.3 million or 18% from 40 — — —
- . 30 H — — —
$95.6 million a year ago. It represented 38 basis 20 H || - -
points of the sector’s insured deposits, 12 basis 10 N N N .

points lower than last year. The fund fluctuates

o S S & ®
. X S N > S S
based on claims experienced. v v v v v

M [IDIRF in $Millions
17 mm DIRF as % of insured deposits



Premium income

For the year Actual | Actual | Actual | Change from | Target
ended Dec 31 2009 | 2008 | 2007 2008 2009
($ thousands

unless indicated) $ $ $ $ % $

Premium Income | 19,947 | 18,229 | 17,414 | 1,718 | 9.4% | 19,100

Avg premium rate
per thousand of $1.02 | $0.98 | $0.97 | $0.04 | 4% $0.99
insured deposits

Premium income for the year increased by

$1.7 million, or 9%, to $19.9 million. The increase
was primarily attributable to the growth in insured
deposits (7%) and an increase in the risk profiles of
some insured institutions. The average premium rate
charged in 2009 was $1.02 per thousand of insured
deposits ($0.98 in 2008).

Differential premium rates in effect for 2009
remained unchanged from 2008. Premiums are
based on the total amount of insured deposits held
by insured institutions as of their fiscal year ends,
calculated in accordance with the Differential
Premium Risk Classification System as defined by
the Regulation.

Premium Class 1 2 3 4 5
Risk Ratings Low Low Medium High High
Premium Rate $0.90 $1.00 $1.15 $1.40 $2.10

Other Income

For the year Actual | Actual | Actual | Change from | Target
ended Dec 31 2009 | 2008 | 2007 2008 2009
($ thousands

unless indicated) $ $ $ $ % $

Other income -

DICO 755 | 3,976 | 5,044 | (3,221) | -81.0% | 2,132

Other income -

VIEs 1,284 | 951 404 333 |35.0% -

Total Other income

- Consolidated 2,039 | 4927 | 5,448 |(2,888)| -58.6% | 2,132

Other income, which is comprised mainly of interest
income, was $2.0 million (including $1.3 million
interest income of VIEs), a decrease of $2.9 million,
or 59% from 2008. The decrease was due primarily
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to the low average yields earned during the year and
the investment portfolio decreased by $32 million
from last year. The Ontario Financing Authority
(OFA) manages the Corporation’s investment
portfolio under an investment management
agreement. The portfolio is invested 100% in high
quality money market securities and the average yield
for the twelve months of 2009 was 0.68% (3.37% in
2008).

Provision for Deposit Insurance Losses

For the year Actual | Actual | Actual | Change from | Target
ended Dec 31 2009 | 2008 | 2007 2008 2009
($ thousands

unless indicated) $ $ $ $ % $

Provision for

0
S 29,322 | 27,825 | 11,000 | 1,497 | 5.4% | 10,800

Less: Recovery /
Reversal of (1,377) | (3,430) | (396) | (2,053) |-59.9% -
previous losses

Net Provision for

0
o 27,945 | 24,395 | 10,604 | 3,550 | 14.6% | 10,800

In 2009, DICO recorded a net provision of

$27.9 million for insurance losses which consisted
of $26.8 million of specific provisions and a

$2.5 million increase in the general accrual for
insurance losses. The total increase was offset by the

reversal of consolidated VIESs’ previous net losses
of $1.4 million.

The specific increase in loss provisions of

$26.8 million represented management’s best
estimate of the cost for resolving the failure of three
institutions. These institutions failed primarily due to
alleged illegal and fraudulent activities by former
directors and officers for which fidelity insurance
claims have not yet been recovered. Management
believes that there will be recoveries from legal
actions and other mitigating actions taken. Such
recoveries will be recorded when realized.
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Operating expenses

For the year Actual | Actual | Actual | Change from | Target
ended Dec 31 2009 | 2008 | 2007 2008 2009
($ thousands

unless indicated) $ $ $ $ % $
Gross operating o

expense- DICO 7,045 | 6,359 | 5,743 | 686 | 10.8% | 7,247
Gross operating o )
expense- VIES 4453 | 2,131 | 1,282 | 2,322 | 109.0%

Gross operating

expense- 11,498 | 8,490 | 7,025 | 3,008 | 35.4% | 7,247
Consolidated

Gross consolidated operating expenses, including
salaries and benefits, totalled $11.5 million for the
year 2009, an increase of $3.0 million compared to
last yeat’s consolidated expenses of $8.5 million.
The increase was primarily due to the increased
expenses of VIEs totalling $2.3 million, reflecting the
increased number of institutions in liquidation
consolidated during the year (total of 15 in 2009 vs 10
in 2008). DICO’s gross operating expenses before
VIEs consolidation were $7.0 million, $0.2 million
better than target and $0.7 million higher than actual
last year due to increased activities in 2009.

OPERATING EXPENSES
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Summary Review of Consolidated Statement of
Financial Position

Consolidated total assets decreased by $15.5 million,
or 12% from 2008 to $119.2 million at December
31, 2009. This was mainly due to the drawdown of
DICO’s investments for the purpose of making

deposit insurance payments to depositors during
2009. Cash and investments were reduced by

$29 million. The reduction was offset in large part
by the increased loans receivable (net of allowances)
of the VIEs of $12.6 million and the increase in
capital assets (net of accumulated depreciation) of
$0.7 million.

Consolidated total liabilities increased by $1.9 million,
ot 5%, from last year to $40.9 million. The increase
was largely due to the increase in membership shares
and deposits of $1.2 million consolidated from the
VIEs.

Cash and Investments

With the adoption of the new accounting standards
related to financial instruments effective January 1,
2007, DICO has elected to classify all investments as
“available-for-sale”, and are measured at fair m