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COMMITMENT TO EVERY 
SINGLE MEMBER AND CLIENT

Companies nowadays are constantly seeking to improve the quality of
the services they offer their clients. This objective is even more important
in a cooperative enterprise such as Desjardins, whose clients are also,
in most cases, its owners. That is why service quality is one of the
six orientations of Desjardins Group’s 2006-2008 Strategic Plan. 

Since 2002, we have been working steadily to make our employees
aware of how important this issue is to us. In 2006, we initiated an
ongoing improvement process that would enable us to strengthen our
position as leader in that area, so we could offer our “millions of good
reasons” service that meets their expectations as user-owners.

MILLIONS OF
GOOD REASONS
Desjardins owes its existence to the members who came together
to create their own financial institution that would provide them
with the financial products and services they needed. Since 1900,
when the first Desjardins caisse was founded in Lévis, people from
many communities have been pooling their resources to set up
hundreds more caisses. Over the years, the caisses have generated
sufficient surplus earnings to enable them to create subsidiaries to
meet the increasingly diversified needs of their members. Today,
Desjardins represents an inalienable collective wealth and is the
largest cooperative financial group in Canada, offering its millions
of members an extensive range of financial products and services.

But Desjardins, like the caisses that created it, is more than just
a financial institution. Because of its cooperative nature, it takes
an active part in the economic and social development of the
communities in which it operates. That is why, year after year,
the caisses give back a large portion of their surplus earnings to
their members and the community. And it is for the same reasons
that the caisses and their subsidiaries put forward distinctive
commercial practices that turn their cooperative values into
concrete action. In other words, Desjardins’ community
involvement is without comparison.

This Annual Report presents
our financial and business
results. To learn more about
the extent to which our
presence benefits society,
please read our 2006 Social
Responsibility Report,
which describes the positive
impact of our activities on
the development of individuals,
institutions and communities.
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THE LARGEST
COOPERATIVE
FINANCIAL GROUP
IN CANADA
With its 5.7 million member-owners, which include consumers and
businesses alike, Desjardins is the leading financial institution in Québec
as well as the largest cooperative financial group in Canada. Due to
the complementary relationship between the caisses and the subsidiaries,
combined with internal expertise at all Group components, Desjardins
members and clients benefit from a wide range of continuously evolving
products and services that are adapted to their needs. And because our
cooperative nature translates to “money working for people,” Desjardins
is more involved in the community than any other financial institution,
thereby contributing to the economic and social well-being of people
and communities.

Desjardins offers members and clients an unparalleled presence in
Québec, through the caisses and their service centres, business centres,
subsidiary distribution networks and virtual networks. Elsewhere in Canada,
Desjardins is associated with the caisses populaires in Ontario, Manitoba
and New Brunswick, as well as with Desjardins Credit Union in Ontario.
In addition, several subsidiaries are active in all Canadian provinces.
Moreover, Desjardins Bank and Caisse centrale Desjardins offer services
to members and clients who vacation or do business in the United States.
In terms of international cooperation, Desjardins supports over two and
a half million people in about twenty developing or emerging countries.

Desjardins is an integrated cooperative financial group with deep roots
in the community. We aim to be the leading financial institution as much
in terms of member and client satisfaction as in terms of profitable business
development, through our accessible, efficient and comprehensive service
offering, as well as through our contribution to the development of
the Canadian cooperative movement.
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AN INTEGRATED COOPERATIVE 
FINANCIAL GROUP

Optiinsurance

Desjardins 
Financial 
Security 
Investments

5,770,757 MEMBERS 
in Québec and Ontario

549 CAISSES 
in Québec and Ontario

Gestion 
Valeurs 
mobilières
Desjardins

Société 
immobilière
Place Desjardins

218,838 MEMBERS  
in New Brunswick 
and Manitoba

40 CAISSES 
in New Brunswick 
and Manitoba

Desjardins
Securities 
International

LP and Desjardins 
regional 
development 
funds

The Personal 
Insurance 
Company*

Certas Direct, 
Insurance 
Company*

The Personal 
General 
Insurance*

SFL 
Management Sigma Assistel

Desjardins 
Global Asset 
Management

Fiera Capital 
Management*

Place 
Desjardins

Développement 
international 
Desjardins

Desjardins 
General 
Insurance*

Desjardins 
General Insurance 
Group

Desjardins 
Financial Security

Desjardins 
Asset Management

Desjardins 
Securities

Disnat

Desjardins 
Venture Capital 

Fondation 
Desjardins

Société 
historique 
Alphonse-
Desjardins

Desjardins 
Trust

Fonds de sécurité 
Desjardins

Capital 
Desjardins

FÉDÉRATION 
DES CAISSES 
DESJARDINS 
DU QUÉBEC

Desjardins 
Credit Union

Ontario 
federation

New Brunswick 
and Manitoba 
federations

49,817 
DCU 
MEMBERS
in Ontario

Desjardins 
Capital régional 
et coopératif(1)

Caisse centrale 
Desjardins

Desjardins 
Financial 
Services Firm

Caisse centrale 
Desjardins
U.S. Branch

Desjardins 
Bank

(1) Venture capital, public fund managed by Desjardins Venture Capital

As at December 31, 2006 
Note: Chart does not reflect the legal ownership structure.

Ownership link
Auxiliary members

* Shared ownership

OTHER INFORMATION

As at December 31 

2006 2005

Manitoba and Total Manitoba and Total
Group(1) New Brunswick(2) Group Group(1) New Brunswick(2) Group

Number of employees(3) 39,985 1,549 41,534 39,294 1,303 40,597
Number of members 5,820,574 218,838 6,039,412 5,416,303 219,885 5,636,188
Number of elected officers 7,020 405 7,425 7,184 410 7,594
Number of member caisses 549 40 589 568 40 608
Number of service centres 922 73 995 921 73 994
Number of automated teller machines 2,787 134 2,921 2,802 130 2,932

(1) Excluding the federations and caisses of Manitoba and New Brunswick but including Desjardins Credit Union. 
(2) Federations and caisses of Manitoba and New Brunswick.
(3) Includes employees working for subsidiaries that operate outside Québec.
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FINANCIAL INTERMEDIATION

This segment consists of the Québec and Ontario caisses, the network
of affiliated caisses populaires in Ontario, Desjardins Credit Union,
the Fédération des caisses Desjardins du Québec and its various business
units (Desjardins Card Services, Access Services, Financing Services and
Desjardins Payroll and Human Resources Services), as well as Caisse centrale
Desjardins, Fonds de sécurité Desjardins and Capital Desjardins ■ Leading
market shares in Québec in savings activities, residential mortgage credit,
business credit and consumer credit ■ Pioneer and leader in online services
in Québec ■ The most visited financial Web site in Québec and one
of the most visited in Canada ■ Largest credit card issuer in Québec
(Visa Desjardins).

www.desjardins.com

INVESTMENT FUNDS AND TRUST SERVICES

One of the largest mutual fund manufacturers in Québec ■ Québec leader
in securities administration and custody ■ Private management services.

www.desjardinsfunds.com
www.northwestfunds.com
www.desjardinsprivatemanagement.com

LIFE AND HEALTH INSURANCE

Top life and health insurer in Québec and fourth in Canada for total direct
premiums underwritten through the Desjardins Financial Security subsidiary
■ Five million clients (consumers, groups and businesses) ■ Extensive range
of life and health insurance and retirement savings products, distributed
through a variety of channels, including the Desjardins caisses and a
network of financial centres doing business throughout Canada under
the names of SFL Partner of Desjardins Financial Security, Desjardins
Financial Security Independent Network and Desjardins Financial Security
Investments Inc. (Vancouver, Calgary, Winnipeg, Toronto, Ottawa,
Montréal, Québec City, Lévis, Halifax and St. John's). 

www.desjardinsfinancialsecurity.com

GENERAL INSURANCE

One of the top ten general (property and casualty) insurers in Canada
with close to 1.8 million in force policies through the Desjardins General
Insurance Group subsidiary ■ The leading direct insurance provider with
one million insured in Québec and the second largest in the Canadian
group insurance market, under the banner of The Personal ■ Establishments
in Lévis, Québec City, Montréal, Ottawa, Mississauga and Calgary, and
agents present throughout the Desjardins caisse network, across Québec.

www.dgig.ca
www.desjardinsgeneralinsurance.com
www.thepersonal.com
www.certas.ca

SECURITIES

Securities brokerage services (Desjardins Securities) and online brokerage
services (Disnat division) ■ Brokerage services for business and institutions
■ 46 full-service brokerage service centres in Québec and Ontario ■
More than 1,200 employees, including 325 investment advisors ■
Nearly $16 billion under administration.

www.ds.ca
www.disnat.com
www.dsia.ca
www.disnatdirect.com

ASSET MANAGEMENT

The Desjardins Asset Management subsidiary manages more than
$43 billion in assets, primarily from the equity of the insurance
subsidiaries and management mandates entrusted to them by other
components of Desjardins Group ■ Real estate and securities investment
management, mortgage and institutional financing ■ Development of
investment and savings products ■ 23% shareholder in Fiera Capital
Management, a firm specialized in institutional fund management ■
Offices in Québec City, Montréal, Toronto and Vancouver.

www.desjardinsassetmanagement.com

VENTURE CAPITAL

Desjardins Venture Capital: Desjardins Group’s venture capital manager ■
Manages assets for seven Desjardins private funds (Desjardins Venture
Capital, L.P. and six Desjardins regional investment funds), Desjardins
Capital régional et coopératif, the authorized assets of which are
expected to reach $1.325 billion by 2011, and Desjardins – Innovatech
S.E.C. ■ 24 business locations throughout Québec ■ Partner of nearly
200 Québec businesses and cooperatives, thereby helping to protect
approximately 28,000 jobs.

www.dcrdesjardins.com

For the purposes of financial disclosure, in the financial review of this document, as when we disclose our quarterly results, the areas of activity are classified differently: “Personal and Commercial”,
“Life and Health Insurance”, “General Insurance”, and “Securities Brokerage, Asset Management, Venture Capital and Other”.
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COMPLEMENTARY NATURE AND JOINT
EFFORTS OF COMPONENTS GET RESULTS
Through its various components, Desjardins is able to offer an unbeatable range of financial products
and services to its members and clients throughout Québec as well as in a growing number of communities
elsewhere in Canada.

Once again in 2006, the complementary relationship and joint efforts of its components, including both
the caisse network and the subsidiaries, enabled Desjardins to obtain financial results that allow it to view
the future with confidence and that ensure its long-term continuity.

Surplus earnings after income taxes and 
before patronage dividends to members

Portion of surplus earnings returned to 
the community as patronage dividends, 
sponsorships, donations and scholarships
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RETURNED TO COMMUNITY
(in millions of $)

• Combined surplus earnings before patronage dividends of $988 million.

• 55% of surplus earnings returned to community; $483 million in patronage
dividends to members and nearly $64 million paid out in sponsorships,
donations and scholarships.

• Return on equity of 12.1%.

• Return on equity of 20.7% for Desjardins Financial Security, one of the best
in the financial services industry. 

• Net earnings exceeding $100 million for Desjardins General Insurance Group
for a third year running.

• A $96 million contribution to surplus earnings from Caisse centrale Desjardins.

In billions of $
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Percentage of caisses paying out 
patronage dividends
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FINANCIAL POSITION – BALANCE SHEET
AND OFF-BALANCE SHEET(1)

As at December 31
(in millions of dollars and as a percentage)

% change

2006-05 2006 2005(2) 2004(2)

Total assets 14.4 % $ 135,126 $ 118,093 $ 106,493 
Liquid assets 29.5  34,131 26,359 23,254
Loans 7.5 88,646 82,472 75,255
Deposits and subordinated debentures 5.8 89,510 84,642 78,425
Equity 8.2 8,553 7,905 7,160
Assets under administration 3.3 224,280 217,082 203,801
Assets under management 56.6 36,049 23,016 10,399
Tier 1 capital ratio (as per BIS standards) — 14.18 % 14.01 % 13.58 %

(1) Excluding caisses and federations in Manitoba and New Brunswick.
(2) Data restated to reflect the presentation adopted in 2006.

OPERATING INCOME(1)

For the year ended December 31
(in millions of dollars and as a percentage)

% change

2006-05 2006 2005(2) 2004(2)

Total income 3.6 % $ 9,398 $ 9,071 $ 8,464
Provisions for credit losses 44.8 139 96 94
Non-interest expenses 7.1 4,513 4,212 3,893
Surplus earnings after income taxes and before patronage dividends to members (9.3) 988 1,089 1,072
Provision for patronage dividends to members 18.4 483 408 372
Return on equity — 12.1 % 14.5 % 15.8 %

(1) Excluding caisses and federations in Manitoba and New Brunswick.
(2) Data restated to reflect the presentation adopted in 2006.

CREDIT RATINGS

The financial solidity of Desjardins Group as reflected in the excellent credit ratings of Caisse centrale Desjardins.

Short term Medium and long term

Standard & Poor’s A-1 + AA -
Moody’s P-1 Aa1(1)

Dominion Bond Rating Service R-1H AA

(1) This rating was revised upward on March 2, 2007, from Aa3 to Aa1.
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Over the course of the past year, the more than one-hundred-year-old
inalienable collective wealth that is the Desjardins caisses and their
subsidiaries has continued to prosper. Desjardins Group assets grew by
14.4% to reach $135.1 billion as at December 31, 2006. Our market share
was up in most business sectors, and we have either reached or surpassed
most of the major objectives on our strategic plan. 

At the conclusion of an extensive consultation process that led to the
establishment of our 2006 business plan, we agreed upon financial
targets slightly lower than those for 2005. The reduction in cumulative
surplus earnings, which reached $988 million in 2006 compared with
$1,089 million for the previous year, actually reflects a strategic decision
that took into account both our development targets and anticipated
interest rate fluctuations.

In the Personal and Commercial segment, surplus earnings before
patronage dividends reached $752 million compared with $838 million
in 2005. The sector saw sustained growth in investment-savings, as well
as in residential mortgages and commercial, industrial and farm credit. 
The decline in surplus earnings stems from a rise in operation expenses
and a narrowing of the net interest spread; non-recurring gains realized in
2005 in investing and trading income are also factors contributing to the
drop in profitability. Various measures taken in the second semester of
2006 helped mitigate the earnings decline.

The Personal and Commercial segment benefited from excellent
performance by our business units such as Desjardins Card Services (Visa)
and Investment Funds and Trust Services. The contribution of Caisse
centrale Desjardins, at $96 million, represents an increase of 13%
over 2005.

Our insurance companies turned in solid performances in 2006; however,
their earnings fell slightly for reasons partly related to the economy
and partly to non-recurring gains in 2005. In life and health insurance,
Desjardins Financial Security achieved net earnings of $151 million and
a return on equity of 20.7%. This subsidiary also reached $2 billion
in premiums for the first time. In general insurance, Desjardins General
Insurance Group achieved net earnings of $107 million, with 25.2%
return on equity. This subsidiary achieved net earnings exceeding
$100 million for the third consecutive year. 

Because of its accelerated development strategy, Desjardins Securities
experienced a loss of $6 million, which still represents an improvement
over 2005. Moreover, Desjardins Asset Management posted net earnings 
of $17 million.

Desjardins Group remains a very solid financial institution with a
Tier 1 capital ratio of 14.18% as at December 31, 2006 – one of the best
in the industry – and a total capital ratio of 14.33% as at the same date.  
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OUR COLLECTIVE HERITAGE 
CONTINUES TO PROSPER
In the fall of 2006, the International Co-operative Alliance published a list of the 300 largest cooperatives
in the world. The combined business volume of the companies on the list is equivalent to the gross domestic
product for Canada. Desjardins Group ranked 31st on the list overall, and 13th among financial institutions. One
particularly interesting characteristic of these collectively-owned companies is their longevity: nearly 60% of the
300 largest cooperatives were founded before 1950, and about 40 of them were founded prior to 1900.

ALBAN D’AMOURS
President and 

Chief Executive Officer,

Desjardins Group 
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These results made it possible for the caisses to set aside a total of
$483 million for patronage dividends to their members, up by 18.4%
over 2005. No less than $64 million was distributed by the caisses and
Desjardins Group as sponsorships, donations and scholarships, once again
demonstrating our determination to support institutions and projects
that benefit our communities and enhance public well-being.

DYNAMIC BUSINESS DEVELOPMENT

In 2006, Desjardins Group energetically continued its development, in line
with its shared vision and the strategic plan shaped by that vision. While
continuing to pursue our mission to serve, and while optimizing the tools
we make available to efficiently meet the needs of individuals, businesses
and communities throughout Québec, we focused particular efforts on
business development in the Greater Montréal Area, as well as in the
other Canadian provinces.

Closer ties between Desjardins and various cultural communities, stronger
presence by Desjardins Group representatives in many public forums,
as well as our new advertising campaign that clearly demonstrates our
openness to people of all origins, should help us achieve our ambition
to take a greater share of the market in Montréal. 

Opening the new Carrefour Desjardins in downtown Montréal in
early 2007 constitutes another demonstration of our desire to strengthen
our presence there. We expect to stimulate business development among
consumers due to this central location. A business centre for medium-sized
companies will also be opening soon in Montréal, thereby creating
a new platform for business development with large companies. 

Meanwhile, some 650 employees of Desjardins Securities, Caisse centrale
Desjardins and the Fédération des caisses Desjardins du Québec moved
in 2006 to the Windsor Building in downtown Montréal, which will further
increase Desjardins’ visibility in Montréal’s business district.

In all our markets, 2006 was a very productive year in terms of consumer
savings. Not only did we exceed our overall objectives, but our success
in mutual fund and securities sales has enabled us to make headway
towards our goal of becoming the top wealth manager for consumers.

We also continued our efforts to offer entrepreneurs high value-added
support in carrying out their business plans. We constantly improve
our tools and make staff training a major priority since we know that
solid, up-to-date knowledge of the issues and dynamics specific to the
various business sectors are essential ingredients for providing sound,
top-quality advice.

Our activities in Canadian provinces outside Québec were also maintained
at a sustained pace in 2006 with, in particular, a substantial increase
in insurance sales for groups and businesses. We also established new
business relationships with several credit unions and worked with their
umbrella organizations to define parameters to serve as a basis for
larger-scale partnerships. 

Desjardins Securities continued to develop its activities in Ontario.
The company is gaining increased recognition throughout Canada for
its research expertise which, in certain fields, is considered a benchmark
for investors.

GROWING STRENGTH AS AN
INTEGRATED FINANCIAL GROUP

Today, more than ever, Desjardins Group is able to rely on the
complementary relationship between its components to present
a complete service offering and to handle all the financial needs
of consumers and businesses.

As such, 2006 was the first year of our new three-year strategic plan
designed for the first time to cover all Desjardins Group components,
and based on well-defined contributions by each one. Both the drafting
and execution of the plan have resulted in stronger unity of thought
and action throughout our network.

Our sense of unity was further promoted through a combined strategic
management structure that encourages efforts to improve the cohesiveness
of Desjardins Group as a whole, in order to serve its members and clients
as efficiently and effectively as possible. Some of these efforts include
creating operational and financial synergies among our various components,
a process that has been underway since 2004. Efficiency gains stemming
from the phase initiated in 2006 will lead to more unit cost reductions
and produce additional recurrent surplus earnings. These earnings will
add to the approximately $103 million generated last year as a result
of synergies already achieved.

Service quality is one of the main orientations of our strategic plan.
Positive results achieved in recent years with respect to both consumers
and businesses are an incentive for us to continue our determined
efforts to have Desjardins recognized as a leader in service quality.

THE MANY FACES OF OUR
COOPERATIVE DIFFERENCE

The purpose of a cooperative is to help improve the economic and social
situation of its members, which is why the caisses and their subsidiaries
apply commercial practices that take into account the needs of each
member and client. It also explains why they continually reach out
to members and clients to inform and educate them through actions
and communications.

It also explains the caisses’ growing commitment to supporting activities
such as budgetary advice and small loans – especially through Desjardins
Mutual Assistance Funds – for consumers, and the micro-credit program
for businesses. The caisses fulfill this commitment through the invaluable
assistance of partners such as the Réseau du crédit communautaire 
(RQCC Québec Community credit Network) and various budget
consultation organisations. 

Elsewhere around the world, Développement international Desjardins
continued with its assistance programs for establishing, developing
and strengthening cooperative savings and credit networks in some
20 developing or emerging countries.  
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In 2006, the Desjardins caisses and components also broadened their
extensive range of initiatives and measures designed especially for young
people. The Desjardins Youth Focus program helped guide efforts to
provide better service for young people, help them get more involved
in Desjardins Group, and offer them effective and generous support
to assist them in gaining independence.  

The imperatives of sustainable development were also a source of new
initiatives in 2006, through which Desjardins Group has asserted its
forward-looking leadership for change. Reducing waste at the source,
decreasing paper consumption, increasing energy efficiency and neutralizing
greenhouse gas emissions generated by some of our large-scale activities
are among the objectives we have continued to pursue.  

COOPERATION MEANS PARTICIPATION 

The caisses’ cooperative nature also calls upon the active participation
of members in the associative aspect of their financial services
cooperative, and requires democratic governance with ample provision
for consultation. 

In 2006, we saw an increase in members’ participation in the results
of their cooperative, as individual patronage dividend calculations
were expanded to take into account Desjardins Funds and Northwest
Funds. Starting in 2007, members will also have the opportunity
to receive their patronage dividends in the form of Surplus Shares
eligible for caisse capital. Members will therefore be able to make
a more direct contribution to the development and longevity of
their cooperative. 

A reflection process was also carried out in 2006 regarding changes
to the caisse network and to the criteria for caisse amalgamations.
The consensus reached on the notion of “basic communities of interest”
reflected our desire to have the territory of each caisse correspond
to the socioeconomic reality of the “communities of belonging” that
are the basic structure of community life today, and enable people
to rally around shared projects. 

On a broader scale, the decision made at the Annual General Meeting
to strengthen the role of representatives’ meetings has meant that the
caisses can now exert greater influence on Desjardins Group orientations.
This will enable us to take better advantage of caisse representatives’
knowledge of the network and its members, in order to define the most
significant orientations for the future of the Group as a whole.  

AN EXCITING ENVIRONMENT FOR BOTH
ELECTED OFFICERS AND EMPLOYEES

Both the excellent financial performance of Desjardins Group and
the full expression of its cooperative mission depend on the motivation
of its elected officers and employees in their attention to members
and clients. 

That is why many motivational and development activities were
carried out to encourage and sustain the commitment of these
players, who are so essential to the values and purpose of our
cooperative group. 

Encouraging employees to continually improve their skills, as well
as providing programs and working conditions designed to promote
professional development and life/work balance are just some of the
various means we use to foster personal commitment and bring out
the best in each individual. Others include activities such as major annual
events, meetings held by Desjardins Cooperative Institute or visits of the
Maison Alphonse-Desjardins, which is celebrating its 25th anniversary
in 2007. 

We are convinced that the ultimate social purpose of our activities,
as well as our respect for fundamental human values both in our
management practices and in our commercial practices, represent
an added attraction not only for talented young people, but also
for experienced individuals seeking stimulating challenges and real
involvement in a significant and gratifying job or volunteer commitment.  

Because of its cooperative nature, Desjardins has always been a reflection
of the communities it came from. In an increasingly diversified society,
we are aware that the caisses and other Group components must represent
a welcoming environment for people from all communities who wish
to obtain services, build a career with us or join us as elected officers.
We also want our decision-making bodies to be representative of society’s
growing diversity. This issue, which in 2006 led us to define a “Desjardins
Approach to Diversity,” will continue to motivate and engage us in
the months and years to come. 

Desjardins Group has often moved ahead using winning practices inspired
by its components. In 2006, Desjardins General Insurance Group moved
up to 12th place overall in Canada on the list of Best Employers established
by Hewitt Associates; we would like all our other components to be
inspired by this achievement. 

GENEROSITY AND TALENT – THE SOURCE 
OF ALL OUR ACHIEVEMENTS

The past year’s achievements, dispensing advice to successfully meet
the needs of our members and clients and working on development issues
to help plan out our future required a lot of effort from people in all
Desjardins Group sectors throughout 2006. 

The men and women who serve as elected officers, caisse general
managers, employees and supervisors have, once again, through their
devotion and professionalism, enabled Desjardins to efficiently and
effectively fulfil its mission and build its future on even more solid
foundations. I would like to thank each and every one of them for their
invaluable contribution and reiterate how proud I am to preside over
a Group that embodies so much generosity, talent and skill.

I would particularly like to thank the members of the Councils of
Representatives, who have contributed so much to the vitality of the
associative aspect of our Group and our cooperative democracy.
Together, they constitute Desjardins’ guarantee of a relevant response
to its members’ expectations and ensure effective support for the
aspirations of the communities we serve. 

I would also like to thank the members of the Board of Directors who
perform the major responsibilities associated with governing the largest
integrated cooperative financial group in Canada with discipline, honour
and vision, in a constructive atmosphere. On the strength of their sound
contributions, I know that Desjardins Group’s major orientations are wisely
chosen and take into account both the imperatives of the present and
our responsibilities towards future generations. 
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Special thanks go to Mr. Jean-Guy Bureau and Mr. Olivier Lavoie, who left
the Board in 2006, after many years of service with Desjardins. I would
like to welcome Mr. Serge Tourangeau and Mr. Serges Chamberland,
who are replacing them, as well as Mr. Laurier Boudreault who joined the
Board at the beginning of 2006, replacing the late Mr. Richard Sarrazin,
who passed away in December 2005.

Also, after having occupied several management positions at Desjardins
Group, Mr. François Joly stepped down in 2006 from his position as
President and Chief Operating Officer at Desjardins Financial Security.
I would like to thank Mr. Joly for his loyal service and assure the new
President and COO, Mr. Richard Fortier, that he will have the full
collaboration and support of Desjardins’ senior management.

There is no doubt that in 2007, the aspirations of our members,
the challenges of the competition and the unpredictability of economic
conditions will once again require all our vigilance and vision. I am certain
that the unfailing reserves of creativity at all levels of Desjardins Group
will enable us to continue to provide the relevant solutions that people
have come to expect of us. Thanks to everyone’s combined efforts,
we will succeed in our responsibility to further grow our inalienable
collective wealth for the greater benefit of our members, our clients
and their communities. 

Alban D’Amours
President and Chief Executive Officer, 
Desjardins Group 
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01 ALBAN D'AMOURS*
Desjardins Group President 
and Chief Executive Officer,
Chairman of the Board
End of term: 2008

02 PIERRE TARDIF*/**
President of the Rive-Sud de Montréal
Council of Representatives,
Vice-Chair of the Board
End of term: 2009

03 ANDRÉ LACHAPELLE*/**
President of the Lanaudière
Council of Representatives,
Board Secretary
End of term: 2010

04 ANDRÉ GAGNÉ*/**
President of the Québec-Est
Council of Representatives
End of term: 2010

05 DANIEL LAFONTAINE*
Caisse General Manager,
Member of the Centre-du-Québec
Council of Representatives
End of term: 2008

06 MARCEL LAUZON*/**
President of the Laval–Laurentides
Council of Representatives
End of term: 2009

07 CLÉMENT SAMSON*/**
President of the Québec-Ouest–Rive-Sud 
Council of Representatives
End of term: 2010

08 JACQUES BARIL**
President of the Est de Montréal
Council of Representatives
End of term: 2008

09 THOMAS BLAIS**
President of the Caisses populaires de l’Ontario 
Council of Representatives
End of term: 2008

10 LAURIER BOUDREAULT 
Caisse General Manager,
Member of the Québec-Ouest–Rive-Sud
Council of Representatives
End of term: 2010

11 SERGES CHAMBERLAND**
President of the Saguenay–Lac-Saint-Jean–
Charlevoix–Côte-Nord
Council of Representatives
End of term: 2008

12 LOUISE CHARBONNEAU
Caisse General Manager,
Member of the Est de Montréal
Council of Representatives
End of term: 2009

13 ALAIN DUMAS
Caisse General Manager,
Member of the Mauricie
Council of Representatives
End of term: 2007

14 RAYMOND GAGNÉ**
President of the Bas-Saint-Laurent– 
Gaspésie–Îles-de-la-Madeleine
Council of Representatives
End of term: 2007

15 NORMAN GRANT
Vice-President of the Bas-Saint-Laurent–
Gaspésie–Îles-de-la-Madeleine
Council of Representatives,
Managing Director
End of term: 2007

16 PIERRE GRENON**
President of the Richelieu-Yamaska
Council of Representatives,
End of term: 2008

17 ANDRÉE LAFORTUNE**
President of the Ouest de Montréal
Council of Representatives
End of term: 2010

18 PIERRE LEBLANC**
President of the Mauricie
Council of Representatives
End of term: 2008

19 DANIEL MERCIER**
President of the Centre-du-Québec
Council of Representatives
End of term: 2009

20 DENIS PARÉ**
President of the Estrie
Council of Representatives
End of term: 2009

21 MICHEL ROY**
President of the Kamouraska–Chaudière-Appalaches
Council of Representatives
End of term: 2008

22 SYLVIE ST-PIERRE BABIN
Vice-President of the Abitibi-Témiscamingue–
Nord et Ouest du Québec
Council of Representatives,
Managing Director
End of term: 2008

23 SERGE TOURANGEAU**
President of the Group Caisses
Council of Representatives
End of term: 2009

24 BENOÎT TURCOTTE**
President of the Abitibi-Témiscamingue–
Nord et Ouest du Québec
Council of Representatives
End of term: 2008

* Member of the Executive Committee
** Unrelated director

The members of the Board of Directors of the Fédération des caisses Desjardins du Québec are also directors of Caisse centrale Desjardins,
Desjardins Venture Capital, Capital Desjardins inc. and Desjardins Trust. The Board of Directors is made up of 22 members elected by the
Regional General Meeting, Group Caisses General Meeting or the Assembly of Representatives. The following are members of the Board:
the 17 presidents of the Councils of Representatives, the four caisse General Managers elected by the representatives’ meeting and the President
and Chief Executive Officer of Desjardins Group. For the Bas-Saint-Laurent–Gaspésie–Îles-de-la-Madeleine and Abitibi Témiscamingue–
Nord et Ouest du Québec regions, the Vice-President of the Council of Representatives sits on the Board as a Managing Director.
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OUR COOPERATIVE 
PRACTICES ARE EVOLVING
The Desjardins caisses, which are the building blocks of Desjardins Group,
are cooperative businesses where members are both co-owners and users.
Our cooperative nature is infused in the policies and operations of our components,
as well as in their commercial and management practices.

Our cooperative practices have evolved in the time since the first caisse
was founded more than a century ago, and they continue to do so today.
At the beginning of the 20th century, social organization revolved around
parish districts in urban settings and around villages in rural settings.
In those days, people grouped together along those same lines when
founding a caisse. That explains why, by the middle of the last century,
there were almost as many caisses as there were parishes and villages.

In the second half of the 20th century, numerous changes were brought
about by factors such as the restructuring of administrative regions,
the secularization of society, improved facilities for communication and
greater mobility. In the last fifteen years, these changes led to many caisse
amalgamations, which were supported by a positioning established 
in 2002. However, the evolution of the caisse network, the size of the
caisses themselves, the orientations established at the 2003 Desjardins
Congress on Cooperative Renewal, as well as changes to our risk
management support structure caused us to review that positioning.

NEW, NATURAL COMMUNITIES OF BELONGING

Our decision making bodies consequently decided to take a closer look
at the issue in 2006. By the end of the year, following various consultations
carried out in the caisse network, our Board of Directors adopted a policy
on network transformation and the growing size of the caisses, outlining
the notion of a “basic community of interest.” In 2007, our 17 Councils
of Representatives (regional and group caisse democratic bodies) will each
draw up a list and define the parameters of their basic communities of
interest, which will then be submitted to our Board of Directors.

These new, natural communities of belonging will define the limits
(territorial or group-oriented) within which the caisses that are already
established in a given area can group together, should their members
wish to do so, while preserving their democratic vitality and their proximity
to members and the community.

NEW DEMOCRATIC DECISION 
MAKING BODIES AT THE CAISSE

Changes were made to the democratic decision making bodies of
the caisse in 2006, reflecting the decisions made by delegates at the
19th Congress of elected officers in 2005.

To begin with, the Board of Audit and Ethics was replaced by a Board
of Supervision, for which members are elected at the caisse Annual
General Meeting. The mandate of the new Board focuses more on the
ethics, professional conduct and cooperative aspects of caisse activities.

Each caisse also has a new decision-making body, the Audit Committee.
The mandate of this committee, which reports to the caisse Board of
Directors, is to follow up on audit and inspection activities and present
recommendations to the Board.

SUPPORTING OUR OFFICERS AND PROMOTING
THE INTEGRATION OF YOUNG PEOPLE

Some of our members have taken commitment to their caisse to the next
level by becoming elected officers. We work very hard to help them carry
out their mandates, which are becoming increasingly complex. Once again
in 2006, our “Know-how and Governance” program helped numerous
elected officers acquire and perfect the skills they need to properly fulfill
their roles.

In recent years, we have created new programs and participated in
projects aimed at integrating young people into Desjardins as well as into
society. We continued with our Desjardins Young Intern Officer Program
in 2006; this program aims to carve out a greater space for young people
on caisse democratic decision making bodies by allowing them to sit on
the Board of Directors.

Also in 2006, for the 11th consecutive year, the Youth Work Experience
program made it possible for several hundred young people to improve
their employability by completing remunerated and supervised summer
internships. We also actively participated in projects such as the
Jeunes Coop (Youth Coop) program, designed by our partners to
assist young people.

PARTICIPATING IN CAISSE CAPITALIZATION 

In the spring of 2006, we invited members to participate in the capitalization
of their caisses by investing their patronage dividends. So far, more than
42,000 members have agreed to do so, and we expect this number to
increase significantly starting early in 2007.

Finally, we also added a cooperative difference indicator to our incentive
programs that should definitely encourage our employees to find ways
to make our cooperative nature even more tangible.

Our cooperative nature is what sets us substantially apart from other
financial institutions. We are constantly seeking ways to update our
practices to keep this fundamental aspect of our identity alive and well.

Please see our 2006 Social Responsibility Report
for more information on the initiatives taken in 2006
with respect to governance and cooperation.
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INCREASING OUR
PRESENCE ACROSS
CANADA
In 2006, we continued our efforts to increase our
presence throughout Canada. Our activities in
this regard are still based on the same three major
strategies: partnership with the credit unions,
organic growth of our components and acquisitions.

Our analysis and reflection processes over the past year have led us
to identify two main avenues for developing our partnership with the
credit unions. One is to market our technological solutions, and the
second is to strengthen all Canadian cooperative manufacturers through
commercial agreements or by pooling our resources.

In 2006, we carried out a number of projects relating to our first avenue,
starting with the completion, in May, of operations to install the Desjardins
technology platform in 13 caisses belonging to the Alliance des caisses
populaires de l’Ontario. We approached a number of credit union groups
with an offer based on our partnership with the firm CGI. These efforts
helped us determine the interest of credit unions in such a proposal. 

We also increased our visibility in Canadian provinces outside Québec,
especially through major commercial and institutional sponsorships and
by participating in various public activities, such as conventions, forums
and trade shows, or in activities organized by our business partners.

Finally, we signed a new affiliation protocol with the Fédération des
caisses populaires acadiennes, which includes 33 caisses in New Brunswick.
This protocol stems from a technological services agreement signed
in early 2006, under which the New Brunswick caisses populaires will
continue to use Desjardins’ technological platform, as they have been
doing since 1974.

With respect to strengthening Canadian cooperative manufacturers
through commercial agreements or by pooling our resources, discussions
were held in 2006 with several cooperative players and manufacturers
to define the various possibilities for collaboration.

CONTINUED GROWTH FOR COMPONENTS
IN ENGLISH CANADA

Desjardins General Insurance Group (DGIG), which already carried out
nearly 40% of its business volume outside Québec, once again increased
its presence in the rest of Canada in 2006. The Personal, a DGIG subsidiary
operating throughout Canada, has signed nearly a dozen new contracts,
thereby consolidating its second-place position in the general group
insurance market.

Desjardins Financial Security (DFS), our life and health insurance subsidiary,
showed strong growth outside Québec in sales and premiums written.
Sales for group and corporate insurance alone represented more than
double those achieved in 2005. DFS signed a number of major contracts,
including one covering some 36,000 Newfoundland-Labrador government
employees and retirees, while several other contracts worth more than
$1 million have contributed to strong growth in provinces other than Québec.

DFS also strengthened its distribution capacity for this market with the
acquisition of a number of assets from Performa Financial Group, a Canada-
wide mutual fund distribution network that previously belonged to
Standard Life. Performa posts assets under administration of $1.3 billion,
more than 90% of which come from outside Québec. The acquisition
of Performa, whose firms now operate under the names SFL Investments
in Québec and Desjardins Financial Security Investments Inc. elsewhere
in Canada, along with the opening of a new Desjardins Financial Security
Independent Network financial centre in Ontario, has brought the number
of Canadian firms associated with the DFS savings and insurance
products distribution networks to 46.

Finally, Caisse centrale Desjardins carried out considerable business
outside Québec, with nearly $1 billion in new loans in the corporate
and institutional sectors, as well as among the credit unions.

A
R

E
A

S
 O

F
 P

E
R

F
O

R
M

A
N

C
E

D
E

S
JA

R
D

IN
S

In the United States…

In May 2006, Desjardins Bank, a US-based Desjardins Group
subsidiary, opened a third branch in Florida, this time in Lauderhill.

Established in Hallandale Beach for the last fourteen years and
in Pompano Beach for the past four, Desjardins Bank has some
6,000 clients and assets amounting to US$170 million. It offers
banking services designed especially for the needs of Canadians
who are visiting the United States or who do business there.

Caisse centrale, meanwhile, broadened its service offer to businesses
through the establishment of a branch in the United States, which
authorized approximately CAN$450 million in new business in 2006.

In the Spirit of Partnership

Aside from the need to reach our
business objectives, our interest
in the entire Canadian market
also stems from our desire to help
strengthen the position of the
Canadian cooperative movement,
in a spirit of partnership. To that
end, we have already offered
the credit unions a governance

model that allows them to influence our strategic decisions with
respect to investments required for developing the Canadian
cooperative sector.
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OUR EMPLOYEES:
A MAJOR PRIORITY
Desjardins is made up of some 40,000 skilled and
dedicated employees who are proud to work for the
largest cooperative financial group in Canada. We
strive to offer our staff professional challenges and a
stimulating working environment so that they can
make optimal use of their skills for the benefit of our
members and clients.  

Because everyone needs to be motivated before they can demonstrate
commitment, in 2006, we worked with Hewitt Associates to carry out
a survey aimed at measuring employee motivation and engagement
in all our components. We discovered that all the attention we focused
in recent years on the various aspects of our work environment has
paid off. With an employee motivation rate of 72%, we are among the
top companies in that regard. Furthermore, these results demonstrate
the relevance of our benefit programs, as well as our programs promoting
life/work balance and employee health.

We were particularly proud to see that the results of this survey,
which was carried out for the first time among all our components,
indicated that no less than 79% of our employees would not hesitate to
recommend Desjardins to a friend looking for a job. As well, 72% stated
that they would hesitate to leave Desjardins. In fact, barely 4% of all
employees left Desjardins in 2006. This is among the lowest quit rates
in the industry, thereby confirming Desjardins’ ability to retain employees.

The results of the survey have encouraged us to continue our efforts
with the aim of being named Best Employer by Hewitt in 2008. Obtaining
this title would further assist us in implementing our employee attraction
and retention strategies. One of our components, Desjardins General
Insurance Group, is already 12th among the top 50 employers in Canada.

HEALTH AND DIVERSITY

Always concerned about our employees’ quality of life, we make sure to
offer programs and other measures to help them improve their physical
and mental health. Our approach focuses on the work environment
(conditions under which employees spend their working day), as well
as prevention and health care. In fact, Desjardins is renowned as a leader
in this regard, having invested nearly $6 million in the past two years
in various measures aimed at improving the health of our employees.

Finally, we have begun to take concrete steps to ensure that the various
groups, namely women, young people, English speakers and members
of cultural communities, within the areas we serve, are well represented
among our employees and our elected officers, and that they feel welcome
throughout our democratic and organizational structure. That is why,
in 2006, we adopted an approach to diversity that celebrates the
differences among individuals. We also offered our elected officers
and managers a diversity awareness program as well as tools to support
diversity management to help them implement our approach.

TRAINING AND CAREER OUTLOOK

We believe it is essential for our employees and officers to constantly
improve their skills. That is why, in 2006, we spent nearly 3% of our total
Québec payroll on training activities and programs, some of which were
offered online.

The Desjardins Cooperative Institute pursued its programming for
our managers and elected officers by teaching them about our vision,
our values, the challenges we face, our orientations and our governance
and management practices. In 2006, more than 1,600 people took
courses at the Institute, and 98.5% said they would recommend the
courses to their colleagues. The creation of the Institute helped make
Desjardins Group a finalist in the Conference Board of Canada 2006
National Awards in Governance.

We have also taken a number of initiatives to ensure that our senior
management would have a sufficient replacement pool. Several women
managers benefited from these measures, which should lead to women
occupying 25% of our senior management positions by the year 2008.
These programs have been updated for all our components, which should
help us deal with changes occurring in the workforce over the next
few years.

While we do everything we can to offer our current employees excellent
career opportunities, we do not disregard the need to recruit new talent.
Desjardins is seen as an attractive employer by the general population.
In 2006, more than 60,000 people applied for the posted positions.

REMUNERATION AND PRODUCTIVITY

We also continued working on our staff’s highly competitive general
remuneration program. As a result, we can confidently state that the
general remuneration system at Desjardins today compares very well to
that offered by other employers in our industry. In the future, we intend
to make greater use of variable remuneration offers to encourage our
employees to continue providing excellent overall performance.

We firmly believe that any remuneration strategy and programs,
in addition to staff working conditions, must ensure a balance between
employee motivation and engagement, changes in labour costs and
Desjardins’ competitiveness.

We are constantly seeking to increase the skills and engagement
of our employees, two of the most significant factors in our efforts
to consolidate our position as the largest cooperative financial
group in Canada.

Please see our 2006 Social Responsibility Report
for more information on the initiatives taken in 2006
with respect to human resources management.
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CONSUMER MARKET
OBJECTIVES EXCEEDED
Although our consumer market objectives
for 2006 were ambitious, we not only met them,
we exceeded them.

Following a major shift designed to increase our presence in the savings
market, the caisses exceeded their objective by $535 million, achieving
net sales of $4.6 billion, for an increase of $1.1 billion over 2005. These
results are due to several product development and marketing initiatives
aimed at all categories of depositors, especially large account holders
and business leaders.

In the field of residential mortgage credit and financing for durable goods,
a category which now includes undivided co-ownerships, our outstanding
balance increased by $4.0 billion – well beyond our $3.2 billion objective.

Our outstanding balance for consumer goods financing increased by
$543 million. This increase can be mainly attributed to the early 2006
launch of the Versatile Line of Credit product, which enables owners
to use their home equity to finance projects.

Sales jumped by 35% in 2006 over the previous year for Desjardins Card
Services, the unit that manages Visa Desjardins credit cards and Desjardins
access cards (for ATMs, AccèsD and direct payment). Profits reached
$140.5 million, a 10% increase over 2005.

In 2006, the 2,385,000 members who are registered users of the AccèsD
service made more than 590 million transactions last year, compared
to 8 million transactions in 1996, the year the service was launched.
Meanwhile, desjardins.com, the most popular financial Web site
in Québec, now receives 5 million hits each month.

Finally, the smart card, a modern and safe payment instrument,
will be gradually offered starting in 2008.

AUGMENTING OUR OFFERING TO MEMBERS

In line with our strategic orientations, we are always trying to find ways
to enhance our offering to members. In 2006, new functionalities were
added to AccèsD, including the financial summary for members and
private management accounts.

In the fall of 2006, we launched Desjardins Vision - Retirement, a product
designed for retirees and people who are preparing to retire that goes
beyond portfolio diversification and includes financial planning, insurance
and estate transfer services.

The Chorus Portfolios are another new product being marketed starting
in 2007. These portfolios are designed for investors with $100,000
or more in holdings and constitute one of the many persuasive tools
we can use to encourage them to group all their assets at Desjardins.

The family of capital protected structured products was the subject
of a major overhaul in 2006; in particular, a number of new indexed
term savings products were added. 

Developed in 2006, the Distinctive offer proposes complete services
adapted for professionals, especially those in the health and health care
fields. We also signed exclusive agreements with professional associations
of human resources and industrial relations advisors.

Finally, Carrefour Desjardins opened its doors in January 2007 in the heart
of Montréal’s business district, offering all of our consumer services on
behalf of the caisses. As a result, Desjardins can now better serve the
needs of those who live and/or work downtown.

GETTING CLOSER TO CULTURAL COMMUNITIES

Our new advertising platform launched in Québec in September 2006
showcases our desire to get closer to new immigrants and members
of cultural communities.

Local caisses with staff trained in understanding the needs of these
clienteles and in business practices adapted to those needs will be able to
offer innovative solutions as of in 2007. The ability to make international
electronic funds transfers to various partners through AccèsD is a major
plus for our members from certain cultural communities – and an
industry first.

Furthermore, when we reviewed our service charges, we took steps
to encourage our members to take advantage of new plans that offer
the possibility of having certain fees waived.

These results and achievements show our desire to maintain our position
as a leader in consumer financial products and services and to stand
out as the top financial institution for consumer asset management.
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Patronage Dividends: More Possibilities than Ever Before

Patronage dividends are an essential aspect of our cooperative difference. At the end of each fiscal year, while
keeping sound management principles in mind, members at each caisse’s Annual General Meeting decide on
the distribution of any surplus earnings that may be returned to members in the form of patronage dividends,
in proportion to the use that each member makes of the cooperative’s services.

Although they were limited for many years at first to savings and loan products, in 2006 we continued to expand
the basis for calculating patronage dividends, which now also apply to Desjardins Funds and Northwest Funds
as well. 

Also, starting in 2007, members have the opportunity to increase the value of their patronage dividends by 30%
by opting to participate in the Surplus Shares program. In addition to this 30% increase, the shares could also
generate annual returns worth 1% higher than the average one-year term savings rate. Surplus Shares can also
be used as RRSP contributions or to pay off a Home Buyer’s Plan (HBP) or a Lifelong Learning Plan (LLP).
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A DECISIVE YEAR ON
THE BUSINESS MARKET
There were many reasons why 2006 was a decisive
one on the business market, but one of the main
reasons was certainly the skill and commitment of
our employees. No financial institution is as accessible
as Desjardins, and small and medium-size enterprises
(SMEs) know it.

Thanks to the skill and expertise of our 1,200 account managers and
56 business centres in Québec and Ontario, we increased business member
and client satisfaction levels by 2% in 2006 (a significant improvement
in some segments of this market), with 61% of members now reporting
they are very satisfied with our service offering. In fact, 92% of our
members and clients say they are satisfied or very satisfied.

These results stem in particular from the constant effort made by our
account managers and management staff to better understand the
specific issues facing SMEs. Thus, many motivational seminars, meetings
and training sessions dealing with financial analysis, business development
and issues specific to certain industry sectors were held, all of which gave
our employees the necessary information to be able to fully meet the
needs of our business members and clients.

MORE TIME SERVING BUSINESSES

On the business solutions development side, we continued to improve
and simplify our financing and transaction systems, so our professionals
can spend more time serving the companies who have chosen to do
business with us. 

We held two separate Business forums in 2006, aimed at furthering
our understanding of certain clienteles. These initiatives, aimed at
young entrepreneurs and representatives from Aboriginal communities,
allowed us to better pinpoint their needs and expectations regarding
our products and services.

We also increased our presence in the medium-size business market,
especially in the Greater Montréal Area, as well as among business people
in English-speaking communities and those who speak languages other
than English and French. Numerous meetings and networking activities
with the main market intermediaries and leaders of several cultural
communities have enabled us to strengthen our ties with them and
to envision some very interesting opportunities for the future.

In 2006, we also authorized more than $1.5 billion in financing for large
businesses. These results are due to new forays into this market, as well
as to the business development strategies of Caisse centrale Desjardins,
which is responsible for this market. These strategies are based on an
intensified approach by Caisse centrale with respect to the roles of banking
syndicate agents and co-agents, increased advisor specialization by
business sector, as well as on geographic diversification.

BUSINESS TRANSFERS: 
ONE OF OUR MAIN PRIORITIES

The business ownership transfer sector, which is expected to increase
in volume in Québec in the coming years, occupies a major place among
our business market priorities. That is why we created the Continuum
program, aimed at making entrepreneurs more aware of the importance
of preparing the next owners for the takeover and helping them ensure
the transition process runs smoothly.

Our approach naturally takes into account the financial and fiscal aspects
of business transfers, but also includes the human aspect, since this move
is such a critical stage in the professional life of an entrepreneur. In 2006,
Desjardins business centres organized numerous seminars and information
meetings on transfer of ownership for entrepreneurs in all regions.

Efforts to improve our services for business leaders transferring property
have been worthwhile. In fact, a survey among business people carried
out at the end of 2006 by the Canadian Federation of Independent
Business reveals that the Desjardins service offering to entrepreneurs
transferring ownership of their businesses, or who plan to do so
in the future, is the best known among all financial institutions. 

We also innovated in our offer of services to small business. We now
offer self-employed workers a new approach based on personalized
service and complete coverage of their needs. Coefficient, our new,
integrated offer launched in the spring of 2007, groups products and
services from our various components designed for small businesses
and self-employed workers.

PROMOTING THE SKILL AND 
CREATIVITY OF ENTREPRENEURS

In terms of visibility, in 2006, we focused our energies on promoting and
rewarding the skill and creativity of entrepreneurs throughout Québec
and Ontario. As a main sponsor for Québec, we partnered with one of the
largest merit programs in the Canadian business sector, the Ernst & Young
Entrepreneur of the Year Grand Prize. The Québec and Canadian winners
of this major international competition were revealed in November 2006.
The “Entrepreneur of the Year” Award for Québec and Canada was
granted to Mr. Guy Laliberté, President and CEO of Cirque du Soleil,
which has been a Desjardins member since its creation. Three of the
six winners of the Québec finals for this award were Desjardins business
members or business clients.

Similarly, at the beginning of 2006, we honoured the businesses that
won our own Desjardins Entrepreneurship Prizes. Created to showcase
the achievements of businesses in Québec and Ontario, these prizes
are awarded in five categories: International Commerce, Business Transfers,
Productivity, Financial and Social Performance and Young Entrepreneurs.

Meanwhile, Desjardins Human Resources and Payroll Services (DHRPS)
continued its growth and increased its hold on the Québec market.
Overall growth for this unit between 2000 and 2005 was 75%. In 2006,
DHRPS had a team of more than 300 people providing payroll services
for some 350,000 employees at 14,000 businesses across Canada.

In the fall of 2006, DHRPS announced the acquisition of the Canadian
assets of SIGMA RH Solutions inc., a Québec HR management software
company. At a time when it is increasingly difficult to recruit qualified
labour, this transaction allowed Desjardins to bring added value to
its service offering for business members and clients.
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LIFE AND HEALTH
INSURANCE: STRONG
BUSINESS DEVELOPMENT
In 2006, Desjardins Financial Security (DFS), our
life and health insurance subsidiary, completed the
first year of its three-year plan, with very exciting
results obtained by all sectors. DFS has continued to
contribute to the Group’s performance by achieving
shareholder’s return on equity at 20.7%, one of
the highest rates in the financial services industry.

The year was a particularly good one for DFS with respect to business
growth, as the company posted strong gains in insurance sales volume
as well as in the number of premiums written.

This was also a record year for the subsidiary in terms of net business
growth in group and business insurance. The company more than
doubled its 2005 sales, signing several group insurance contracts
worth over $1 million outside Québec, including one to cover some
36,000 Newfoundland and Labrador government employees and retirees.
DFS further developed its group and business insurance offering by
continuing its Canada-wide deployment of the Health Track Insurance
Program, which enables participants who quit or retire from their
jobs to continue to receive health coverage.

SUSTAINED GROWTH IN 
CAISSE-DISTRIBUTED PRODUCTS 

There was continued sustained growth in the volume of premiums
on products distributed through the caisses to Desjardins members.
DFS maintained its number-one position in Québec in the loan insurance
sector, and is still among the leaders in Canada. In addition, the company
deployed a team to offer loan insurance to the credit unions, and spurred
its efforts to promote the systematic offer of this same product to business
members. DFS also built up its health insurance offering by presenting
caisse members with the new Independent Lifestyle Solution product
for long-term health care.

DFS sales teams operating through the company’s other distribution
networks are now also able to offer consumers two new health insurance
products – critical illness insurance for children and long-term care
insurance payable in twenty instalments – and a very competitive
universal life insurance product, the T 100 Universal Life.

The volume of gross direct insurance premiums went up 13.3% in 2006.
In addition, DFS took steps to complete its online travel insurance offer
and added e-business functionalities. It also revised its marketing strategy
for Accirance, a personal accident insurance product, to reach out more
effectively to academic clienteles and broaden its client base.

In the group retirement savings sector, the average size of new groups
that signed contracts in 2006 grew by 42% over 2004. With respect
to the offer itself, DFS launched Destination, which is an integral part
of its Setting Sail for the Future education and planning program. The goal
of Destination is to facilitate the transition to retirement using an extensive
range of products, services and tools. Meanwhile, for individual savings,
DFS integrated its life annuities offering into the Vision – Retirement
program for Desjardins caisse members.

INSURANCE FOR GROUPS AND BUSINESSES:
A NATION-WIDE STRUCTURE

As part of its plan to double its market share in provinces outside Québec
while continuing to strengthen its position as a leader in Québec, DFS
put in place a nation-wide structure for the group and business insurance
market. It also strengthened its distribution capacity with the acquisition
of the Performa Financial Group, a Canadian mutual fund brokerage firm.

In 2007, DFS will continue to participate in Desjardins Group’s development
through its expertise in life and health insurance, loan insurance and
retirement products. A strong supporter of Desjardins Group’s objectives
for cross-Canadian development, DFS will continue to broaden its own
product offering in conjunction with those of other Desjardins components.

DFS will also continue to focus on product development and management
as well as its service offering to clients and distribution partners. It will
also continue to support its clients in their quest for financial security,
by taking an overall, human approach to their needs.

GENERAL INSURANCE:
A RISING PRESENCE
IN CANADA
It was a busy year at Desjardins General Insurance
Group (DGIG), our general insurance subsidiary,
as the company launched several projects related
to the 2006-2008 Strategic Plan, while maintaining
its regular activities.

Among the projects launched in 2006, DGIG completed its reflection
process and established an action plan on e-business development. DGIG
then undertook in 2006 to increase its capacities in terms of e-business
and Web ergonomics. Considerable efforts were deployed to give the
organization the necessary technological infrastructures to successfully
carry out its various strategic projects. Furthermore, in order to improve
its home insurance claims rate, DGIG created initiatives on water damage
coverage, which have already begun showing some positive results.
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Insurance Supports
Microcredit in Africa

In 2006, DFS supported another
Desjardins subsidiary, Développement
international Desjardins, which offers
technical support and investment
services in developing or emerging
countries by supplying human
resources and expertise to help
organizations establish loan insurance
plans, in order to support microcredit
development in Africa.
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In 2006, DGIG maintained profitable growth and showed a high return
on equity. Its contract renewal and client satisfaction rate following claim
settlements, which reached 95% and 92% respectively, are indicative
of the high quality of products and customer service provided by
DGIG subsidiaries.

CANADA-WIDE DEVELOPMENT CONTINUES

Although it already achieves nearly 40% of its sales volume outside
Québec, DGIG continued its efforts in 2006 to increase its presence
on the Canadian market.

In addition to having renewed approximately twenty existing agreements,
The Personal – a DGIG group insurance subsidiary operating throughout
Canada – signed nearly a dozen new contracts offering a high potential
with respect to the number of insureds. Among these new group contracts
are Irving Oil, Anapharm, Yellow Pages Group, The Society of Energy
Professionals and Invista (formerly DuPont Textiles). These agreements
consolidate The Personal’s second-place rank among general group
insurers in Canada. 

YOUNG PEOPLE – A GROWING MARKET

In Québec, in addition to maintaining its involvement in D Power Solutions,
a preferential offer by Desjardins Group for students in certain university
faculties, Desjardins General Insurance, the DGIG subsidiary targeting
the consumer market, has continued pursuing its action plan aimed
at young people. Its spring 2006 radio ad campaign, combined with
the “Win Your Premium” contest, produced excellent results.

In September 2006, DGIG launched a first initiative aimed at meeting
the insurance needs of young Ontario drivers aged 25 and under. This offer
was quite popular because of its highly competitive rate schedule and
a new marketing approach through kanetix.ca, Canada’s main online
insurance portal, which generates approximately one million requests
for information and applications annually.

MARKING A MAJOR ANNIVERSARY

Desjardins has been active in the field of general insurance for many years.
In fact, the Société d'assurance des caisses populaires was the first
subsidiary set up by the caisses; founded in 1944, it began operations
one year later.

The year that has just begun marks the 20th anniversary of the entry
of Desjardins into the direct distribution of general insurance products.
Founded in 1987 under the name of Assurances générales des caisses
Desjardins, Desjardins General Insurance today has sales of $665 million
and over one million in force policies in Québec.

Resolutely forward-looking, DGIG will continue with a number of projects
relating to its strategic plan in 2007. Once completed, these projects
will enable Desjardins to consolidate its competitive advantage in the
general insurance sector.

SECURITIES: 
INCREASED REVENUES
Development continued at Desjardins Securities,
our securities brokerage subsidiary, with respect
to achieving its goal to become a fully integrated
brokerage firm in order to meet the needs of
our members and clients.

The stock markets started out well in 2006 with high activity, and then
fluctuated considerably before finally ending the year on a good note.
Despite this volatility, Desjardins Securities posted an increase in income
for the consumer sector, as well as for institutions and businesses. 

In Québec, Desjardins Securities’ assets under administration grew,
as did their market share for consumer clients. This solid performance
can be mainly attributed to the strengthening of its partnership with
the Desjardins caisses and to the recruiting of experienced full-service
investment advisors. This team of professionals is now more than
300-strong, and their expertise is increasingly sought-after by the
numerous members and new clients who are turning to Desjardins
for securities brokerage services. 

Despite highly competitive market conditions, Disnat, the subsidiary’s
online brokerage division, showed continuous income growth in 2006,
thanks to improvements to its trading Web site and the results posted
by DisnatDirect, its direct access brokerage service.

Income from Desjardins Securities’ institutional and business-oriented
services (Fixed Income, Corporate Finance, Equity Capital Markets
and Strategic Capital) also grew steadily in 2006.
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Attentive to Employees

The cooperative values behind DGIG also influence its relationship with its employees.

In 2006, Desjardins General Insurance Group (DGIG) opened a call centre in Québec City with a capacity
for 100 employees. The idea for having it located in Québec City originated with Lévis employees who live
in Québec City and who wanted to work closer to home. As a result, when DGIG needed more space for its
insurance agents, the decision was made to follow up on that employee request. By reducing the daily travel time
of those employees, this initiative contributes to a better life/work balance for them while also having a positive
effect on the environment.
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CONSOLIDATING OUR PRESENCE 
ON THE MARKET

Efforts to consolidate Desjardins Securities’ presence among its clients,
as well as on the markets, also continued in 2006. These efforts were
supported by the Desjardins Securities Research Department, whose
experienced analysts are renowned for the quality of their work both
in Québec and elsewhere in Canada.

In order to prepare an overall financing offer for institutions and businesses,
Caisse centrale Desjardins and Desjardins Securities continued working
closely together to align their service offers.

Desjardins Securities continued its development throughout Canada,
among consumers, institutions and businesses. Desjardins Securities now
has nine full-service brokerage branches and financial centres in Ontario
and another centre in Vancouver. Moreover, half of all DisnatDirect
accounts as well as more than half of the income from the Equity Capital
Markets (76.2%) and the Corporate Financing Divisions (64.8%) come
from outside Québec.

Finally, in 2006, Desjardins Securities moved their Head Office and their
Montréal branch into a LEED CI (Leadership in Energy and Environmental
Design – Commercial Interiors) certified building located in Montréal’s
downtown business district. This US-based certification means that
the building meets the highest standards in terms of energy and
environmental performance.

ASSET MANAGEMENT:
TARGETING
FIVE STRATEGIC
ORIENTATIONS
In 2006, our Desjardins Asset Management (DAM)
subsidiary focused on achieving the five orientations
of its strategic plan.

The solidarity that exists among all Desjardins Group components
gave DAM the critical mass it needed to successfully launch new
multimanagement funds. Numerous Desjardins components also appealed
to the company’s expertise in real estate management, asset distribution
and financing structure.

DAM posted telling results in 2006 with respect to fixed income investments
after refining its credit analysis methods by adopting a new technology
platform and strengthening its management team.

In terms of mortgage investments, DAM recorded record volumes in 2006
throughout Canada. DAM worked closely with its partners to find ways
to make its service offering more competitive. One way was by reducing
costs. With the successful transfer of the residential loan portfolio to the
caisse network, DAM loans are now almost entirely made up of major
commercial mortgages. 

In 2007, DAM will continue its efforts to increase its critical mass,
while maintaining the proportion of its assets coming from outside
Québec at more than 60%.

REAL ESTATE LOANS: PORTFOLIO TO DOUBLE

The size of the real estate loan portfolio managed by DAM for its partner,
Desjardins Financial Security, is expected to more than double in 2007,
with the integration of asset items from Group-owned real estate, including
Complexe Desjardins in Montréal and the head offices of several Desjardins
components in Lévis.

In 2007, DAM will also pursue the work it began in 2006 to continue
improving its operational efficiency in order to better deal with regulatory,
fiscal and accounting legislation, which has become more complex
and demanding than ever.

DAM improved its Alternative Term Savings product to make it more
competitive and maximize its return potential. The company plans
to do the same with its Perspectives Plus Term Savings product in 2007.
In addition, major efforts will be made to adapt multimanagement funds
now offered to institutional clients for its retail clientele. Desjardins Asset
Management also distributed a large portion of its surplus earnings
to the network in 2006, to acknowledge the caisses’ sales achievements
with respect to these two term savings products. 

VENTURE CAPITAL:
INVESTING IN
QUÉBEC REGIONS
Our Desjardins Venture Capital (DVC) subsidiary
manages 9 funds, of which 7 are Desjardins-owned;
it also manages Desjardins – Innovatech S.E.C. and
Desjardins Capital régional et coopératif, a public
fund with capitalization expected to reach
$1.325 billion by 2011.  

With Desjardins’ strong branding and the complementary nature of the
relationship between DVC and the Desjardins business centres and other
Desjardins components, the company is achieving growing recognition for
its skill in managing venture capital funds as well as for its partnership
with Québec entrepreneurs.

In 2006, Desjardins Capital régional et coopératif reached its objective
of investing 21% of its assets in resource regions and in cooperatives,
despite current economic challenges facing those regions. In November 2006,
Desjardins Capital régional et coopératif also celebrated its five-year anniversary,
marking five years of contributions to Québec’s economic development.
The company today has more than 118,000 investors and has amassed
$648 million since it started out. The steadfast support and mobilization
of the Desjardins caisse network throughout Québec are major factors
in this success.

Meanwhile, DVC also supported the Desjardins business centres that
successfully carried out several business transfers in the past year. With its
substantial expertise in business transfer financing, DVC can now meet
the needs of buyers and sellers better than ever before.
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SUPPORT FOR REGIONAL DEVELOPMENT

DVC’s strategic partnership with the Québec government in Desjardins
– Innovatech was further strengthened in 2006 by a $20 million
re-investment and the addition of sectoral niches eligible for financing.
Desjardins – Innovatech’s clientele is composed of companies from
resource regions that are active in the areas of technological and industrial
innovation. 

Desjardins increased its investment in the Regional Economic Intervention
Fund (FIER), originally publicized in March 2004. In addition to an outlay
of $25 million by Desjardins Capital régional et coopératif, Desjardins 
used its own regional investment funds to help create 18 regional FIER
funds (FIER-Régions). Desjardins’ commitment to these regional investment
funds involves providing technical support for their implementation and
management, expertise for investment project analysis and the possibility
of investing or jointly investing in the FIER funds.

DVC also lent its support to two federal government programs for
regional business start-ups and corporate succession. These programs
are aimed at SMEs in Québec regions that are served by the Community
Futures Development Corporations (CFDC) and the Business
Development Centres.

OUR QUEST
FOR EXCELLENCE
IS REWARDED
SEVEN NORTH AMERICAN
COMMUNICATION AWARDS

Desjardins Financial Security, our life and health insurance subsidiary,
garnered seven awards, including four excellence awards and
three honourable mentions, at the 2006 Insurance & Financial
Communicators Association (IFCA) Awards Competition. The IFCA
is a group of 750 communicators from more than 225 life and health
insurance and financial services companies in Canada and the United
States. The awards were handed out during the IFCA Annual Meeting,
which took place from October 15 to 18, in Banff, Alberta.

WEB SITES: AWARD OF EXCELLENCE

For the second consecutive year, the Desjardins Financial Security Web site
was ranked first among the top 25 Québec consumer Web sites, and won
the Palme d'or Award of Excellence from the Secor/Commerce Internet
Index, which is the most complete Web evaluation index in Québec.
Meanwhile, the Desjardins Group Web site scored third, making this
the fifth consecutive year in which the site placed in the top three
on the Secor/Commerce Internet Index.

INTERNATIONAL CERTIFICATION FOR ACCÈSD

In 2006, for the second consecutive year, Desjardins AccèsD customer
contact centres obtained COPC (Customers Operation Performance Center)
certification. The centres had to comply with more than 200 performance
indicators relating to productivity, quality and satisfaction to obtain this
certification. Desjardins is the only financial institution in North America
– and one of only three world-wide – to have this certification.

HEWITT “BEST EMPLOYER”

Our Desjardins General Insurance Group (DGIG) subsidiary made the 2007
list of the 50 Best Employers in Canada, following a 2006 survey carried
out by the highly respected firm Hewitt among DGIG employees. Compared
to 2005, DGIG recorded a 4-point increase to its employee motivation
rate, enabling the subsidiary to rise from 30th to 12th position. The
50 Best Employers list is published at the beginning of each year in the
Report on Business magazine issued by Toronto’s The Globe and Mail,
as well as in La Presse in Montréal.

Similarly, the Fédération des caisses populaires acadiennes, which is
affiliated with Desjardins Group, was listed for the first time in 2006
among the 10 Best Employers in the Maritimes and among the top 200
in the country, according to Mediacorp Canada. The Fédération’s head
office is located in Caraquet, New Brunswick.

INTERNATIONAL COOPERATION: 
HONOURING OUR COMMITMENT

Développement international Desjardins (DID) won a special recognition
award for its long-term commitment to international cooperation, at the
14th Annual Canadian Awards for International Cooperation presented
by the Canadian Manufacturers and Exporters and the Canadian
International Development Agency (CIDA).

The Canadian Awards for International Cooperation highlight the
achievements of Canadian companies and organizations in sustainable
economic growth and social programs aimed at fighting poverty in
developing countries in Africa, the Middle East, Asia, Latin America
and the Caribbean, as well as in emerging countries in Central and
Eastern Europe. 

DID and Desjardins are now sponsors of this award, and will continue
as such until 2009.

DESJARDINS SECURITIES RESEARCH
DEPARTMENT WINS HONOURS

The Desjardins Securities Research Department maintained its position
among the top 10 in Canada in 2006, following a survey carried out by
Brendan Wood International among the institutional clientele of Canadian
investment brokerage companies. Two members of the team, Peter Gibson
and John Redstone, were ranked first in their respective research sectors
for the second consecutive year.
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Financing Products
for Cooperatives

As a cooperative financial group,
Desjardins places great importance
on the creation and development
of cooperative businesses.

This is why we adapted our
financing requirements to ensure
cooperative authenticity and,
in March 2006, launched

four financing products intended for cooperatives. We also devoted
a specialized team to this market. Barely a few months later,
13 cooperatives were associated with Desjardins Capital régional
et coopératif, including La Coop fédérée and the Coopérative
de travailleurs actionnaire du Groupe Congébec.
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CAUTION CONCERNING FORWARD-LOOKING STATEMENTS

This Annual Report may contain forward-looking statements concerning Desjardins Group’s activities and strategies. These forward-looking statements are typically identified by the words “believe,”
“expect” and “may,” words and expressions of similar import, and verbs conjugated in the future and conditional tenses. By their very nature, such statements involve assumptions, uncertainties
and risks, both general and specific; it is therefore possible that these predictions of forecasts made may not materialize because of a number of factors. Various significant factors could influence
the accuracy of the forward-looking statements mentioned in this Annual Report, notably legislative or regulatory developments, changes in economic environment, fluctuations in interest rates and
foreign currencies, monetary and tax policies, consumer spending, the demand for credit, individual savings patterns, the unemployment rate, trade between Québec and the United States, technological
changes, the effects of increased competition in a market open to globalization, the ability to design new products and services and bring them to market in a timely fashion, the capacity to gather
complete and accurate information from our clients and their counterparties, legal or regulatory procedures, the ability to perform and integrate strategic acquisitions and alliances, the effect of
possible international conflicts, including terrorism, or natural disasters, the capacity to recruit and maintain key managers and Management’s ability to foresee and manage the risks stemming from
the preceding factors. 

It is important to note that the above-mentioned list of factors that could potentially influence future results is not exhaustive. 

Desjardins Group does not undertake to update any forward-looking statements, whether verbal or written, that could be made from time to time by or on behalf of Desjardins Group. 

MANAGEMENT’S
DISCUSSION
AND ANALYSIS
OF DESJARDINS
GROUP

General Overview of Desjardins Group
This section presents a portrait of Desjardins Group. It describes Desjardins’ vision, notable
achievements for 2006, operational and financial synergies, Canada-wide development,
the progress made on financial objectives, the Desjardins cooperative difference, financial
governance, market characteristics and trends, the industry, and how financial information
is presented. It also includes an analysis of the financial results. 

Business Segments
This section provides information about each Desjardins business segment. It provides
a profile of each segment and discusses its particular strategy, achievements in 2006,
outlook for the future, the industry and the financial results of the segment.

Analysis of the Combined Financial Statements
This section provides an analysis of the Combined Financial Statements and financial
position of Desjardins Group.

Additional Information
This section presents the regulatory context, factors likely to influence future results,
critical accounting policies and estimates, changes in accounting policies, the business climate,
and various statistics including annual and quarterly statistics as well as other information.

1.0

2.0

3.0

4.0



The Management’s Discussion and Analysis (MD&A) section of this annual report should be read in
conjunction with Desjardins Group’s Combined Financial Statements. This MD&A is dated February 19, 2007
and is based on the Group’s Combined Financial Statements prepared for the year ended December 31, 2006.
Additional information about Desjardins Group and its components is available on the Desjardins Web site
(desjardins.com) or on the SEDAR Web site (sedar.com) under the Capital Desjardins inc. profile.

A glossary of financial terms is provided on pages 88 to 90 of this MD&A.
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OVERVIEW OF DESJARDINS GROUP1.1

GENERAL REVIEW
OF DESJARDINS 
GROUP1

Contribute to improving the economic and social well-being of people and communities within the compatible limits
of its field of activity:

• by developing an integrated cooperative network of sound and profitable financial services on an ongoing basis,
which is owned and administered by the members, as well as a network of complementary financial organizations,
all performing well in their respective areas of activity and controlled by the members;

• by teaching democracy, economics, solidarity and individual and collective responsibility, especially to members,
officers and employees.

MISSION OF
DESJARDINS
GROUP
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PROFILE OF DESJARDINS GROUP 

Desjardins Group is an integrated cooperative
financial group that belongs to its member-
owners. It is the largest financial institution
in Québec and the sixth largest in Canada
in terms of total assets. It is also the largest
cooperative financial group in Canada and
the largest private employer in Québec. In all,
the Group has approximately 40,000 employees,
some 7,000 elected officers, 549 caisses,
922 service centres, and 2,787 automated
teller machines. 

Desjardins serves nearly 5.8 million members
and clients, both people and businesses alike,
and provides them with a vast array of financial
products and services.

Due to its cooperative nature, the Group
operates under a democratic governance system
and organizational structure and returns a
significant portion of its surplus earnings to its
members in the form of patronage dividends.

Desjardins Group is composed of a network
of caisses and business centres in Québec
and Ontario as well as subsidiaries, several
of which operate across the country. Desjardins
is active in four business segments: Personal

and Commercial; Life and Health Insurance;
General Insurance; and Securities Brokerage,
Asset Management and Venture Capital. It has
also adopted a category labeled “Other” that
comprises the other components of Desjardins
Group and consolidation restatements
attributable to all components.

VISION AND STRATEGY

Desjardins Group has adopted a series
of strategies in support of its vision:

“Desjardins is an integrated cooperative
financial group that is solidly rooted in
the community. Desjardins aims to be the
leading financial institution, for satisfying
the needs of its members and clients, for
profitable business development through
its accessible, efficient and comprehensive
service offering, and for its contribution to
the development of the Canadian financial
cooperative movement.”

The Group’s strategic orientations, from the
2006-2008 Strategic Plan, will allow the Group
to realize its vision, ensure longevity, achieve
its full business potential, and make Desjardins
an even more stimulating, distinctive, and
successful organization.

Desjardins Group aims to: 

■ leverage its cooperative difference and
heighten the visibility of that difference;

■ rank first in service quality;

■ become the top manager of consumer
financial wealth;

■ become a leader in services to businesses,
particularly SMEs;

■ develop all its markets to their full potential,
particularly in the Greater Montréal Area
and across Canada;

■ generate sufficient and reliable financial
performance rooted in profitable business
development and sustained improvement
of productivity.

• Continued to pursue our vision of being an integrated cooperative financial group through the deployment
of our 2006-2008 Strategic Plan.

• Achieved Group-wide financial and operational synergies that exceeded the goal of generating recurring surplus
earnings in excess of $100 million. 

• Made great strides in our Canada-wide development efforts in partnership with the credit unions.

• Made major investments to promote the Group’s image of unity and integration throughout Canada; in Québec,
our ad campaign stressed the notion of “member-owners” by associating the Desjardins logo with the names
and faces of members.

• Continued to enjoy a dominant presence in Québec, where we held the following market shares as at
December 31, 2006: 38.9% in residential mortgage credit, 42.3% in farm credit, and 44.4% in personal savings.

• Strengthened the Group’s capital base, balance sheet quality and credit ratings.

• Continued to develop business among youth aged 18 to 24 by way of the Desjardins Youth Focus.

• Concluded a seven-year renewal of the service agreement between Desjardins Group and Bell Canada.
Under the agreement, Bell will continue to provide Desjardins with telecommunications services as well as payment
and call centre services through to December 31, 2014. (The contract value is approximately $670 million.)

• Renewed the permanent borrowing program on the Canadian market, enabling Desjardins to issue senior
notes for a maximum amount of $2 billion. 

• Successfully concluded two bond issuances totalling $1.5 billion Euros on the European markets.

• Continued to deploy the securitized mortgage loan program of Caisse centrale Desjardins, which has amounted
to $1.4 billion since September 2005.

NOTABLE
ACHIEVEMENTS
OF 2006
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The 2006-2008 Strategic Plan includes priority
areas, which are as follows: 

■ profitable development in Québec;

■ profitable development in the
Canadian market;

■ continued integration to make Desjardins
an even more integrated cooperative
financial group;

■ our cooperative nature as a distinguishing
characteristic;

■ operational efficiency;

■ sufficient and reliable profitability;

■ motivated human resources who listen
attentively to members and clients.

Furthermore, we identified clear orientations
with respect to financial performance, risk
management and balance sheet management.
They are:

■ maintaining the Group’s profitability level;

■ ensuring profitable business development;

■ achieving greater productivity;

■ optimizing capital management;

■ ensuring the quality of Desjardins Group’s
credit ratings;

■ upholding sound risk management practices;

■ achieving synergies within the Group.

These notable achievements on the part
of Desjardins Group and all its components
in 2006 are examined in greater detail in
the reviews of each main business segment.

AN INTEGRATED
AND UNIFIED VISION 

In 2006, the Group-wide strategic functions,
in partnership with the management teams of
the Fédération and the subsidiaries, continued
to support the Group’s president and chief
executive officer and the Board of Directors
in implementing Desjardins’ vision of an
integrated cooperative financial group. 

The strategic functions are points of reference
and coordination for the various Group
components in their respective areas. They
deal with the Group’s financial and strategic
framework, Canada-wide development,

financial synergies, financial governance,
capital management, cash flow management,
integrated risk management, and human
resources management. Most of the Board
of Directors’ committees and commissions as
well as some internal committees (Asset-Liability,
Real Estate, Integrated Risk Management, and
Finance) receive support from the Group-wide
strategic functions.

Additional information about financial and
operational synergies and Canada-wide
development are presented in the following
paragraphs.

FINANCIAL AND
OPERATIONAL SYNERGIES

The banking services industry in Canada is
characterized by intense competition. Such
conditions call for a relentless pursuit of greater
productivity, which in turn has an impact
on the pricing of our products and services.
Desjardins, being an integrated cooperative
financial group, has continued to evolve
in order to take on these new challenges. 

In follow-up to a continuous improvement
initiative, working groups from the Fédération
and Group subsidiaries worked throughout 2006
on creating financial and operational synergies,
an initiative launched in 2005 in the wake
of the implementation of Desjardins Group’s
strategic management structure. These working
groups carried out thirty-some projects designed
to pool the strengths of each component, share
best practices, and optimally manage various
balance sheet items. Their aim was to grow
revenues and lower costs and the concrete
results consisted of a reduction in the cost of
funds and operating expenses, an improved
return on different asset types, and additional
revenues from certain business units. The initial
goal of this initiative was to attain at least
$100 million in additional surplus earnings before
taxes annually by the end of December 2006;
that goal was surpassed, with $103 million
in recurring synergies being generated in 2006.

Furthermore, new opportunities to achieve
synergies were also identified. For example,
a large project involving Desjardins Group’s
real estate holdings was initiated. It consists
of transferring ownership of 16 buildings to
Desjardins Financial Security (DFS). These buildings

belong to various Group components; the
largest one, Complexe Desjardins in Montréal,
belongs to Place Desjardins inc. The market
value of the buildings, which will change hands
between now and July 1, 2007, is estimated
at $560 million. In so doing, Desjardins, the
largest private real estate owner in Québec,
will thereby optimize the financial returns
of holding this real estate inventory. DFS, for its
part, will strengthen its portfolio of new quality
buildings, and all of the caisses will benefit
from substantial financial returns.

In 2006, teams also worked towards finding
new sources of synergy. Four projects were
reviewed in depth, the aim being to have the
Fédération and subsidiaries share certain services.
In December 2006, the Board of Directors
approved proposals made by the teams, and
implementation efforts began in January 2007.
We expect these initiatives to generate additional,
recurring surplus earnings before taxes of
between $13 million and $18 million starting
in 2008.

After the amendments were made to
the 2006-2008 Strategic Plan, and given the
cooperative nature of Desjardins, we began
work aimed at identifying and proposing new
ways to improve productivity and performance
in 2006. Several productivity-enhancement
initiatives have already been identified and
some others were implemented. Work in this
area will continue in 2007 with contributions
coming from several Desjardins entities. 

CANADA-WIDE DEVELOPMENT

Thanks to the efforts made by all Desjardins
components to grow and diversify our revenues,
about 20% of Desjardins sales were generated
in provinces other than Québec at the end
of 2006. Our medium-term objective is 25%. 

To grow this business outside Québec,
the Desjardins components operated along
three lines: organic growth, partnerships with
credit unions and acquisitions by subsidiaries. 

In terms of creating collaborative partnerships,
in October 2006 the Fédération des caisses
populaires acadiennes (consisting of 33 caisses
in New Brunswick) and the Fédération des
caisses Desjardins du Québec announced that
they had concluded a new affiliation protocol
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TABLE 1  DESJARDINS GROUP(1)

Selected data for the year ended December 31 
(in millions of $ and as a %)

2006 2005 2004

Operating results
Total income $ 9,398 $ 9,071 $ 8,464
Provisions for credit losses 139 96 94
Claims, benefits, annuities and changes in insurance provisions 3,342 3,252 2,970
Non-interest expenses 4,513 4,212 3,893

Surplus earnings after income taxes and before patronage dividends to members 988 1,089 1,072

Provision for patronage dividends to members 483 408 372

Key ratios 
Return on equity 12.1 % 14.5 % 15.8 %
Productivity ratio for the Group(2) 74.5 72.4 70.9
Patronage dividends / surplus earnings 48.9 37.5 34.7
Tier 1 capital ratio – BIS(3) 14.18 14.01 13.58
Total capital ratio – BIS(3) 14.33 14.05 13.70

Financial position as at December 31 
Total assets $ 135,126 $ 118,093 $ 106,493
Average assets 123,325(4) 112,692 102,191
Loans 88,646 82,472 75,255
Average equity 8,186 7,534 6,776
Deposits and subordinated debentures 89,510 84,642 78,425

(1) Excluding the caisses and federations in Manitoba and New Brunswick.
(2) The productivity ratio is non-interest expenses over total income of Desjardins Group, net of claims and insurance benefits.
(3) Bank for International Settlements.
(4) Average assets excludes the impact of the consolidation of variable interest entities.

that clarifies and defines the institutional ties
that bind the two organizations. This protocol
comes on the heels of a technology agreement
concluded in early 2006, which enables
the New Brunswick caisses to use Desjardins’
technological platform and its financial products
and services to serve their membership of
about 200,000.

Furthermore, in May 2006, Desjardins
successfully completed the implementation
of its technological platform in the 13 caisses
of the Alliance des caisses populaires de
l’Ontario. Now, some 71,000 members can
access financial products and services using
this platform.

Desjardins also extended the offering
of its technological platform to Canadian
cooperatives, primarily those in Ontario,
the Atlantic Provinces, and British Columbia.

More intense marketing initiatives and the
concerted efforts of Group components also
yielded results, as our rate of recognition
in English Canada jumped 34% in 2006.
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HOW WE ARE DIFFERENT

■ Because it is structured as a cooperative,
Desjardins Group redistributes a portion
of its surplus earnings back to its members
in the form of patronage dividends. Through
this very act, the caisses, which are the pillars
of the Group, contribute to the economic
and social conditions of their members
and communities.   

■ Desjardins Group, the largest integrated
cooperative financial group in Canada,
has a financially solid structure.

■ Desjardins provides its members and clients
with a full line of products and services
through a vast distribution network. 

■ The Group, the largest private employer
in Québec, employs the highest number
of financial planners.

■ Desjardins has been a hallmark of the
economic and financial landscape of Québec
for over a century and holds large market
shares in the savings recruitment and credit
sectors; Desjardins has a strong presence
all over Québec.

■ The Group has excellent credit ratings owing
to the quality of its financial assets, financial
structure, and equity.

■ The already-significant synergy created
among Desjardins caisses and subsidiaries
grows from year to year.

■ Thanks to the Act respecting the distribution
of financial products and services (Act 188),
Desjardins caisses can offer a very broad line
of financial services.

■ The Group stands apart from the industry
thanks to a sustained employee departure
rate below 5%.

■ Through its Youth Focus and other programs,
Desjardins adapts democratic and commercial
practices to the realities facing youth, helping
them to better integrate from a social
and financial standpoint. 

■ Desjardins maintains a reliable, efficient
technological platform that supports
its distribution network.

■ The strong decentralization of its distribution
network allows Desjardins to be close to
its members and communities.

MONITORING OF
FINANCIAL OBJECTIVES  

As part of the integrated process of the Group’s
2006-2008 Strategic Plan, financial objectives
were established. The financial objectives
address profitability, growth, productivity,
balance sheet quality and capital management. 

Desjardins Group’s financial performance
for 2006 is examined against the financial
framework established during the creation of
the 2006-2008 Strategic Plan. The $988 million
in surplus earnings before patronage dividends
generated a return on equity of 12.1%, results
that satisfy expectations but fall short of the
target range. These results come at a time when
major investments are being devoted to business
development both in Québec and the rest

of Canada. As for balance sheet quality,
the ratio of gross impaired loans to total
gross loans was far better than our maximum
target and compares favourably against
the industry average.

Our capital ratios are higher than our targets
and reflect the prudent capital management
strategy long advocated by the Group, thereby
ensuring that a strong capital base exists to
support business development and guarantee
longevity. As at December 31, 2006, the Tier 1
capital ratio and the total capital ratio were
14.18% and 14.33%, respectively, placing
them among the best ratios in the industry.
Finally, the uppermost medium-term target
for dividends, on a global Group-wide basis,
was moderately exceeded in 2006, primarily
due to profitability falling below the target

range; this clearly demonstrates the willingness
of the caisse network to assert its cooperative
difference while maximizing return to its
member-owners.

During 2006, Desjardins Group’s management
team updated the strategic and financial targets,
enabling it to assess the appropriateness of
its medium-term financial objectives. Given
the importance of making sure we stay on
course to ensure a sufficient and reliable level
of performance, several initiatives have been
undertaken to ensure profitable business
development and sustained improvements
in productivity throughout the Group. As such,
the indicators in the table below will all be
monitored in the coming years.

Financial Objectives 2006 Results of the 
Desjardins Group Indicators 2006-2008 Strategic Plan Priority Objectives

Return /profitability - Return on equity - Between 12% and 15% 12.1%

Balance sheet quality - Gross impaired loans / gross loans - Less than 1.0% 0.39%

Capital - Total capital ratio - Greater than or equal to 12.5% 14.33%
and bank median

- Tier 1 capital ratio - Greater than or equal to 13.0% 14.18%
and bank median +3%

- Patronage dividends - Limited to 45% 48.9%
(before income taxes) / surplus 
earnings (after income taxes)

Growth - Growth in surplus earnings - Between 5% and 10%
(after income tax) 

Productivity - Revenue growth / expense growth - Greater than 1.0%
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FINANCIAL GOVERNANCE 

Although Desjardins Group is not a reporting
issuer or venture issuer under the Keeping
the Promise for a Strong Economy Act (2002)
of the Canadian Securities Administrators,
Management and the Chief Executive Officer
and the Chief Financial Officer of Desjardins
Group designed (or had designed) financial
reporting controls and procedures that are
supported by a periodic certification process
and internal sub-certification of the financial
information presented in the annual and
periodic documents. All information collected
during the financial governance process is
reviewed quarterly and annually by the members
of the Desjardins Group Disclosure Committee
and by the members of the Audit and Inspection
Commission, which plays a lead oversight role
and reviews the appropriateness of the controls
and procedures used in financial reporting. 

This rigorous governance process, which
is comparable to those used in the industry,
provides reasonable assurance to Desjardins
Group’s CEO and CFO that important
information about the Group and its
components is communicated to them in
a timely fashion so that they can disclose
complete and reliable information to the public
and to its members and clients. Management
has assessed the effectiveness of the financial
reporting controls and procedures, and
they have been deemed effective as
at December 31, 2006. 

During the 2006 fiscal year, two Group
components, Caisse centrale Desjardins and
Capital Desjardins inc., both of whom had
to comply with certain requirements set out in
the Keeping the Promise for a Strong Economy
Act (2002), certified in their respective annual
reports that they had designed (or had had
designed), under the supervision of the CEO
and CFO, internal financial reporting controls
that provide reasonable assurance that the
financial information is reliable and that
the financial statements had been established,
for the purposes of publishing financial
information, in accordance with generally
accepted accounting principles.

Concerned with continuously improving
its financial governance rules and practices,
Desjardins Group considers it important to
uphold a structured internal control environment
that allows it to satisfy the expectations of the
market and of its members and clients – while
at the same time complying with these structures,
the context, and its governance. In this regard,
and on a voluntary basis, Desjardins Group’s
Board of Directors has initiated a gradual
implementation, one that will take three years
to complete, of financial governance rules and
practices that are comparable to those prescribed
by the Canadian Securities Administrators with
respect to assessing the effectiveness of the
internal controls of Desjardins Group’s financial
reporting process. 

Corporate governance is examined in more
detail on pages 132 to 144 of this report.

MARKET CHARACTERISTICS
AND TRENDS

Desjardins Group’s management has identified
the main characteristics and trends shaping
the financial services industry:

■ Growing international competition
in the Canadian market.

■ Ongoing consolidation in all industry
segments.

■ Accelerating technological change.

■ An ever more demanding Canadian
consumer.

■ An imminent explosion in the demand
for retirement-related services.

■ Significant growth in the affluent
client segment.

■ A generalized increase in debt levels.

■ Competitors’ unending search for
greater productivity and value creation
for shareholders.

■ More complicated processes imposed under
the regulatory power of the Canadian
Securities Administrators and standard-
setting organizations in accounting.

Desjardins stands out from other financial
institutions by virtue of its cooperative
difference and a service offering that is
complete, accessible and adapted to the
needs of each of its client segments. 

DESCRIPTION OF THE INDUSTRY

The financial services industry in Canada is
highly competitive. In addition to Desjardins,
six major banks form the core of the industry.
Aside from these major industry players,
there are also financial institutions that
specialize in offering high-yield products
as well as well-established foreign firms,
and new entrants to the industry often offer
basic investing and lending products. In this
operating environment, holding or growing
market share can prove very difficult, where
gains in one area must come at the expense
of another area.

The constant push for increasingly higher profits
through various measures, including extremely
tight control over operating expenses, enables
banks to offer higher returns to shareholders
and ensure their satisfaction. Ensuring customer
satisfaction is also a key priority for the
banking industry. 

In recent years, certified authorities have
been considerably intensifying regulatory
requirements, leading to the implementation
of optimal governance structures in the Canadian
financial services industry—the main purpose
being to bolster investor confidence.

While waiting for a federal government
decision on the creation of a regulatory
framework for bank mergers, Canadian
banks have continued to grow in the interim
by developing new products and expanding
their operations outside of the country. 

PRESENTATION OF
FINANCIAL INFORMATION

The Group’s Combined Financial Statements
are prepared in accordance with Canadian
generally accepted accounting principles.
All amounts shown in the Management’s
Discussion and Analysis are in Canadian dollars,
unless otherwise indicated. 

Some figures from prior years have been
reclassified to conform to the presentation
adopted for 2006.
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TABLE 2 CONTRIBUTION TO SURPLUS EARNINGS BY BUSINESS SEGMENT 

For the year ended December 31  
(in millions of $ and as a %)

2006 2005 2004

Personal and Commercial $ 752 76.1 % $ 838 77.0 % $ 819 76.4 %
Life and Health Insurance(1) 146 14.8 152 14.0 128 11.9
General Insurance 107 10.8 125 11.5 127 11.9
Securities Brokerage, Asset Management 

and Venture Capital 14 1.4 14 1.3 27 2.5
Other(2) (31) (3.1) (40) (3.8) (29) (2.7)

Surplus earnings after income taxes and before 
patronage dividends to members $ 988 100.0 % $ 1,089 100.0 % $ 1,072 100.0 %

(1) This contribution differs from the results specific to each subsidiary, as it includes consolidation adjustments.
(2) Data from prior periods has been modified to account for the presentation of the consolidation adjustments. 

No extraordinary or unusual items had an
impact on results for 2004, 2005 and 2006.
In these years, no significant business acquisitions
were completed except for the acquisition
of Groupe financier Performa, a mutual fund
distribution network, by the life and health
insurance subsidiary as well as the acquisition
of the Canadian assets of SIGMA-HR Solutions
Inc., a firm specializing in human resources
management software solutions, by Desjardins
Payroll and Human Resources Services.
These transactions were performed in 2006
but did not have a material impact on the
Group’s Combined Financial Statements as
at December 31, 2006. In response to new
accounting standards that came into effect,
Desjardins Group consolidated investment
companies with approximately $6 billion in
assets as at January 1, 2006. Note 1 to the
Combined Financial Statements provides more
information about these new standards. 

Return on equity provides management
with a measure to assess the overall financial
performance of Desjardins Group.

The Combined Financial Statements for 2006
include the heading “Discontinued operations”
described in Note 26. For 2005, “Discontinued
operations” refers to the disposal of a division
in the Bahamas by the life and health insurance
subsidiary. This transaction, which occurred
in 2005, as well as the operations held for
sale in 2004, did not have significant impacts
on the Combined Financial Statements.

Transactions with related parties are
discussed in Note 27 to the Combined
Financial Statements.

Desjardins Group presents its segmented
information according to four main business
segments in addition to another category,
added in fourth quarter 2006, labeled “Other.”
The latter category includes the consolidation
adjustments attributable to all components.
Figures from prior quarters have been reclassified
to conform to this new presentation.   

Personal and Commercial 

This segment mainly comprises the network
of caisses, the Fédération des caisses Desjardins
du Québec, Caisse centrale Desjardins, Fonds
de sécurité Desjardins, Capital Desjardins inc.,
Desjardins Trust and the Ontario federation
and caisses.

Life and Health Insurance

This segment comprises the activities
of Desjardins Financial Security.

General Insurance

This segment presents the activities
of Desjardins General Insurance Group. 

Securities Brokerage, Asset
Management and Venture Capital

This segment comprises the activities
of Desjardins Securities, Desjardins Asset
Management and Desjardins Venture Capital.

A detailed segment-by-segment analysis
of activities is presented on pages 32 to 51.
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2006 FOURTH QUARTER RESULTS

For the fourth quarter of 2006, Desjardins
Group posted combined surplus earnings
before patronage dividends to members
of $284 million, up $30 million or 11.8%
compared to the corresponding period of 2005.
Return on equity, or surplus earnings before
patronage dividends to members over average
equity, was 13.3% as compared to 12.9%
in 2005. The caisses recorded a provision
for patronage dividends to members of
$135 million, which compares to $123 million
for 2005.

The financial performance of the Personal and
Commercial segment improved over the fourth
quarter of 2005 owing in part to an increase
in non-interest income, particularly income from
lending fees and credit cards. A $39 million
portion of the net income attributable to the
Desjardins caisses came from the activities of
Desjardins Financial Security, the life and health
insurance subsidiary; this represents a $3 million
increase over the fourth quarter of 2005.
Desjardins General Insurance Group posted
$19 million in income, down $11 million
compared to the fourth quarter of 2005,
due in part to a lower return on investments. 

As for the Securities Brokerage, Asset
Management and Venture Capital segment,
fourth-quarter results were down $4 million
from the same period in 2005. This drop was
mainly due to higher commission expenses at
Desjardins Asset Management and Desjardins
Securities following the new agreement struck
with the Fédération des caisses Desjardins
du Québec.

The Group’s combined results also take into
account the various consolidation adjustments
that do not appear in the business segment
results, including a charge for employee future
benefits and the effects of consolidating
investment companies identified as variable
interest entities. Data from prior quarters have
been reclassified to reflect this presentation,
which was adopted in the final quarter of 2006.
These adjustments represent a net income
of $26 million in the fourth quarter of 2006
compared to a net loss of $4 million
one year earlier.

At the end of the fourth quarter of 2006,
total income stood at $2,517 million, an increase
of $216 million or 9.4% over the amount posted
for the same period in 2005. Net interest income
was stable at $800 million. Insurance premiums
and annuities rose to $931 million in 2006,
$55 million or 6.3% more than the last quarter
of 2005, as a result of business growth in the
insurance subsidiaries. Other income stood at
$786 million, up $155 million or 24.6% from
the fourth quarter of 2005, due in large part
to a $77 million or 35.3% increase in trading
and investing income. An increase of $30 million
or 24.0% was also posted in income from
brokerage, investment fund and trust services
and an increase of $19 million or 26.4%
was recorded in income from lending fees
and credit cards. 

The provision for credit losses expense charged
to income for the last quarter of 2006 was
$45 million compared to $19 million one year
earlier. The quality of the Group’s loan portfolio
remains excellent. 

Expenses related to claims, benefits, annuities
and changes in insurance provisions totalled
$879 million for the fourth quarter of 2006,
up $59 million or 7.2%, in part due to an equal
increase in investment income posted by the
insurance subsidiaries. Non-interest expenses
rose to $1,196 million, a $72 million or 6.4%
increase over the fourth quarter of 2005,
in part due to an increase in salaries and
fringe benefits. 

A summary of results from the last eight
quarters is presented on page 85 and 86
of this report.

2006 RESULTS

Desjardins Group announced surplus earnings
before patronage dividends of $988 million
for 2006, down $101 million or 9.3% from 2005.
However, some items, such as gains in investment
income in the Personal and Commercial segment,
significant reversals of loan loss provisions
resulting from the resolution of several life
and health insurance files, and a gain on the
disposal of the Bahamas division in this latter
segment, had a positive impact of $65 million
over the results for 2005.

Reduced profitability in 2006 was largely
due to an $86 million or 10.3% drop in
surplus earnings before patronage dividends
to members in the Personal and Commercial
segment. The main factors that limited the
segment’s financial performance include a
narrowing in the net profit margin, a substantial
drop in investment and trading income due
to gains realized in 2005, as mentioned
previously, and higher operating expenses. 

As for the subsidiaries, the share of Desjardins
Financial Security’s net income that was
attributable to the Desjardins caisses was
$146 million, down $6 million from 2005.
As mentioned above, the results for 2005
were enhanced by unusual gains. 

Desjardins General Insurance Group reported
$107 million in income for 2006, down
$18 million from 2005, mostly due to a lower
return on investments. However, the volume
of gross premiums written increased slightly
in a market characterized by lower automobile
insurance rates. 
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Finally, Desjardins Asset Management
posted net earnings of $17.4 million for 2006,
compared to $21.1 million for 2005. Desjardins
Securities reported a net loss of $6.1 million
for 2006, an improvement over 2005. These
two subsidiaries posted higher commission
expenses on the heels of new agreements
concluded with the Fédération des caisses
Desjardins du Québec. Desjardins Group
funds managed by Desjardins Venture Capital
generated $2 million in net earnings in 2006.

Desjardins Group’s combined results for 2006
also take into account a series of consolidation
adjustments that do not appear in business
segment results and represent a $31 million
loss. This compares with a $40 million loss
reported in 2005.

The provision for patronage dividends to caisse
member-owners stood at $483 million in 2006
compared to $408 million for the previous
year. Over the last five years, Desjardins Group
has returned an impressive amount of more
than $2 billion to its member-owners, a clear
demonstration of its cooperative nature. In
addition, in 2006 an amount of $64 million,
or $6 million more than the previous year, was
returned to the community in the form of
sponsorships, donations and student bursaries.

Return on equity was 12.1% compared to
14.5% in 2005. The drop was due to in large
part to significant year-over-year growth in
equity, i.e., growth of $648 million, bringing
it to $8.6 billion as at December 31, 2006.
Even though this ratio has declined since 2005,
it is still within the 12% to 15% target range
set forth in Desjardins Group’s 2006-2008
Strategic Plan. 

The productivity ratio (non-interest expenses
over total income, net of claims and insurance
benefits) was 74.5%. This represents a decline
from 2005 when the ratio stood at 72.4%.
The change was due to significant gains
that had a positive impact on results for 2005,
to a lower net profit margin in 2006, and to
higher operating expenses, including the
employee future benefits expense.   

Desjardins Group is one of the best capitalized
financial institutions in Canada. As at
December 31, 2006, 88.8% of its capital
was in reserves. This contributed to a Tier 1
capital ratio of 14.18%, which surpasses the
Group’s target capitalization and stands as
one of the best in the industry. The total
capital ratio was 14.33%. Furthermore, Group
management has announced its intention to
repay $500 million in Capital Desjardins Series B
notes in 2007. In 2006 the Group also continued
work on the Basel II Accord that, once complete,
will closely link the Group’s capital requirements
to its real risks.

In order to attain the high level of liquidity
required for its financial operations, in 2006
Desjardins Group reinforced and diversified
its sources of financing by securitizing
$1,290 million ($123 million in 2005) in
residential mortgages insured by the Canada
Mortgage and Housing Corporation (CMHC)
through the Canada Housing Trust. In the
fall of 2006, the Ontario caisses populaires
also participated in this type of transaction
for the first time. 

Total income for 2006 was $9,398 million,
up $327 million or 3.6% from the amount
posted a year earlier. Net interest income
was $3,081 million, up $47 million or 1.5%.
Despite a significant increase in financing
activities and savings recruitment in the Personal
and Commercial segment, net interest income
was unchanged over 2005 due to an environment
characterized by low interest rates. The net
profit margin fell from 3.29% in 2005 to
3.10% for 2006.

Income from insurance premiums and annuities
stood at $3,688 million, a $141 million or 4.0%
jump from 2005. The increase was due to
business growth in the insurance subsidiaries. 

Other income totalled $2,629 million,
a $139 million or 5.6% increase over 2005
that stemmed in large part from an $86 million
or 17.5% increase in income from brokerage,
investment fund and trust services. The increase
resulted from growth in investment funds
outstanding and a $63 million or 24.0%
increase in lending fees and credit card service
revenues due to growth in business volumes.
Among the factors that unfavourably impacted
other income in 2006 was lower trading and
investment income, which was affected by
the gains recorded in 2005.
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The provisions for credit losses expense was
$139 million in 2006 compared to $96 million
one year earlier. In 2005, reversals of loan loss
provisions by the life and health insurance
subsidiary following the settlement of several
files had a positive effect on this item. Desjardins
Group continues to enjoy a high-quality
loan portfolio, despite posting slightly higher
provisions for credit losses expense on the
average gross loan portfolio: 0.16% in 2006
compared to 0.12% for 2005.

Expenses related to claims, benefits, annuities
and changes in insurance provisions stood at
$3,342 million in 2006, up $90 million or 2.8%
a result of business growth in the insurance
subsidiaries. Non-interest expenses rose
to $4,513 million, up $301 million or 7.1%
from 2005. Over 55% of this increase was
due to salaries and fringe benefits, which
grew $167 million or 7.9%. This resulted
mainly from the hiring required to support
significant business volume growth, particularly
in financing activities, and the annual indexation
of salaries. The employee future benefits
expense also grew $64 million as a result
of a reduction in interest rates. 

Desjardins Group’s total assets as at
December 31, 2006 stood at $135.1 billion,
up $17.0 billion from $118.1 billion one year
earlier. Included in assets is an amount of
approximately $6 billion resulting from the
application, since January 1, 2006, of a new
accounting standard on variable interest entities,
which requires investment companies to be
consolidated in Desjardins Group’s Combined
Financial Statements. Moreover, on the basis of
strong credit activities and savings recruitment,
the Group continued to experience sustained
growth in 2006.

As at December 31, 2006, all assets under
Desjardins Group’s control as trustee or manager
stood at $224.3 billion, up $7.2 billion or
3.3% from the end of 2005, aided by sustained
growth in the Canadian stock markets in 2006.
Assets under management came to $36.0 billion
at the end of 2006 versus $23.0 billion one
year earlier. This represents an increase of
$13.0 billion or 56.6%.

CONTRIBUTION TO SURPLUS
EARNINGS BY BUSINESS SEGMENT

The following paragraphs provide a brief
description of financial performance
in each of the Group’s business segments.
Detailed financial analyses are presented
in subsequent sections.

The Personal and Commercial segment
contributed $752 million to the Group’s
combined results for 2006, down $86 million
or 10.3% compared to 2005. This represented
76.1% of combined Desjardins Group results
compared to 77.0% in 2005. Despite significant
business volume growth in this segment,
particularly in financing activities and savings
recruitment that was both on and off-balance
sheet (investment funds and securities), the
slight increase in net interest income and higher
operating expenses reduced surplus earnings
before patronage dividends to members.
As mentioned previously, the 2005 results
were enhanced by unusual gains.

The Life and Health Insurance segment
contributed 14.8% of the Group’s combined
results for 2006 compared to 14.0% for 2005.
Desjardins Financial Security posted net
earnings of $151 million, down 5.6% from
the $160 million posted in 2005 ($154 million
for continuing operations). However, in 2005,
the earnings were favourably impacted by
significant reversals of loan loss provisions
stemming from the resolution of non-productive
loans and a $5.3 million gain on the disposal of
operations in the Bahamas. Desjardins Financial
Security’s share of earnings intended for the
Desjardins caisses was $146 million or $6 million
less than in 2005. Its return on equity was
20.7% in 2006 compared to 24.9% in 2005;
this nevertheless remains one of the best
returns in the financial services industry. 

The contribution made to combined results
by the General Insurance segment was 10.8%
in 2006 compared to 11.5% one year earlier.
Desjardins General Insurance Group recorded
net earnings attributable to Desjardins caisses
of $107 million in 2006 compared to $125 million
one year earlier. Return on equity rose to 25.2%
in 2006 from 24.7% one year earlier; this was
the third consecutive year with a return in excess
of 20%. This rate of return makes Desjardins
General Insurance Group one of the best-
performing companies in the industry. The
lower profitability compared to 2005 stemmed
mainly from a lower return on investments. 

The Securities Brokerage, Asset Management,
and Venture Capital segment posted net earnings
of $14 million for 2006, the same as in 2005.
The Desjardins Securities subsidiary reported
a net loss of $6.1 million in 2006, up from
a net loss of $11.1 million posted in 2005.
This subsidiary’s revenues grew 9.7% on the
strength of activities in the Online Brokerage
and Equity Capital Market segments. The
results for Desjardins Securities include a new
remuneration agreement concluded with the
caisse network that resulted in an additional
$4.3 million expense for Desjardins Securities.
Asset management activities contributed
$17.4 million as against $21.1 million in 2005.
This decline was due to a $15 million increase
in commission expenses stemming from the
new agreement concluded with the Fédération
des caisses Desjardins du Québec regarding
the promotion of structured savings products
sold by the caisse network. Net earnings from
Desjardins Group funds managed by Desjardins
Venture Capital stood at $2 million compared
with no net earnings reported for 2005.

Finally, Desjardins Group’s combined results
for 2006 also take into account consolidation
adjustments that do not appear in segment
results. This includes the employee future
benefits expense and the effects of consolidating
investment companies identified as variable
interest entities. These adjustments represented
a net loss of $31 million in 2006 compared
to a net loss of $40 million one year earlier.
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PROFILE

The Personal and Commercial segment is,
for the most part, a decentralized network
of 549 caisses, 56 business centres and one
credit union, namely Desjardins Credit Union,
in Québec and Ontario. It also includes the
Fédération des caisses Desjardins du Québec,
Caisse centrale Desjardins, which acts as the
financial agent for Desjardins Group, Fonds
de sécurité Desjardins, Capital Desjardins inc.,
and the Ontario caisses and federation. In 2006,
investment companies were added to these
components, due to a new accounting
standard requiring that they be recognized
in the Combined Financial Statements. 

The Personal and Commercial segment offers
a vast array of wholesale and retail financial
products and services to its members and clients.
The segment is active in the following areas:
financing, savings and recruitment, credit card
activities, investment funds, trust services
and central fund activities.

This segment also offers financial products
and services outside Québec and Ontario
through the caisse networks and the federations
of Manitoba and New Brunswick, which are
auxiliary members of the Fédération des caisses
Desjardins du Québec but that are governed 

by their own specific laws and regulations that
are specific to the jurisdiction in which they
operate. They are not included on Desjardins
Group’s balance sheet. The main financial
results of these auxiliary members, which
are not included with the financial results
of the Personal and Commercial segment,
are presented on pages 130 and 131 of this
Annual Report. In 2006, a new affiliation
protocol was entered into with the Fédération
des caisses populaires acadiennes under which
the 33 caisses in New Brunswick would continue
to use Desjardins’ technological platform.

STRATEGY

Vision for consumer clientele

Desjardins, which is an integrated
cooperative financial group, strengthened
its position as the top financial institution
for consumers. It is able to meet all their
financial needs through its skilled human
resources and a full range of advisory
services that are accessible and tailored
to their needs. Desjardins continues to
be a leader for traditional services and is
recognized as a leading financial institution
for asset management.

Vision for business clientele

Desjardins is recognized as a leader among
business clients, particularly small and
medium-sized enterprises. The skill level of
its personnel, the accessibility of its services,
and its full range of integrated services
make Desjardins a financial institution
with which it is easy to do business.

Provided below are the main orientations of
the Desjardins Group 2006-2008 Strategic Plan
that will help bring these visions to fruition:

Consumers

Desjardins Group will take steps to become
the leader in asset management by continuing
its growth in market segments, while making
its services more profitable and improving
distribution efficiency.

Businesses

Desjardins Group will round out its product
and service offering to better serve the priority
markets of medium-sized and large businesses
and to improve its position for very small
businesses by optimizing the synergy between
the caisses and business centres.

OUTLOOK

The Personal and Commercial segment
plans on speeding up development of its
investment-savings business with individuals
and businesses, not only in Ontario and
elsewhere in Canada, but also in Québec.
The aim is to expand its presence among
different categories of holders.

The segment also plans to continue developing
its credit activities among members and clients,
both individuals and businesses, by intensifying
its presence in the Greater Montréal Area
through the opening of a service centre,
Carrefour Desjardins, in January 2007.
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• Increase in patronage dividends paid out by the caisses to their member-owners, an eloquent testimony
to Desjardins’ cooperative difference.

• A significant 14.4% increase in assets, which stood at $112.1 billion as at December 31, 2006 due in large part
to solid growth in the loan portfolio resulting from increased financing activity, mainly in the housing sector.

• Dominant presence in Québec as market shares were as follows as at December 31, 2006: 38.7% in residential
mortgage credit; 42.3% in farm credit; and 43.3% in personal savings.     

• Greater market share in commercial and industrial credit in Québec (24.2% as at December 31, 2006 compared
to 23.8% as at December 31, 2005).

• Continued success of Caisse centrale Desjardins’ securitized mortgage loan program with an issue of $1,263 million
in mortgage securities from the Desjardins caisse network. The amount accumulated since the program began
in September 2005 is $1,388 million.

• A successful bond issuance of 500 million Euros by Caisse centrale Desjardins at the beginning of 2006,
followed by a record issue of 1 billion Euros to European institutional investors in second quarter 2006.

• Solid increase in new Caisse centrale Desjardins authorized business relating to corporate financing activities,
which reached $1.6 billion as at December 31, 2006.

• Entry into a new affiliation protocol with the Fédération des caisses populaires acadiennes, enabling the 33 caisses
in New Brunswick to continue using Desjardins’ technological platform. 

• Significant growth of 38.6% in the business volume of Desjardins Card Services in 2006, reaching $34.9 billion
at the end of the year. Desjardins Card Services is the largest issuer of credit cards in Québec.

• Sustained growth approximating 24% of Desjardins Funds outstanding, totalling $10.4 billion as at
December 31, 2006.

2006
ACHIEVEMENTS

This segment would like to continue actively
managing Canadian and European borrowing
programs via Caisse centrale Desjardins. Caisse
centrale also expects to continue its segment
and geographic diversification. 

With respect to trust services, the Personal and
Commercial segment plans to position itself
favourably in the asset management markets,
particularly in the pre-retirement and retirement
segments, with innovative and top-performing
products and services. 

As for card services, the Personal and
Commercial segment wants to implement
infrastructure to deploy technologies related
to smart cards and the conclusion of major
partnership agreements with credit unions
and merchants throughout Canada.

INDUSTRY

The Canadian banking services industry
is highly concentrated and characterized by
strong competition among the various industry
players. Many of our competitors are primarily

interested in developing business among
a wealthier clientele and aim to expand their
activities into English Canada and abroad. The
banking sector is characterized by the constant
pursuit of productivity to generate substantial
profit and returns and therefore ensure
shareholder satisfaction. 
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ANALYSIS OF
FINANCIAL RESULTS

The Personal and Commercial segment
achieved surplus earnings before patronage
dividends to members of $752 million in 2006,
down from the $838 million figure posted
one year earlier. The segment’s contribution
to Desjardins Group’s combined results totalled
76.1%, as compared to 77.0% in 2005. Growth
in business volumes was sustained over the
past year, notably in financing activities, which
advanced by $5.8 billion or 7.2%. Savings
recruitment activities on the balance sheet
also showed a sharp rise of $4.8 billion or 5.8%.
Desjardins Funds outstanding increased by 24%.

Nonetheless, a variety of factors had a negative
effect on profitability. For instance, the increase
in net interest income was weak, and income

from investments and trading declined
significantly as a result of gains realized in 2005,
in addition to a rise in operating costs.

In 2006, the caisses of Desjardins Group
recorded a provision for patronage dividends
to members that totalled $483 million, compared
to $408 million for the previous year. In all,
more than $2 billion has been allocated to
patronage dividends to the members over
the past five years.

The total income (net interest income plus
other income) of the Personal and Commercial
segment amounted to $4,496 million in 2006,

an increase of $133 million or 3.0% over 2005.
Net interest income represents approximately
70% of the segment’s total income, a proportion
comparable to that of 2005. Net interest spread
came to $3,091 million, slightly more than the
$3,048 million recorded in 2005. Despite the
substantial increase in financing activities during
the past year, net interest income remained
stable because of low interest rates. Specifically,
net interest spread stood at 3.10% compared
to 3.29% in 2005. Changes in net interest

income for the Personal and Commercial
segment are detailed in tables 12 and 13
on page 54.

Other income totalled $1,405 million, a rise
of $90 million or 6.8% over 2005. Income
from credit card activities was up $63 million or
24.0% thanks to more robust business volume,
among other factors. Income from brokerage,
investment fund and trust services grew by
$54 million or 23.1% largely due to a 22.9%
rise in investment funds outstanding relative
to the previous year. Income from investments
and trading did, however, decline substantially
owing in part to the gains recorded in 2005.

The provisions for credit losses expense totalled
$139 million in 2006, an increase of $32 million
or 29.9% over the previous year. Despite
this increase, the quality of the loan portfolio
of the Personal and Commercial segment
remains excellent. As at December 31, 2006,
gross impaired loans outstanding totalled
$339 million, a rise of $33 million or 10.8%
over 2005. They made up 0.39% of the
gross loan portfolio as at December 31, 2006,
a ratio comparable to that of the previous year.

Surplus earnings before provision for 
patronage dividends to members (M$)

Contribution to combined surplus earnings 
(as a %)
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PERSONAL AND COMMERCIAL
BREAKDOWN OF TOTAL INCOME
For the year ended December 31, 2006

1. 68.8% Net interest income

2. 9.9% Deposit and payment service charges

3. 7.3% Lending fees and credit card service revenues

4. 6.4% Brokerage, investment fund and trust services

5. 0.1% Trading and investment income

6. 7.5% Other

TABLE 3 PERSONAL AND COMMERCIAL: RESULTS BY SEGMENT 

Selected data for the year ended December 31  
(in millions of $ and as a %)

2006 2005 2004

Total income $ 4,496 $ 4,363 $ 4,103
Provisions for credit losses 139 107 103
Non-interest expenses 3,303 3,107 2,892

Surplus earnings after income taxes and before patronage dividends to members 752 838 819

Contribution to combined surplus earnings 76.1 % 77.0 % 76.4 %
Provision for patronage dividends to members $ 483 $ 408 $ 372
Average assets 101,505(1) 94,846 86,317
Average loans 83,625 77,248 70,776
Average deposits 85,795 80,137 74,516

(1) Average assets excludes the impact of the consolidation of variable interest entities.
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The cumulative provision for credit losses totals
$718 million compared to $714 million at the
end of 2005; the cumulative provision for 2006
includes $113 million in specific provisions
and a general provision of $605 million. At the
end of 2006, the coverage ratio, namely the
cumulative provision for credit losses compared
to the volume of gross impaired loans, was
211.9% versus 233.7% one year earlier.

Non-interest expenses totalled $3,303 million,
an increase of $196 million or 6.3% over 2005.
Approximately 40% of this increase is attributable
to the rise in salaries and fringe benefits, which
stemmed primarily from the hiring of additional
staff to support growing business volumes
and from the annual indexation of salaries.
Fees related to service agreements with
suppliers also rose.

As at December 31, 2006, the total assets
of the Personal and Commercial segment came
to $112.1 billion, an increase of $14.1 billion
or 14.4% over the previous year. Approximately
$6.9 billion of this increase is attributable
to the application, as of January 1, 2006,
of a new accounting standard for the holding
of implicit variable interests, which requires
the consolidation of investment companies into
the Group’s Combined Financial Statements
rather than the recording of the net fair value
of the interests in these companies, the method
used as at December 31, 2005. Moreover, the
Personal and Commercial segment continued
to expand at a steady rate in 2006 thanks
to the dynamism seen in its credit and savings
recruitment activities.

In terms of financing activities, the net loan
portfolio grew by $5.8 billion or 7.2% to stand
at $86.6 billion as at December 31, 2006.

Despite the slowdown in the housing market
in both Québec and Ontario (both housing
starts and home resales have declined), the
demand for residential mortgages posted
solid growth. Specifically, residential mortgages
outstanding, which totalled $50.8 billion as
at December 31, 2006, rose by $3.6 billion
or 7.7% despite sales of mortgage loans
for proceeds of $1.3 billion during the same
period. This performance helped to raise
the market penetration rates for Québec and
Ontario to 38.7% and 0.5%, respectively, at
the end of 2006, in a market where Desjardins
already has a significant presence.

In the area of consumer loans (including
credit cards and other personal loans), the
Personal and Commercial segment benefited

from the strength of consumer spending,
especially on durable goods. At the end
of 2006, loans outstanding had grown by
$919 million or 6.4% to stand at $15.2 billion
as at December 31, 2006. Business and
government loans outstanding totalled
$21.3 billion at the end of 2006, showing
an increase of $1,259 million or 6.3%.

As for financing to large businesses, the
exclusive domain of Caisse centrale Desjardins,
new authorized business reached $1.6 billion
as at December 31, 2006. This growth resulted
from the authorization of several mandates
to act as bank syndicate coagent. In addition,
this result stemmed from a strategy of geographic
diversification of the loan portfolio and the
capacity of the Caisse centrale to support
companies in new markets, both in Canada
and in the United States, especially through
its American branch. New authorized loans
to businesses operating in new markets
represented more than 60% of the volume
of authorized cases in 2006.

Caisse centrale Desjardins’ securitized mortgage
loan program continued successfully in 2006
through the issuance of mortgage securities
from the Desjardins network of caisses. Since
the program was launched in September 2005,
it has enabled Desjardins to secure funds
in the total amount of $1,388 million.

In the area of savings recruitment, the deposits
collected by the Personal and Commercial
segment stood at $88.3 billion as at December
31, 2006, up $4.8 billion or 5.8% over 2005.
Of the primary sources of financing, personal
savings continued to be one of the most
important, representing 70.4% of deposit
liabilities at the end of 2006. This type of
savings rose by $3.2 billion or 5.4% to reach
$62.1 billion as at December 31, 2006. The
market share of individual savings on the balance
sheet rose from 42.2% as at December 31, 2005,
to 43.3% as at December 31, 2006. Savings
recruited from businesses and government
fell by $163 million or 1.0% to a total of
$16.3 billion at the end of 2006, while other
types of deposits, such as securities issuances
on financial markets, advanced by $1.8 billion
or 22.6% to close the year 2006 at $9.8 billion.

Finally, the Personal and Commercial segment
was very active in the sale of off–balance sheet
savings products, such as investment funds and
securities. For example, outstanding Desjardins
Funds, Northwest Funds and securities jumped
19.2% or $3.5 billion to total $22.0 billion
as at December 31, 2006. This performance is
clearly superior to that of the Canadian industry
as a whole.

■ Financing activities

Profile

The main financing activities of the Personal
and Commercial segment are carried out
primarily by the caisses and business centres.
These activities fall within the following areas:

• residential mortgage credit, in particular
loans granted to purchase new homes
or existing homes or for renovation; 

• consumer credit, which includes student
loans, loans for the purchase of durable
goods such as furniture, electrical home
appliances, electronics and automobiles,
as well as advances to Visa Desjardins credit
card holders and personal lines of credit;  

• financing for activities, equipment,
buildings or other assets in commercial,
industrial, farm or institutional sectors. 

Historically, the Personal and Commercial
segment has demonstrated its commitment
to financing economic activity, particularly in
Québec. It is this commitment that has made
it a leader in all credit categories where it is
active in Québec. It has a solid foothold in
Ontario that will help it make further strides
in its expansion efforts in Canada.

MAIN ACTIVITIES

■ Financing activities   

■ Savings recruitment activities

■ Credit card activities

■ Investment fund and trust
service activities

■ Central fund activities
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Due to the credit products offered, which
are some of the most dynamic products
on the market, the Personal and Commercial
segment has assisted many households in
acquiring property and durable goods, such
as automobiles, furniture, electrical home
appliances and electronics over the years.
The segment’s financing activities have
also played a key role in the investment
projects of a number of agricultural and
commercial businesses.

Strategy

The Personal and Commercial segment
seeks to offer a full range of highly
competitive credit products and services
that are perfectly suited to the growing
needs of its members and clients in Québec,
Ontario and elsewhere in Canada.

The following strategies will contribute
to achieving this goal:

• focus on increasing its market share for
all products and for each type of clientele
by relying on its cooperative difference; 

• optimize its service offerings and distribution. 

Outlook

The Personal and Commercial segment plans
to continue developing credit activities among
its members and clients, both individuals
and businesses, with the same vigour as
in the past. It will promote its cooperative
difference and the high quality of its products
and services as it did for savings recruitment
activities to increase its market shares in the
various credit categories. More specifically,
it will strengthen its presence in the Greater
Montréal Area by opening a business centre
with a team of specialists dedicated entirely
to medium-sized businesses. 

■ Savings recruitment activities

Profile

Savings recruitment activities for the Personal
and Commercial segment comprise two major
groups of products. The first group includes
all savings products offered to individuals,
businesses and governments that appear as
liabilities on the balance sheet, i.e., all forms of
deposit. These products represent the Group’s 

most significant financing sources of funding
with which to support its expansion efforts.
The second group of savings products that
the Personal and Commercial segment offers
to members and clients relates to all the
financial assets administered or managed
on their behalf. This group mainly comprises
investment funds and other types of securities,
such as shares, bonds and treasury bills. These
products do not appear on the balance sheet. 

The Personal and Commercial segment
is positioned very well in financial asset
management in Québec and is also very active
in Ontario. Due to a highly targeted Canada-
wide expansion strategy, it aims to become
known for its solid expertise in this sector in
order to increase business development in this
sector elsewhere in Canada.

2006 Achievements – Financing activities

■ Created Carrefour Desjardins, which opened in January 2007 in the heart of Montréal’s business district. With its team of 30 people who speak
14 languages, Carrefour Desjardins seeks to increase Desjardins’ presence with the non French-speaking communities in downtown Montréal
and the West Island. It offers all personal financial products on behalf of and for the caisses.  

■ Launched the Versatile Line of Credit, a form of financing that provides borrowers with great flexibility to use the full equity value of their property
to carry out projects.

■ Consolidated significant partnerships with several offices operating under the RE/MAX, Sutton and Royal Lepage banners, particularly for mortgage
loans. RE/MAX holds roughly 48% of the real estate brokerage market in Québec. Under the agreement with RE/MAX, Desjardins Group is the
only financial institution with a presence on this real estate broker’s Web site. 

■ Signed important agreements with several organizations, including the Fédération québécoise des municipalités, professional associations
and business and merchants’ groups to facilitate the financing of equipment purchases.

■ Continued to develop online solutions with Autoworx to finance the purchase of automobiles or durable goods and deployed Filogix for mortgage
financing. These state-of-the-art tools provide optimal service quality to merchants, members and borrowers.  

■ Implemented the Desjardins Continuum program, which provides services to entrepreneurs seeking to buy, sell or transfer a business. 

■ Consolidated our partnership with Rona, which resulted in the creation of the Multi-Purchase Renovation Plan through the Accord D financing
program. Under this plan, the merchant can offer customers simple financing products to help with the financial management of their
renovation projects. 

■ The market shares of the Personal and Commercial segment for credit activities in Québec and Ontario changed as follows in 2006:

-  Consumer credit (including advances to credit card holders) slid 0.7% in Québec (23.1%) and remained stable in Ontario (0.3%);

-  Residential mortgage credit rose 0.2% in Québec (38.7%) and remained stable in Ontario (0.5%);

-  Commercial and industrial credit rose 0.4% in Québec (24.2%) and 0.3% in Ontario (0.4%);

-  Agricultural credit rose 0.1% in Québec (42.3%) and remained stable in Ontario (0.4%).
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2006 Achievements – Savings recruitment activities

■ Created Carrefour Desjardins, which opened in January 2007 in the heart of Montréal’s business district. It offers all personal savings products
on behalf of and for the caisses.  

■ Organized the Desjardins asset management forum, attracting over 2,000 participants.  

■ Launched Desjardins Vision – Retirement, an approach geared towards retirees and pre-retirees that goes beyond portfolio diversification
and involves financial planning, insurance and the transfer of estates.

■ Developed Chorus Portfolios, which will be marketed in 2007. These specialized products are offered to investors with $100,000 or more.

■ Enhanced and revamped the family of guaranteed-capital structured products, in particular by adding a new line of indexed term savings products
(Energy and Base Metals, Global Equity and Overseas indexes).

■ Developed the Distinctive Offer, which provides a full range of tailored services to professionals, in particular health professionals.
Exclusive agreements have even been signed with the professional associations serving human resources and industrial relations consultants.

■ Developed new capabilities for AccèsD Internet, in particular the possibility to prepare a financial profile of a member, the availability of the private
management account, non-RRSP term savings, RRSP savings and progressive term savings, and implemented international electronic funds transfers
to certain partners.     

■ Created a specialized component to the Continuum program that addresses the various areas of financial planning for entrepreneurs who
will be retiring in the coming years following the sale or transfer of their company.

■ Strengthened the partnership between the caisses and Desjardins Securities as well as the networks with other investment savings partners,
including account managers in business centres. 

■ Consolidated the services of Desjardins Private Management, in particular discretionary portfolio management. This service is provided to members
and clients and integrates financial, tax and estate components into the management activities of their personal or family estate.  

■ Continued to develop our network of expert caisse advisors, known for their expertise and presence throughout Québec and much of Ontario.

■ In 2006, the Personal and Commercial segment’s market shares for individual savings in Québec and Ontario evolved as follows:

-  On-balance sheet savings (chequing accounts, regular savings and term deposits), rose 1.1% in Québec (43.3%) and remained stable
in Ontario (0.7%).

-  Off-balance sheet savings rose 0.5% in Québec (8.7%) and remained stable in Ontario (0.1%), more specifically with respect to:

.  securities brokerage, up 0.3% in Québec (6.8%) and stable in Ontario (0.1%);

.  investment funds, up 0.7% in Québec (9.0%) and stable in Ontario (0.1%);

.  corporate venture capital funds, such as Desjardins Capital régional et coopératif, up 0.1% in Québec (8.2%).

Strategy

To effectively meet the growing needs of
its members and clients, the Personal and
Commercial segment intends to continue
to provide a full range of diversified,
personalized and competitive savings
products and services to members and
clients, both individuals and businesses
alike, in Québec and across Canada.

The following strategies will contribute
to achieving this goal: 

• increase its market shares in targeted sectors
by delivering a service offer that changes
with and is adaptable to the needs of each
segment of savers – all while emphasizing
its cooperative difference;

• optimize distribution and continue
to strengthen the synergy among
the sales teams across all Desjardins
Group components;

• intensify initiatives to recruit more savings
from entrepreneurs. 

Outlook

The Personal and Commercial segment
plans to accelerate business development in
the area of investment savings for individuals
and businesses in Québec, Ontario and
elsewhere in Canada. It will promote its
cooperative difference and its high-quality
products and services to increase its presence
among the various categories of saver.
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■ Credit card activities

Profile

Card activities are carried out by Desjardins
Card Services (DCS), a business unit of the
Fédération des caisses Desjardins du Québec.
With 3.6 million credit cardholders, and
5.9 million debit cardholders, Desjardins Card
Services is the largest issuer of credit and
debit cards in Québec, providing its diverse
client base with a full range of products and
services (card payment services for consumers
and businesses, client loyalty through the
Bonusdollars Reward Program, and payment
services to some 55,000 merchants). 

DCS offers financing solutions to consumers,
such as Accord D financing (a separate, second
limit on Visa Desjardins credit cards), which is
offered to more than 5,000 merchants across
Canada. This service is also available through
the Desjardins caisse network for amounts
under $20,000. Financing services are also
offered to businesses, notably Business Freedom
Solutions, Accord D Business financing, the
Business Card, and the Purchasing Card. 

DCS was the Visa credit card issuer with the
highest business volume growth in Canada
in 2006. Backed by the expertise of DCS,
Desjardins Group became the first Canadian
financial institution to receive PCI-DSS certification
(Payment Card Industry – Data Security Standard),
a standard created by Visa and MasterCard.

Strategy

The strategy is to ensure the profitable
management, development and evolution
of the product and service offering of
credit and access cards by drawing on the
quality and excellence of our employees.
To accomplish these goals, various
technologies will be used to:

• develop business models;

• set objectives, priorities and methods;

• carry out business and skills
development;

• implement the offering (including
those of subsidiaries);

• promote service and product evolution
in an effort to achieve operational
and distribution efficiency;

• strive to constantly improve
service quality.

As a leading partner, Desjardins Card
Services will help the Desjardins caisses to
achieve their business objectives by applying
the highest standards of service quality
to both individuals and businesses, whether
or not they are members of the caisses.

The following strategies will contribute
to achieving this goal:

• adapt the credit processes to the various
targeted markets;

• support Canada-wide development by
offering payment and financing solutions
to major merchants;

• continue to automate business processes;

• continue to improve online account
management services for the benefit
of consumer and business clients.

Outlook

• Build the infrastructure required to gradually
move to smart card technology.

• Ensure fraud prevention management for
merchants and generally continue fraud
prevention activities. 

• Establish an acquirer business model,
particularly by proposing a MasterCard,
high-speed Internet POS, IP and cellular
service offer.

• Offer online expense account
management services.

• Reposition the Classic Visa card.

• Enter into major partnerships with credit
unions and merchants across Canada.

2006 Achievements – Credit card activities

■ Contributed $81 million to the surplus earnings of the Personal and Commercial segment, an amount similar to that of 2005.

■ 38.6% growth in business volume, reaching $34.9 billion in 2006. 

■ Raised market share in Québec to 48.1%.

■ Continued the transition of operations towards smart card technology.

■ Implemented an infrastructure to prevent access card fraud.

■ Offered innovative and transaction-optimization services as a way to consolidate Desjardins’ leadership position among merchants (Multi-Purpose
Renovation Plan, integration of the merchant debit component, the Depositel automated solution, integration of terminal management at points
of sale, and Desjardins Integrated Payment Solution). 

■ Deployed the prepaid purchase card, a product offered to leading merchant partners as a client loyalty tool and is a replacement to gift certificates. 

■ Repositioned the Student Visa card.

■ Set up a client contact centre in Vancouver to support the credit unions.

■ Investment fund and trust
service activities

Description

The Investment Funds & Trust Services Executive
Division of the Fédération des caisses Desjardins
du Québec includes the following legal entities:
Desjardins Trust Inc., Desjardins Investment
Management, and Northwest Asset
Management Inc.

It is a business unit that acts as a manufacturer,
wholesaler and specialized distributor of
Desjardins Funds, Northwest Funds, the
services of Desjardins Private Management –
including discretionary portfolio management
and specialized trust services for individuals –
and custody services for Desjardins’ integrated
offer. It plays the roles of trustee, registrar and
depository for tax purposes – roles essential
to the support and maintenance of specialized

savings business in the Desjardins network
of caisses. In addition to these roles, two new
responsibilities were assigned to this business
unit on January 1, 2006: the administrative
activities (back-office) that support the range
of services in the areas of outside funds and
fixed-income securities that are sold in the
caisses, and the supervision of the operations
of the investment funds entrusted to it
by Desjardins Financial Services Firm.
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The Investment Funds & Trust Services Executive
Division is a first-tier partner for the management
of members’ assets in the Desjardins network
of caisses.

Strategy

As the manufacturer of Desjardins Group’s
investment funds and private management,
asset custody and trust services, the
Investment Funds & Trust Services Executive
Division aims to offer top-performing
and competitive quality products and
services to its principal distributor,
the caisse network.

To meet this goal, the division intends to put
forward the following development strategies:

• Market its products and services in a manner
that highlights their specific characteristics
in terms of meeting the needs of Desjardins
members at each stage in their financial lives.

• Provide the caisse network with sales
materials and programs that allow for
a top-quality offering.

• Work closely with the caisse network to
bolster the offering to members, the purpose
being to retain and bring back business
and thereby significantly grow the assets
in each business segment.

• Design and market products and services
tailored to priority market segments
for Desjardins Group, especially members
who are pre-retirees or retirees.

• Meet the caisse network’s business
development needs through an integrated
product and service offering and high-calibre
asset management.

Outlook

Enable Desjardins to serve its members
and clients in the area of asset management
by offering innovative and top-performing
products and services tailored to their needs
at each stage of their financial lives; promote
the development of Desjardins with products
and services whose financial architecture
targets new markets, particularly the affluent
segment; support the expansion of Desjardins
into new markets in Canada.

2006 Achievements – Investment fund and trust service activities

■ For the first time in 2006, the caisses enjoyed the possibility of including Desjardins Funds, Northwest Funds and discretionary portfolio management
in the list of products for which they may pay a patronage dividend to their members, thanks to the patronage dividends paid to the member
caisses starting in the fall of 2005.

■ Desjardins Funds are among the most highly regarded funds in Québec. The members of Desjardins held more than $10 billion in assets in these
funds at the end of 2006, representing 24% growth over the previous year. Net sales totalled $1.2 billion in 2006.

■ The Desjardins Funds, which consist of 27 investment funds, offer 20 investment solutions and 18 retirement portfolios in addition to the 4 new funds
and the 12 Chorus Portfolios launched at the beginning of 2007.

■ The Diapason Retirement portfolios, built using Desjardins Funds, were created and launched on the market. Diapason forms part of Desjardins
Vision – Retirement, a global approach to asset management designed for pre-retirees and retirees.

■ The Chorus Portfolios, an asset allocation program made up of Desjardins Funds, were designed in 2006 and brought to market in the first few
days of 2007. They are meant for clients with $100,000 or more in assets. The management of these portfolios was assigned to managers
of international calibre whose approaches complement each other, thus giving each portfolio a high degree of diversification by asset category
and by geographic region.

■ The Northwest Funds, one of the best-performing families of funds in the country, has tripled its assets in three years; its assets totalled $2.3 billion
at the end of 2006. Net sales stood at $208 million for the same year. Distributed by the caisse network, outside intermediaries, and Desjardins’
networks of brokers and life insurance agents, the Northwest Funds have become central to the line of products offered to the members and clients
of Desjardins Group.

■ The assets of discretionary portfolio management rose by 32% in 2006 to close the year at $1.4 billion. Net sales amounted to $239 million
thanks to the growing number of members referred by the Desjardins caisses, which correctly perceive this service as a solid, reliable, high-quality
offering for their wealthier members.

■ In 2006, 150 Québec-based companies opted for a group savings plan with Desjardins, for a total of 5,538 participating employees.

■ The leader in asset custody services, Desjardins administers some $170 billion in assets coming from some of the largest institutions and companies
in Québec, therefore controlling more than one third of the market. In 2006, Desjardins launched a new state-of-the-art technological platform.

■ The Immigrant Investor Program of Desjardins administered more than $100 million in 2006. Approximately 80 companies benefited from
the economic rewards of this program thanks to financial contributions available through the Desjardins caisse and business centre network.

■ Central fund activities

Profile

Caisse centrale Desjardins (CCD), a cooperative
institution owned by the Desjardins caisses,
has been the treasurer for Desjardins Group
since the end of 2004 as part of the program

to strengthen its strategic management
structure. Already a supplier of alternate funds
to the network of caisses, CCD then became
responsible for integrating the treasury activities
of the Group, in particular, issuing debt,
securitizing credit, managing the liquidities of
the caisses, balance sheet matching, managing

the Deposit Fund of the caisses in Québec,
and funding accounts receivable for the Visa
franchise as well as financial operations of
the Fédération and its components. 
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CCD conducts its operations on Canadian
and international markets in cooperation with
the other entities of Desjardins Group. The role
it fills is complementary to the following.

• As treasurer for Desjardins Group:

-  Financial settlement and clearing of
items through the caisse network across
Canada and internationally.

-  Supplying funds to meet Desjardins
Group’s liquidity requirements.

-  Securitization operations as a source
of funds for Desjardins Group.

-  Managing the required liquidity reserves
for the caisses.

-  Derivatives and other treasury products.

-  Management of asset/liability matching.

-  Treasury management for Desjardins
Credit Union.

• As a service provider to businesses
and institutions in support of the
caisse network:

-  Financing and banking services to the
private, public, and parapublic sectors.

-  A comprehensive line of international
products and services. 

-  Banking services to individuals and small
firms, and business loans in Florida
through Desjardins Bank.

-  Providing financing to firms with operations
in Canada and the United States through
the Caisse centrale Desjardins U.S. Branch.

Thanks to the support of Desjardins Group,
the credit ratings assigned to CCD by the
main ratings agencies are among the best in
the financial industry in Canada and the world.  

Strategy

• Fine tune the orientations and strategic
initiatives adopted during the creation
of the Group Treasurer function. 

• Provide expertise in the purchase
of mortgage loans to credit unions
and other Canadian financial
institutions that could so benefit.

• Pursue business development
strategies related to the role of agent
and coagent, the development of
sector-based expertise, and geographic
diversification.

• Continue to improve the supply
of services to the Desjardins
business centres.

• Pursue the automation of certain
international services. 

• Further develop the Ontario institutional
market in conjunction with the caisses
populaires of Ontario and Desjardins
Credit Union. 

Outlook

• Continue to actively manage Canadian
and European borrowing programs.

• Pursue sector-based and geographic
diversification of the loan portfolio. 

• Expand and promote the global offering of
the products and services of Caisse Centrale
Desjardins U.S. Branch to companies with
operations in Canada and the United States.

• Expand the international service offering
in order to support members and clients
throughout the world.

• Support the development of the cooperative
movement by financing financial cooperatives
in provinces other than Québec, Ontario,
and British Columbia.

2006 Achievements – Central fund activities

■ Total contribution of $96 million to the network, a 13% increase over 2005; all business segments of Caisse centrale Desjardins contributed
to this growth. 

■ As part of the Group’s program to strengthen its strategic management structure, the Group’s treasury activities were integrated, notably liquidities
management, matching of the network of caisses, management of the Deposit Fund, financing of the credit card activities, and the provision
of treasury products to the corporate and institutional clientele of Desjardins. 

■ Launched two medium-term bond issuances on European markets: one for 500 million Euros and a second, for 1 billion Euros, in collaboration
with a syndicate of three cooperatives working together as coagents.

■ A resounding success of the securitization program created in the fall of 2005, which constitutes an alternative to traditional fund raising methods.
Thanks to the participation of some 200 caisses in Québec and Ontario, in 2006 Caisse centrale participated in four issues of Canada Mortgage
Bonds by the Canada Mortgage and Housing Corporation (CMHC), for a total of $1.3 billion.

■ As part of its corporate financing activities, new business with large companies amounted to $1.6 billion. Business development continues
to rely on the same three strategies:

a) the roles of agent and coagent for banking syndicates, totalling over 50% of authorized  new business in 2006;

b) sector-based expertise representing $0.6 billion of new credit;

c) geographical diversification, which generated over 60% of the total volume of new business. This result is partially attributable to the creation
of a branch of Caisse centrale in the United States.

■ Development of a new service provided to Desjardins business centres for the market of medium-sized firms. Two teams dedicated to the
medium-sized firms segment will support the growth of companies. Furthermore, all SME financing mandates undertaken in partnership with
the network will now be jointly authorized by the Fédération des caisses Desjardins du Québec and Caisse centrale Desjardins.

■ Annual growth in loans of approximately 20% in the private sector.

■ In international services, annual growth of between 10% and 30% in various types of services (exchange, access to traders, letters of credit,
transfers, etc.).

■ Opened the Lauderhill branch of Desjardins Bank; the assets of Desjardins Bank grew by 15% to US$174 million, thanks to a mortgage
loan acquisition strategy.



PROFILE

Desjardins Financial Security (DFS) ranks fourth
among insurers in Canada and first in Québec.
Through a variety of distribution channels,
it offers individuals, groups and businesses
a tailored combination of life and health
insurance coverage and innovative savings
products, which today ensure peace of mind
for more than five million Canadians.

DFS owns two main subsidiaries:

■ SFL Management Inc. distributes insurance
and savings products through partner
representatives, financial security advisors,
financial planners and group retirement
savings representatives associated
with a network of 46 financial centres
across Canada.

■ Sigma Assistel Inc. offers the widest range
of telephone assistance services in Canada,
including international and travel assistance,
roadside assistance, convalescence assistance,
legal assistance, identity-theft assistance
and employee assistance programs.

STRATEGY

DFS has as its mission to serve the changing
financial security needs of individuals, groups
and businesses by offering a tailored line
of products and services in life and health
insurance, savings and retirement through
employees and partners committed to
ensuring the of satisfaction clients and
Desjardins caisse members.

By focusing on integration and partnership
with Desjardins Group, DFS intends to:

• be known as a major industry player
in Canada; 

• be seen as a manufacturer that
offers distinct advantages; 

• actively develop and offer products
that outperform the rest in terms of
quality-price ratio and user friendliness;

• optimize its preferred relationship
with the Desjardins caisse network
and develop closer ties with its
partners and clients;

• promote ongoing excellence
in two areas: developing and
managing products and providing
exceptional service to clients and
distribution partners;

• focus on operational efficiency and
rely on the commitment of its staff;

• offer a rate of return that meets
the shareholder’s expectations.

In the 2006-2008 Strategic Plan, DFS defined
six orientations for the period in question: 

■ To grow business among Desjardins caisse
members in an accelerated and profitable
fashion, in partnership with Desjardins
Group, by enhancing the service offer
through life and health insurance products
and services.

■ In other Québec markets, to become the
leader in group insurance and to outpace
industry growth in the areas of group
retirement savings, individual insurance
and direct insurance. To grow the individual
savings market by maximizing the potential
of SFL Management Inc., its primary
distribution network in Québec.

■ In selected markets outside Québec,
to double its total market share,
primarily through acquisitions.

■ To become known in the market
as a leader in health insurance.

■ To achieve competitive advantages
by continuing to improve the operational
efficiency of every segment.

■ To achieve balanced business operations
by prioritizing global and sustainable
performance, to satisfy caisse members
and clients, to have motivated employees
and to meet the shareholder’s
performance expectations.

412.2 LIFE AND HEALTH INSURANCE BUSINESS SEGMENTS

D
E

S
JA

R
D

IN
S

 G
R

O
U

P
M

A
N

A
G

E
M

E
N

T
’S

 D
IS

C
U

S
S

IO
N

 A
N

D
 A

N
A

LY
S

IS

LIFE AND HEALTH
INSURANCE

2.2

• Net earnings attributable to the shareholder of $146 million.

• Growth of 9.7% in operating income, which stands at $203 million.

• Return on shareholder equity of 20.7%, one of the best rates of return in the financial services industry.

• Profitability across all business segments.

• Growth of 5.1% in total income.

• With 10.3% growth, surpassed the $150 billion mark for in-force life insurance.

• Net premiums of $2,438 million, up 6.0%.

• Growth of 81.4% in insurance sales.

• Close to 70% of new sales made outside Québec.

• Signed several large contracts, including a group insurance contract with the Government of Newfoundland
and Labrador for its 36,000 employees and retirees and an annuity contract in Ontario for almost $100 million
in group retirement savings.

• Growth of 9.5% in group insurance premiums.

• Growth of 58.6% in mutual fund assets under administration.

• Increase of 7.4% in assets in the general funds.

• Expanded our distribution capacity outside Québec through the acquisition of some assets of Performa Financial
Group, a Canada-wide mutual fund distribution network.

• Enhanced the health insurance offer through the launch of critical illness insurance for children.

• Opened the Integrated Management Retirement Centre.

• Acquisition for Sigma Assistel of a leader position in the identity-theft assistance market, especially in the financial
services sector.

2006
ACHIEVEMENTS
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OUTLOOK 

The year 2006 is the first in DFS’s three-year
Strategic Plan and the results are encouraging.

DFS will continue to contribute to Desjardins
Group’s development by drawing on its expertise
in individual life and health insurance, credit
insurance and retirement products. It will also
continue to support the Group’s expansion across
Canada by expanding its individual insurance
offer at credit unions and by continuing
to offer, via its distribution channels, some
of its products with those of Desjardins’
other components.

As for its offering to Desjardins caisse members
through its financial security advisors, DFS
has segmented its sales network according to
the levels of expertise required by the owners
of businesses that are members of Desjardins
business centres, high net worth customers
and other caisse members. Combined with
a higher degree of personalized service for
clients holding the Vision product, these steps
should help to boost sales in 2007.

In terms of credit insurance, DFS will continue
to innovate and tailor its offering to emerging
distribution channels in this business segment.
In addition, it will continue developing this
market with Desjardins business members.
In direct insurance, DFS will round out its
Internet offering by adding more products.

As for the insurance offering by other
distribution channels, the acquisition of
some of the assets of Performa Financial Group
will allow DFS to strengthen its distribution
capacity outside Québec and more actively
expand into the English-speaking market 

on the Island of Montreal. DFS also plans
to open new financial centres in Québec
and elsewhere in Canada.

In the area of group and business insurance,
the work carried out in 2006 to facilitate
administration of the flexible plans has paid off.
The technology that was implemented has laid
a firm foundation to more effectively meet
demand in 2007. DFS will continue to improve
its Health and Well-Being Program, a new
approach that brings together advantages
already offered to its clients and to which
new services can be added.

In group retirement savings, DFS will continue
to deploy its Setting Sail for the Future education
program, add new options and new investment
programs to its current portfolio and optimize
the e-commerce tools at the Integrated
Management Retirement Centre. Moreover,
it will step up efforts to help the caisse network
capture the annuity offering and pursue research
and development activities to arm this network
with a distinctive service offer.

With regard to individual savings, DFS will
continue to revamp the segregated funds
offering by adding innovative options
and guarantees and will launch initiatives
to become recognized as a manufacturer
of choice in the payout market.

DFS will continue to build on its areas
of excellence by developing and managing
products and by providing exceptional
service to clients and distribution partners.
To this end, it will rely on a natural distinctive
advantage for this Desjardins component:
helping clients to achieve financial security
by addressing their needs through a human
and comprehensive approach.

INDUSTRY 

While some Canadian insurance companies
have set their sights on Asia to achieve
growth, others such as DFS are focusing
on the Canadian market, targeting segments
that hold the greatest promise, and tailoring
their offering to the expectations and needs
of the targeted clienteles. 

Because of an aging population, medical
advances and waning confidence in the
governments’ ability to fully shoulder their
current responsibilities with regard to public
healthcare systems, consumers are seeking
more coverage for eventualities that may
occur during their lifetime, which explains the
growth of health insurance sales. Baby boomers
in particular want to maintain their quality
of life in the event of a critical illness or loss
of autonomy. Insurers are therefore developing
new products to address these needs.

For the financial services industry, retiring
baby boomers are also creating a new business
opportunity: the withdrawal of funds that
they amassed in preparation for this new period
in their lives. DFS is drawing on its expertise
as a manufacturer to contribute to Desjardins
Group’s offering of payout products with
an added characteristic as an insurer. 

In the accumulation market, numerous mutual
fund companies are laying the groundwork
to attract consumers with new asset allocation
programs. One such program offers baby
boomers simpler investment products, relieving
them of the burden of actively determining
the asset allocation of their portfolios. So-called
“lifecycle” funds top the list of these new
programs. Personal insurers recently entered
the market by offering this type of fund
as part of their pension plans. 

TABLE 4 DESJARDINS FINANCIAL SECURITY 

Selected data for the year ended December 31 
(in millions of $ and as a %) 

2006 2005 2004

Insurance and annuity premiums $ 2,438 $ 2,300 $ 2,090
Net investment income 674 672 655
Payments and credits to policyholders 2,361 2,269 2,086
Operating expenses 451 421 382
Income taxes on earnings 51 28 58
Net earnings 151 160 130
Net earnings attributable to the shareholder 146 152 128
Return on equity 20.7 % 24.9 % 19.6 %
Assets under management – general funds $ 12,804 $ 11,921 $ 10,251
Assets under management – segregated funds 2,112 5,293 4,677
Assets under administration (mutual funds) 5,028 3,170 2,670
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ANALYSIS OF THE
FINANCIAL RESULTS

DFS ended its 2006 financial year with
net earnings of $151 million. This marks
a decrease of 5.6% compared to the results
achieved in 2005, when net earnings totalled
$160 million ($154 million for continuing
operations). The 2005 results reflected the
exceptional effects of a reversal of loss provisions
resulting from the resolution of non-performing
loans and of a gain on the disposal of operations
in the Bahamas amounting to $5.3 million.
The portion of net earnings attributable to
its shareholder, Desjardins Group, amounted
to $146 million, $6 million less than in 2005.
The return on shareholder equity was 20.7%
compared to 24.9% in 2005, still one of
the best rates of return in the financial
services industry.

With respect to overall business growth, income
from insurance and annuity premiums stood
at $2,438 million compared to $2,300 million
in 2005. Net insurance premiums were up
8.4%, amounting to $2,066 million. In Québec,
overall growth in premiums across all business
segments was 6.0%. In the other Canadian
provinces, the 16.5% growth is attributed
primarily to group insurance premiums. 

In sales of annualized life insurance premiums,
DFS’s growth beat the market in both individual
insurance and group insurance. Insurance
sales enjoyed robust growth in 2006, reaching

$234 million compared to $129 million in 2005.
This excellent performance came mainly from
the signing of a number of major group insurance
contracts. In terms of sales and new deposits,
the savings segment experienced growth of 4.7%
in 2006. Savings among individuals rose 10.5%.
We continue to note strong enthusiasm for
mutual funds among Canadian investors.
As for group retirement savings, assets under
management climbed some 16.3%, excluding
the Desjardins Group portion.

The net earnings for group insurance reached
$101 million compared to $103 million in
2005. Sales achieved strong growth, rising
from $95 million in 2005 to $196 million in 2006
due to the signing of a number of major group
and business insurance contracts outside Québec.
Premiums, including a premium equivalent
for administered groups (ASO), totalled
$1,745 million compared to $1,594 million
in 2005. This 9.5% increase is primarily
attributable to the arrival of several large
groups. The volume of premiums tied to plans
offered through financial institutions, and more
specifically to credit insurance, was up 6.5%.
In individual insurance, net earnings stood at
$42 million compared to $43 million in 2005.
Sales rose $5 million to stand at $38 million.
Sales by Desjardins caisse financial security
advisors amounted to $16 million, an increase
of 12.3%. The volume of net premiums reached
$374 million, $12 million more than in 2005.
As for savings, net earnings were $8 million
compared to $9 million in 2005. Overall sales
were up $48 million to $1,062 million. In
individual savings, sales of annuity products
amounted to $140 million versus $137 million
in 2005. Sales of segregated funds posted
a 15.3% increase, reaching $115 million.

Expenses to cover annuities and insurance
benefits and other payments to insureds rose
$92 million in 2006 to stand at $2,361 million.
This increase is explained mainly by business
growth, an increase in benefits paid, particularly
health and disability benefits, as well as a
reduction in savings product redemptions.

DFS’s total assets under management
and under administration amounted to
$19,944 million compared to $20,384 million
in 2005. This drop is attributed to the
amendments to the asset management
contract terms of the Desjardins Group
Pension Plan made by the plan’s Retirement
Committee. The transferred amounts, which
were held in segregated funds, represented
$3,523 million as at December 31, 2005.
However, DFS continues to play the same

role in the administration of the plan and to
offer various services related to its management.
Excluding this transfer, assets under management
and under administration posted an increase
of 18% over 2005 due to the acquisition
of some assets of Performa Financial Group. 
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Individual insurance
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PROFILE

Desjardins General Insurance Group (DGIG)
is the eighth largest player in the Canadian
general insurance market and the fifth largest
insurance company for individuals in Canada.
Through its four subsidiaries, it provides
different client segments with the coverage
they need to protect their physical assets
as well as financial compensation for bodily
injuries caused in automobile accidents in
provinces other than Québec. Desjardins
General Insurance serves individuals and
small businesses in Québec through agents
available in the Desjardins caisse network and
in a call centre. The Personal General Insurance
Company distributes automobile and home
insurance products in Québec by relying on
the support of groups (professional associations,
employers, unions) that act as supporting
partners. The Personal Insurance Company
operates in a similar fashion but outside
Québec. Both “Personal” entities conduct
business primarily through call centres. Finally,
Certas Direct Insurance Company serves
individuals primarily in Ontario and Alberta.

STRATEGY

DGIG aims to be known as the model
provider of general insurance in Canada
by leveraging: the skills and commitment
of its employees, its deep knowledge of
the general insurance trade, its market
approach based on offering the best
quality-price ratios in profitable markets,
and its corporate culture based on
disciplined, results-driven management.
DGIG also intends to fully leverage the
benefits derived from its partnership
with the Desjardins caisse network
and its associations with groups.

DGIG has adopted the following strategies:

■ Continue to grow its competitive advantages
in order to maintain superior levels of
profitability while remaining disciplined
in terms of operational excellence.

■ Achieve dynamic and profitable growth
outside Québec through the individuals
segment of the “groups market” and through
the profitable development of the individuals
“major market” approach. 

■ Maintain profitable growth in Québec,
primarily through the individuals segment
of the individuals “major market” and in
partnership with the caisse network and the
individuals segment of the “groups market.” 

■ Make a positive contribution to the
performance of the business segment
in Québec.

■ Ensure expertise and succession
development in the insurance profession. 

DGIG continues to apply its 2006-2008
Strategic Plan in direct collaboration
with Desjardins Group. It expects to double
the investments in its development plan.

OUTLOOK

At the end of 2006, the industry saw the
beginnings of hikes in the average cost and
frequency of accidents causing bodily injury.
In addition, weather events are tending
to increase in number and severity.

The industry is probably at the top of the
profitability cycle, and the trend towards lower
rates will continue during the coming years,
unless the frequency or average cost of claims
is not on the rise. The reforms in automobile
insurance adopted everywhere in Canada,
except Québec, have stabilized the cost
of claims. However, it is foreseeable that
the frequency and cost of claims will be on
the rise over the coming months. If this does
not materialize, the reduction is premiums
will continue.

The frequency of natural disasters caused
by bad weather conditions is also increasing
and can hit insurers anywhere across Canada.
However, the industry’s overall profitability
should remain above historic averages.
In addition, increases in rates and reviews
of coverage limits have been applied to
the coverages for water damage due to
the significant increase in this type of claim.

GENERAL
INSURANCE

2.3

• Net earnings attributable to the shareholder of $107 million resulting in a 25.2% return on shareholder equity,
situating it in the industry’s first quartile.

• A high insurance profit of $111 million, similar to the 2005 profit; excellent results in automobile insurance.  

• Significant profitability of over 16% in each of the insurance subsidiaries operating in the various
Canadian markets.

• Start-up of major strategic projects to improve the competitive advantages and promote stronger growth
in the coming years.

• Maintained operating costs in proportion to premiums at an exceptional level, well under that of the industry.

• Ranked 12th in the prestigious list of the 50 Best Employers in Canada according to The Globe and Mail, following
an employee survey conducted by Hewitt Associates. This ranking makes DGIG the employer of choice in Québec.

• Changes made to the home insurance product offering in order to better manage the risks and coverage
rates related to water damage.

• Improved the service offering through e-commerce.

• Introduced the “credit score” segmentation criterion resulting in a rate reduction for the majority of clients.

• Continued a broad migration project of the technological infrastructure.

• Assembled a team dedicated to risk management and regulatory compliance.

2006
ACHIEVEMENTS
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Under these conditions, DGIG expects to
maintain its strategy of profitable growth.
The growth will follow the insurance cycle
and will record stronger progress during periods
of higher rates. DGIG foresees preparing for
this situation by investing more in research and
development, notably in claims experience
management and in its e-commerce platform. 

INDUSTRY

The absence of any major acquisition or
merger in 2006 has left the Canadian general
insurance landscape relatively unchanged.
The ten largest groups in terms of gross premiums
written make up 54% of the industry, as was
the case in 2005. In the entire Canadian
market, 70% of companies conduct business
through brokers and 30% are direct insurers.
The proportion of direct business written
is highest in Québec at 40%.

Ontario posted the highest premium volumes
in the country (49% of the $34.2 billion written
in Canada). Of the total Canadian premium
volume, the proportion of automobile insurance
was 49% or $16.6 billion.

Automobile insurance is managed by public
authorities in British Columbia, Manitoba and
Saskatchewan, whereas in Québec, a bodily
injury resulting from an automobile accident
is handled by the government. This same area
is highly regulated in Alberta, Ontario and
the Atlantic Provinces.

Following two very difficult years in 2001
and 2002, the industry experienced a return on
investment of over 15% for a third consecutive
year in 2006. This is mostly attributable to
renewed profitability of automobile insurance
and to investment income. 

Following years of high profitability, the
capitalization of the industry has progressed
and remains very good.

ANALYSIS OF THE
FINANCIAL RESULTS

Once again in 2006, DGIG outperformed the
industry. Its net earnings before non-controlling
interests reached $119 million compared
to $139 million in 2005. The portion of
these earnings attributable to the shareholder,
Desjardins Group, was $107 million ($125 million
in 2005). In 2006, return on equity was 25.2%,
an above-20% result for a third consecutive
year. This level of profitability makes DGIG
one of the best-performing companies
in its industry.

The profits related to insurance activities,
expressed as underwriting profit, contributed
greatly to these excellent results. The combined
ratio (cost of claims and operating expenses
divided by net premiums earned) remained
very low, as was the case in 2005. This ratio
demonstrates the quality of the enacted
underwriting and rate policies as well
as operational excellence.

The Canadian automobile insurance industry
has performed well despite lowered rates
applied in recent years. The number of claims
has remained low compared to previous years.
DGIG remains a leader with respect to the
quality of managing claims experience and
operating costs. In home insurance in Québec,

TABLE 5 DESJARDINS GENERAL INSURANCE GROUP 

Selected data for the year ended December 31 
(in millions of $ and as a %) 

2006 2005 2004

Gross premiums written $ 1,412 $ 1,405 $ 1,370
Net premiums earned 1,376 1,366 1,286
Combined ratio 91.9 % 92.0 % 89.4 %
Underwriting profit $ 111 $ 109 $ 136
Investment income 78 107 94
Net earnings 119 139 143
Net earnings attributable to the shareholder 107 125 127
Return on equity 25.2 % 24.7 % 29.7 %
Total assets $ 2,664 $ 2,598 $ 2,449
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SECURITIES BROKERAGE,
ASSET MANAGEMENT
AND VENTURE CAPITAL  

This business segment brings together various
components boasting highly specialized fields
of expertise and that work in close collaboration
with the Desjardins caisse network and
Desjardins Group’s various subsidiaries.

It consists of securities brokerage activities
(performed by Desjardins Securities),
asset management activities (conducted
by Desjardins Asset Management), and venture
capital investing (carried out by Desjardins
Venture Capital).

OTHER

The “Other” category includes other Desjardins
components and consolidation restatements
for all components.
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2006 was marked by a few major events
caused mainly by bad weather conditions
that led to high claims experience. As for the
business insurance portfolio, the experience
seen allowed for the desired level of profitability.

DGIG has continued to do an exemplary job
at managing its operating expenses. Thanks
to Desjardins Group’s projects aimed at creating
synergies and to the profitable management
decisions related to activities outside of Québec,
there were even additional gains in productivity.
Finally, the lower automobile rates had an
unfavourable effect on the cost ratio.

Investment income was lower in 2006 compared
to 2005. Increases in interest rates in the first
half of 2006 reduced the value of the bond
portfolio and, consequently, produced losses
on disposals of securities. 

Improving investment performance remained
at the centre of DGIG’s concerns, and the
new asset allocation strategy should contribute
to reaching this objective in the coming years.
The management of DGIG’s investments has
been entrusted to Desjardins Asset Management.

As in 2005, the decrease in automobile rates
and, consequently, the decrease in consumer
propensity to shop around for insurance policies
have slowed sales in 2006. Despite this fact,
gross premiums written rose by 0.5% and
the number of policies grew by 21,000. 
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2.4

TABLE 6 SUMMARY OF RESULTS – SECURITIES BROKERAGE, ASSET MANAGEMENT AND VENTURE CAPITAL 

Selected data for the year ended December 31 
(in millions of $) 

2006 2005 2004

Other income $ 386 $ 354 $ 318
Non-interest expenses 366 336 285

Net earnings from continuing operations 20 18 33

Income taxes on surplus earnings 6 4 6

Net earnings $ 14 $ 14 $ 27 
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■ Securities activities

Profile 

Desjardins Securities is Desjardins Group’s
securities brokerage firm. It provides individuals,
institutional investors, businesses and
governments with the comprehensive line
of products and services associated with fully
integrated brokerage firms. Individuals are
served by Desjardins Securities’ full-service
brokerage, online brokerage (Disnat) and
Desjardins network service divisions. Business
and government needs are met by the Group’s
Corporate Finance, Fixed Income Group,
and Equity Capital Markets divisions. With a
presence in all regions of Québec, Desjardins
Securities also operates eight branches in
Ontario, notably in Toronto, North York,
Ottawa, and Peterborough. Desjardins Securities
also has a presence in Vancouver, essentially
to serve institutional investors and very active
independent investors.

Strategy

To help Desjardins Group achieve its
objective of becoming the largest wealth
manager by offering Canadian individual
and institutional clients a complete line
of quality financial products and advisory
services. Desjardins Securities also seeks
to support the growth of businesses and
entrepreneurs by rounding out the services
offering of Desjardins Group and by
assuming a leadership role in selected
activity sectors.

The following strategies will help make
its vision a reality:

• Realize Desjardins Securities’ full potential
so that Desjardins Group can take its rightful
place in the securities brokerage industry.

• Develop our skills and the quality of
our products in order to raise awareness
of Desjardins among target clienteles.

• Strengthen human, technological,
and organizational infrastructures in order
to foster growth in these areas and
maximize profitability.

• Provide a stimulating and respectful workplace
for all employees, thus making Desjardins
Securities an employer of choice.

Outlook

• To act as a major business development
partner for the caisses.

• To become a Québec leader in personal
brokerage services.

• To carry out a comprehensive business
financing approach, selectively following
our business credit alignment strategy
(Caisse centrale Desjardins and business
centres) and continuing the expansion begun
in 2005 by the Fixed Income Group in order
to maximize return on equity.

• To maintain a compliance culture.

• To pursue growth at a moderate pace in
order to ensure continued profitability.

In 2007 and in tandem with Desjardins Group
we will continue implementing the 2006-2008
Desjardins Securities Strategic Plan, founded
on profitable growth. 

Industry

The industry did not experience significant
changes in 2006. As at November 30, 2006,
the Canadian securities industry consisted
of 198 brokerage firms (205 in 2005) and
40,929 employees, up 4.8% from a year
earlier. Despite the large number of players,
the industry is quite concentrated.

The group of eight firms owned by the
major Canadian banks (full-service and online
brokerage) posted the following statistics:

• 4.0% of the total number of firms

• 60.6% of total industry income

• 72.7% of total profits earned

ACTIVITIES

■ Securities activities

■ Asset management

■ Venture capital activities 

■ Other

2006 Achievements – Securities activities

■ Positive contribution to the caisse network in an amount of $4.4 million after paying $12.0 million in referral compensation.

■ Implementation of a new compensation agreement with the caisse network: a 48.2% increase in compensation in 2006, representing an additional
$4.3 million.

■ Further investments to grow resources and competencies and improve infrastructures. 

■ Assets under management grew from $15.6 billion to $17.6 billion, or almost 14%.

■ Good results from activities outside Québec, which represented 21.5% of revenues. Of the revenues generated by the institutional sectors,
more than 74.5% came from outside Québec, of which 25.1% were from the United States and Europe. 

■ Stronger links with Caisse centrale Desjardins with respect to several key files.

■ Operating and overhead expenses maintained at 2005 levels in the face of budget restrictions and an additional $4.3 million amortization expense. 

■ Established a Desjardins Securities Financial Services insurance firm and concluded a partnership agreement with Desjardins Financial Security.

■ Opened the Fontainebleau branch (on Montréal’s North Shore) in collaboration with two caisses in the area.

■ Moved Desjardins Securities to the Windsor Building in the heart of the Montréal business district.

■ Increased market share in the Fixed Income Group segment (27% overall; 43% of Québec securities) thanks to 76.2% growth in traded
client volumes, which reached $74 billion in 2006.
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Market review

In 2006, the emerging economies of India and
China continued to drive up base metal prices
while oil prices stabilized. A slightly slower
U.S. economy and lower bond rates supported
stock growth: Dow Jones (16.3%), S&P 500
(13.6%), NASDAQ (9.5%) and S&P/TSX
(14.5%). The surprise of the year came on
November 1, 2006 when the Canadian Minister
of Finance eliminated the tax advantage accorded
to income trusts. The effect was immediate
and brutal: by the time markets closed,
the trust index had lost 15.0%. The index
has since recovered, but was nevertheless
down 8.0% for the year.

Analysis of the financial results

For the year ended December 31, 2006,
total revenues stood at $273 million compared
to $249 million in 2005, an increase of 9.7%.
The Online Brokerage and Equity Capital Markets
divisions were the largest contributors to this
increase. During the year, Desjardins Securities
carried out close to 2,004,000 transactions
on behalf of their clients, 22% more than
in 2005.

In accordance with the development strategy
adopted in 2001, Desjardins Securities continued
to make investments to raise its profile in
current markets and penetrate new markets.
This resulted in a fifth consecutive year
of total revenue growth.

The net loss for 2006 amounted to $6.1 million
compared to a net loss of $11.1 million for 2005.
Desjardins Securities would have reached
break-even (net income of $0.6 million) had
it not been for the implementation of a new
compensation method for the caisse network,
which required an additional contribution
of $4.3 million before income taxes; the
implementation of a new income sharing
agreement with Caisse centrale Desjardins
and the Fédération ($0.45 million); and
the transfer of Integrated Caisses activities
to the Fédération (representing a $5.9 million
contribution to Desjardins Securities profitability,
before taxes). Compensation paid to the
Desjardins caisse network came to $12.0 million
in 2006, for a total of $36.7 million paid
out since 2002. 

As at December 31, 2006, Desjardins Securities’
assets totalled $7.7 billion, up $2.5 billion
over 2005. Equity totalled $70.6 million, and
assets under management came to $17.6 billion,
a 13.7% increase on a comparable basis
from 2005. Desjardins Securities complies with
all the capital-related regulations imposed
by regulatory organizations.

TABLE 7 DESJARDINS SECURITIES 

Selected data for the year ended December 31 (restated to account for the transfer 
of Integrated Caisses activities to the Fédération des caisses Desjardins du Québec)
(in millions of $ and in numbers) 

2006 2005 2004

Assets under administration $ 17,603 $ 15,583 $ 13,596
Total revenues 273 249 225

Net loss (6.1) (11.1) (0.1)

Points of service 43 41 42
Total number of employees 1,268 1,275 1,232

In Québec 1,128 1,119 1,063
Outside Québec 140 156 169
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■ Asset management

Profile

Desjardins Asset Management (DAM), a
subsidiary of Desjardins Group, is a group
of investment experts known for creating value
and innovation in its management, advisory,
and product development services. In partnership
with its clients, Desjardins Asset Management
exercises its leadership so as to contribute fully
to its clients’ success and to meet all of their
investment needs, while upholding Desjardins
Group’s values.

Desjardins Asset Management has approximately
170 employees working in the Montréal, Québec
City, Toronto and Vancouver offices. They are
assigned primarily to three investment areas:
securities investments and financial engineering,
mortgage investments and institutional
financing, and real estate investments. 

Desjardins Asset Management manages more
than $46 billion coming primarily from the
equity of the insurance subsidiaries and from
management authorization assignments entrusted
to it by other Desjardins Group components.

Strategy

Desjardins Asset Management aims to meet
all the investment needs of its Desjardins
Group partners. 

In accordance with the 2006-2008 Strategic
Plan, the following strategies will help give
shape to the subsidiary’s vision:

• Play an advisory role in terms of
asset management with Desjardins
Group partners.

• Maintain solid expertise in asset
management and adapt this expertise
to meet client needs.

• Continue to develop multi-management
activities and seek out the top managers.

• Focus on developing investment and
savings products that have enjoyed success
in the past.

• Optimize operational and management
capacities.

Outlook

In 2007, Desjardins Asset Management plans to:

• ensure diversification of its income sources
by obtaining additional mandates from
new clients;

• launch new institutional funds;

• develop investment, savings and
payout products;

• finish integrating the properties of Desjardins’
real estate holdings into Desjardins Financial
Security’s real estate portfolio;

• grow the mortgage portfolio outstanding
despite a highly competitive market.

Industry

In 2007, the asset management and investment
industry will face the challenge of delivering
satisfactory returns despite the risk of a slowing
economy, the strength of the Canadian dollar,
a stock market offering a more limited return
potential, a growing credit risk, and rates
which will likely remain low. Manufacturers
of guaranteed capital products will have to
deal with greater competition and growing
regulatory conditions. The mortgage investment
and real estate sectors should succeed in spite
of a still highly competitive market marked
by very high prices. 

Analysis of the financial results

At $87 million, fee income was up 28%
from 2005. This increase is mainly attributable to
the 2005 implementation of multi-management
funds as well as the increase in Alternative Term
Savings products outstanding and Perspectives
Plus Term Savings products outstanding sold
by the Desjardins caisse network. 

In 2006, Desjardins Asset Management
and the Fédération des caisses Desjardins du
Québec entered into a commissioning agreement
with respect to the Alternative Term Savings
products and the Perspectives Plus Term Savings
products; $15 million (before income taxes)
was paid as part of this program in 2006.

Excluding this amount, operating expenses
rose 23% or $9 million from 2005, with fees
paid to external managers associated with
the multi-management funds making up the
majority of this increase.

Desjardins Asset Management holds an interest
in a company subject to significant influence.
In 2006, various transactions involving this
company’s share capital decreased Desjardins
Asset Management’s interest from 30% to 23%,
thereby creating a dilution gain. This gain,
combined with the share of earnings returned
to Desjardins Asset Management, contributed
$1.9 million to the 2006 net earnings. 

2006 Achievements – Asset management 

■ Continued to assemble a highly specialized team centered around the needs of its clients.

■ Consolidated multi-management activities.

■ Achieved a record amount of subscriptions for mortgage loans.

■ Concluded a commissioning agreement with the Fédération to pay $15 million, in the form of patronage dividends, to the Desjardins caisse network
to support the efforts to sell Alternative Term Savings products and Perspectives Plus Term Savings products.

■ Saw new mandates assigned to the real estate investment sector which, to better serve client needs, developed innovative portfolio structuring
tools, implemented a business credit management team, initiated a process to implement new products, and launched six new multi-management
institutional funds, bringing the number of funds launched since May 2005 to 13.

■ The real estate investment sector enjoyed returns of 8.5%, which affirmed its presence in western Canada with the appointment of a representative
to the real estate development office in Vancouver.

■ Experienced a record amount of subscriptions for commercial mortgage loans of $587 million, including 70% from outside Québec,
for a second year in a row, despite an already highly competitive market.
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The 30% increase in assets under management
stems essentially from the fact that the
subsidiary of Desjardins Asset Management,
Desjardins Global Asset Management, has been
the portfolio advisor for all Desjardins Funds
since January 17, 2006. In addition, the
increase in Alternative Term Savings products
outstanding and the Perspectives Plus Term
Savings products outstanding and changes
in the market value of other securities and
real estate assets, mortgage loans and securities
lending contributed to the growth in assets
under management. Of the $46.7 billion in assets
under management, more than $5.8 billion are
alternative investments managed by Desjardins
Global Asset Management.

■ Venture capital activities 

Profile

Desjardins Venture Capital (DVC) is a fund
manager. It manages nine funds, seven of
which are owned by Desjardins: the six regional
funds of Desjardins Capital de développement
and Desjardins Venture Capital, L.P., in addition
to those of Desjardins – Innovatech S.E.C.
and Desjardins Capital régional et coopératif
(DCRC), a public company whose capitalization
could reach $1.325 billion by 2011.

As a fund manager, DVC must meet the objectives
and the expectations for each of its funds under
management, in particular investment and
economic development objectives.  

As an investor, it must be sure to assemble
the most competent team that can best meet
the needs of entrepreneurs. Its investment
managers in 24 offices work closely with
the directors of Desjardins business centres
to complete the range of products and services
offered. By combining its traditional financing
and venture capital expertise, Desjardins
can support entrepreneurs seeking advice
and financing for their growth, succession
and acquisition projects.

Strategy

Through a service offering that complements
that of the Desjardins Business Centres,
and through its direct collaboration with
the Business Markets Executive Division,
Desjardins Venture Capital develops
and markets integrated capital-financing
products to support companies at every
stage in their development. It also
contributes to Desjardins Group’s goal
of becoming the leading partner of
businesses, particularly SMEs. 

To contribute even more directly to
the economic development of Québec,
it aims to manage other funds, which
will help it to realize its mission.

As part of the 2006-2008 Strategic Plan,
the following strategies will help Desjardins
Venture Capital achieve its vision:

• Achieve a level of performance that
provides access to institutional capital.

• Develop a real partnership with
entrepreneurs and support the growth
of each portfolio company.

• Create a Major Investments – Company
Buyout business segment to facilitate business
combinations as part of a consolidation plan
for certain industrialists in Québec. 

• Attract new customers by initiating major
transactions in collaboration with Business
Centres, the Business Markets Executive
Division and other Desjardins components. 

Outlook 

Thanks to highly-skilled team and by
developing a real partnership with entrepreneurs,
Desjardins Venture Capital will achieve a
level of performance that will give it access
to private institutional capital. 

Industry

After an 11% decline in investments in 2005,
Québec’s venture capital industry saw an
increase in activity in 2006. Investments in
Québec increased 9% to $603 million. During
the same period, activities for Canada as
a whole and in the U.S. remained relatively
stable. The life sciences sector was the most
active, receiving 44% of invested capital.
Investors appear to have regained their
confidence in software companies, as the
IT sector did not decline compared to 2005
thanks to investments totalling $217 million
in 2006.

2006 Achievements – Venture capital activities  

■ Set up four business units, which will allow Desjardins Venture Capital to show its skill as a manager and therefore attract other specialized
and sector-based funds. 

■ Deployed a business unit to meet the financing needs of cooperatives.

■ Launched Desjardins Privilege financing, a new product. A total of 18 transactions were carried out totalling $7.4 million.

■ Met DCRC regulatory requirements for investments.

■ DCRC invested $20 million in Desjardins – Innovatech. S.E.C. and expanded the range of eligible business segments.

■ Took part in the creation of 19 regional economic intervention funds (FIER).

■ Took strategic action with the federal government to create two regional partnerships.

■ Secured new commitments of $132 million in 178 businesses, bringing the number of portfolio companies to 274 and helping to create
or maintain close to 29,000 jobs. 

■ Desjardins Venture Capital L.P. distributed $40 million in capital to the caisses ($50 million in 2005).

■ Desjardins Venture Capital declared its first dividend in the amount of $3 million. 

TABLE 8 DESJARDINS ASSET MANAGEMENT 

Selected data for the year ended December 31
(in millions of $) 

2006 2005 2004

Fee income $ 87 $ 68 $ 61
Operating expenses 63 39 35
Net earnings 17 21 20
Assets under management 46,671 35,754 26,329
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Moreover, the participation of U.S. and
foreign funds continued to be noteworthy
since these funds normally participate in
larger transactions. This helped increase
the average transaction amount, which was
$3.4 million per investment in 2006 compared
to $2.1 million in 2005. 

The gradual implementation of regional
economic intervention funds (FIER) continued
in 2006. The investments made by FIER Partners
in specialized funds are starting to pay off.
Although companies at a more advanced stage
of development are still the most attractive to
investors, there appears to be a growing interest
in start-up companies. Investment activity
in start-ups has almost doubled, going from
$55 million in 2005 to $108 million in 2006. 

Montréal still attracted the lion’s share of
investment in Québec. Close to three-quarters
of investments were made in Montréal
compared to 64% in 2005.

Québec also attracted a large share of available
venture capital, with more than 67% of Canadian
funds. These amounts, when combined with
the increase in average investments, bode well
for Québec businesses in 2007.

Analysis of the financial results  

DVC’s investment and reinvestment activities
translated into commitments totalling
$132 million in 178 companies and cooperatives
in Québec. Commitments relating to DCRC
and Desjardins – Innovatech, S.E.C. represented
more than 95% of investment activity; the
financial data for these two funds do not
appear in Desjardins Group’s books. Capital
invested amounted to $364 million, an
$11 million increase over 2005. This slim
increase is mainly attributable to the disposal
of investments totalling $67 million.  

As at December 31, 2006, the assets of DVC’s
nine funds under management were $778 million
compared to $750 million a year earlier. This
represents 3.7% growth compared to 13.3%
growth in 2005. The slower growth in assets
under management in 2006 was primarily
attributable to the annual capital-raising carried
out by DCRC, which resulted in only $79 million
in 2006 compared to $100 million in 2005.
This company’s funds now represent 84.3%
of the funds under management. The disposal
of several investments held by Desjardins Venture
Capital, L.P. also made it possible to distribute
$40 million in capital to the caisses in 2006
($50 million in 2005), which reduced the assets
under management of the Desjardins Group
funds by an equivalent amount. 

DVC’s ratio of operating expenses to average
assets under management dropped from 3.0%
in 2005 to 2.6% in 2006. It will be important
for DVC to reduce this ratio to below 2.5%
in the coming years since the billing rate for
DCRC’s management fee income will decline
from 3.0% to 2.5% for the year following that
in which total assets will reach $750 million. 

Since spring 2004, the portfolio held by
Desjardins Venture Capital, L.P. began a
disinvestment phase. In addition, since the
beginning of 2006, the six regional funds of
Desjardins Capital de développement no longer
participate in new investment activity, which
explains why investments made in 2006 for
Desjardins Group funds totalled only $7 million
compared to $13 million in 2005. A new
investment policy was adopted at the end
of 2006 and investment activity for the
regional funds should resume in 2007.

■ Other

The results of various consolidation adjustments
not reflected in the various business segments
show net losses of $31 million in 2006,
$40 million in 2005 and $29 million in 2004.
These adjustments include the recording
of the inter-company pension expense and
the consolidation of investment companies
identified as variable interest entities.

TABLE 9 DESJARDINS VENTURE CAPITAL – ASSET MANAGEMENT ACTIVITIES 

Selected data for the year ended December 31
(in millions of $ unless indicated otherwise) 

2006 2005 2004

Assets under management 
Desjardins Group $ 96 $ 133 $ 179
Third parties 682 617 483

Total $ 778 $ 750 $ 662

Number of business partners 274 217 176
Capital invested $ 364 $ 353 $ 299
Management fee income for the year $ 23 $ 23 $ 20
Ratio of operating expenses: average assets under management for the year 2.6 % 3.0 % 2.9 %

TABLE 10 DESJARDINS GROUP FUNDS UNDER MANAGEMENT(1)

Selected data for the year ended December 31
(in millions of $)

2006 2005 2004

Investments, on the books $ 70 $ 108 $ 163
Equity 95 133 178
Investments paid out 7 13 12
Proceeds on the disposal of investments 47 70 28
Net earnings 2 — 2

(1) The Desjardins Group funds under management include Desjardins Venture Capital, L.P. as well as the six regional funds of Desjardins Capital de développement. 
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REVIEW OF THE RESULTS3.1

ANALYSIS OF THE
COMBINED FINANCIAL
STATEMENTS3

TOTAL INCOME

• Improvement in total income by $327 million or 3.6%.

• Net interest income remained steady in a context of strong business volume growth.

• Increase in net insurance premiums of $141 million or 4.0%.

• Result for other income comparable to 2005.

HIGHLIGHTS

TABLE 11 TOTAL INCOME

For the year ended December 31
(in millions of $ and as a %)

2006 2005 2004

Net interest income $ 3,081 32.8 % $ 3,034 33.4 % $ 2,882 34.0 %
Net premiums 3,688 39.2 3,547 39.1 3,263 38.6
Other income 2,629 28.0 2,490 27.5 2,319 27.4

$ 9,398 100.0 % $ 9,071 100.0 % $ 8,464 100.0 %
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Total income consists of net interest income, net
insurance premiums and other income. At the
end of 2006, total income was $9,398 million,
up $327 million or 3.6% relative to 2005.

Net interest income reached $3,081 million,
a performance comparable to that of 2005.
Despite a significant increase in financing
activities during the year, the low-interest-rate
environment dampened the favourable impact
of this new business on net interest income.

The increase in net insurance premiums resulted
from business growth, particularly in the area
of group insurance in which Desjardins Group
made headway outside Québec.

In 2006, other income stood at $2,629 million,
comparable to the year-earlier period. Favourable
factors include the growth of 24% in lending
fees and credit card service revenues owing
to the 38.6% growth in business volume of
Desjardins Card Services. Furthermore, income
from brokerage, investment fund and trust

services grew $86 million or 17.5% due to
steady growth in investment funds outstanding
and to an increase in securities brokerage
commissions. These favourable elements were
nevertheless offset by a decrease in income from
trading and investment activities of $87 million
or 9.0%, mainly due to non-recurring gains
recognized in 2005 and to lower values and
returns in investment portfolios.

Net interest income

As presented in Note 25 to the Combined
Financial Statements, which presents segment-
by-segment information, net interest income
comes exclusively from the Personal and
Commercial segment. The following analysis
and comments deal only with this segment. 

Net interest income is the difference between
interest income earned on assets (such as loans
and securities) and the interest expenses related
to liabilities (such as deposits, borrowings,
and subordinated debentures). It is affected by
interest rate fluctuations, fund supply strategies,
and by the composition of interest-bearing
or non-interest-bearing financial instruments. 

Table 12 provides a detailed breakdown
of the change in net interest income of the
Personal and Commercial segment, showing
the changes for the main asset and liability
classes. Table 13 shows in detail how changes
in volume and interest rates of the different assets
and liabilities impacted the interest spread. 

The Personal and Commercial segment
ended fiscal 2006 with net interest income
of $3,091 million, comparable to the
$3,048 million reached at the end of
the previous year. However, expressed as
a percentage of average assets, this financial
intermediation net margin declined
19 basis points.

The economic climate for the first six months
of 2006 was characterized by a sustained,
175-basis-point rise in the average prime rate.
This increase in the short-term interest rate,
which began in fall 2005, negatively impacted
the financial intermediation net margin, as it
made the cost of fund sources climb at a faster
pace than income from credit activities.

The structural and permanent nature of
declining interest rates affected the net interest
margin negatively and in a recurring manner
due to investments that generated substantial
income during the period of 1998-2005 and
that matured in such a rate context. Finally,
there was a growing interest in institutional
funds, which made financing costs higher. 

The favourable change in interest income of
$504 million or 10.3% is explained in Table 13
by the sharp rise in the average volume of
credit activities. Specifically, sustained growth
in business led to a $6.4 billion or 8.3%
increase in the loan portfolio. To summarize,
the $6.1 billion or 6.9% growth in the average
volume of interest-bearing assets had the
effect of adding $373 million, while the gain
of 18 basis points in the average return on
these assets resulted in a $131 million rise
in interest income.

Interest expenses stood at $2,291 million,
a significant increase of $461 million or
25.2% over 2005. Growth of $5.5 billion or
6.7% of our supply of funds through deposits,
borrowings, and subordinated debentures
added only $139 million in additional interest
charges, while the increase of 39 basis points
of the average cost of these fund sources
pushed interest expense up by $322 million. 

Despite the slowdown in the housing sector
(decline in housing starts and home resales),
Desjardins Group’s residential mortgage loans
outstanding, which totalled $52.5 billion
($48.5 billion in 2005), rose 8.2% or
$4.0 billion. Of this amount, $13.5 billion
was associated with residential mortgage
loans insured by the Canadian Mortgage and
Housing Corporation, representing enormous
potential from a perspective of safe growth
management and sound diversification of
funding sources. Desjardins hopes to make
this source of financing available to credit
unions outside Québec. Finally, in 2006,
loans totalling $1,263 million were securitized
through the Canada Housing Trust.

Net interest income

Net premiums

Other income
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TABLE 12 NET INTEREST INCOME ON AVERAGE ASSETS AND LIABILITIES(1)

Personal and Commercial segment

For the year ended December 31 
(in millions of $ and as a %)

2006 2005

Average balance Interest Average rate Average balance Interest Average rate

Assets
Interest-bearing assets

Securities, cash and deposits 
with financial institutions $ 11,291 $ 388 3.44 % $ 11,567 $ 330 2.85 %

Loans 83,625 4,994 5.97 77,248 4,548 5.89

Total interest-bearing assets   94,916 5,382 5.67 88,815 4,878 5.49
Other assets 4,792 — — 3,843 — —

Total assets $ 99,708 $ 5,382 5.40 % $ 92,658 $ 4,878 5.26 %

Liabilities and equity
Interest-bearing liabilities

Deposits $ 85,795 $ 2,219 2.59 % $ 80,137 $ 1,747 2.18 %
Borrowings and subordinated debentures 1,376 72 5.23 1,531 83 5.42

Total interest-bearing liabilities 87,171 2,291 2.63 81,668 1,830 2.24
Other liabilities 5,848 — — 5,004 — —
Equity 6,689 — — 5,986 — —

Total liabilities and equity $ 99,708 $ 2,291 2.30 % $ 92,658 $ 1,830 1.97 %

Net interest income $ 3,091 $ 3,048

As a percentage of average assets 3.10 % 3.29 %

(1) The difference between the average assets in the Personal and Commercial segment according to Table 3 and this table is due primarily to the loans and deposits concluded with entities of the other segments,
which have been eliminated in the combined results. In addition, the average balance in the Personal and Commercial segment is established by excluding securities loans and the impact of the consolidation
of investment companies that are variable interest entities.

TABLE 13 IMPACT ON NET INTEREST INCOME OF CHANGES IN BALANCES AND RATES

Personal and Commercial segment

For the year ended December 31  
(in millions of $ and as a %)

2006-2005 Increase (decrease)

Change in Change in Average Average
average volume average rate Interest volume rate

Assets
Securities, cash and deposits with financial institutions $ (276) 0.59 % $ 58 $ (8) $ 66 
Loans 6,377 0.08 446 381 65

Change in interest income $ 504 $ 373 $ 131 

Liabilities
Deposits $ 5,658 0.41 % $ 472 $ 147 $ 325 
Borrowings and subordinated debentures (155) (0.19) (11) (8) (3)

Change in interest expenses $ 461 $ 139 $ 322 

Change in net interest income $ 43 $ 234 $ (191)
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Net premiums

Growth in net premium income (insurance and
annuity premiums from life and health insurance
and general insurance activities) contributed
to total revenue growth. Net premiums grew
$141 million or 4.0% over 2005 to $3,688 million
as at December 31, 2006. This growth in net
premiums resulted from business growth
in the insurance subsidiaries. 

Life and health insurance activities, carried
on by Desjardins Financial Security, produced
insurance and annuity premiums of $2,438 million
compared to $2,300 million in 2005, an increase
of 6.0%. In terms of sales of annualized life
insurance premiums, this subsidiary outperformed
the market in both individual and group
insurance. The growth at Desjardins Financial
Security was particularly strong in group
insurance, where premium volume including
administered premiums reached $1,745 million,
a 9.5% increase that was attributable to the
signing of major contracts outside Québec.
The volume of premiums collected from group
insurance products made available to members
through Desjardins Group grew 6.5%, while
the volume of individual insurance premiums
rose 3.3%, to $374 million. This growth
stemmed in large part from a 16.9% increase
in the number of in-force contracts sold by
financial security advisors assigned to the
Desjardins caisses. In addition, the volume
of premiums on products marketed and
distributed without an intermediary stood
at $52 million, up $4 million from 2005.

In 2006, gross premiums written by the
general insurance segment, through Desjardins
General Insurance Group, rose 0.5% compared
to 2005, to $1,412 million. The volume of
premiums sold in the network of Desjardins
caisses climbed to $665 million from $654 million
reported in 2005. Sales made with groups
amounted to $645 million for 2006, as compared
to $636 million reported for 2005. Net premiums
earned in the general insurance segment stood
at $1,376 million, a 0.7% increase over 2005.

Other income

Other income stood at $2,629 million
for 2006, up $139 million or 5.6% from 2005.
The proportion of other income to total income
was 28.0% in 2006 compared to 27.5%
in 2005.

Income from service charges on deposits and
payments also rose in 2006, in large part due
to the introduction of a new price structure
in July 2006.

Income derived from lending fees and credit
card revenues, consisting mostly of revenues
from various payment solutions offered by
Desjardins Card Services, totalled $326 million
in 2006, up 24.0% from 2005. This growth
stemmed from the user-friendliness of the
Group’s card payment solutions as well as
a change made to the innovative service offer
to merchants. Business volumes at Desjardins
Card Services jumped 38.6% to $34.9 billion,
and the number of cards in circulation reached
3.6 million as at December 31, 2006.

Income drawn from brokerage, investment fund
and trust services grew $86 million or 17.5%
compared to 2005, due in part to sustained
growth in Desjardins Funds outstanding – 24%
for the year – to over $10 billion in assets at
the end of 2006. Also relevant was Desjardins
Funds’ performance in net sales, which stood
at $1.2 billion for 2006, a level comparable
to 2005. The increase was also due to commission Life and health insurance

General insurance
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(1) The difference between total results and total business
segment results is due to intersegment transactions.

TABLE 14 OTHER INCOME 

For the year ended December 
(in millions of $ and as a %) 

2006 2005 2004

Deposit and payment service charges $ 447 $ 417 $ 402
Lending fees and credit card service revenues 326 263 229
Brokerage, investment fund and trust services 577 491 407
Trading and investment activities 878 965 941
Other 401 354 340

$ 2,629 $ 2,490 $ 2,319

Growth in other income 5.6 % 7.4 % 24.9 %

Other income as a % of total income 28.0 % 27.5 % 27.4 %



income generated from the sale of Desjardins
Funds and external funds, the implementation
in 2005 of multi-management funds and an
increase in alternative products outstanding sold
by the Desjardins caisse network. Higher “other
income” was also due to securities brokerage
underwriting commissions (online brokerage
and equity capital markets). Desjardins Securities
conducted close to 2,004,000 transactions on
behalf of clients in 2006, up 22% from 2005.

Income from trading and investment activities,
consisting mainly of investment income generated
by insurance subsidiaries, was $878 million
for 2006, down $87 million or 9.0% from
the previous year. This was due in part to a
reduction in the value of investment portfolios
and lower returns on bond investments. As part
of investment strategies and the use of derivative
products for asset-liability management, for

which revenues are recorded as trading and
investment activities rather than as net income,
the lower results reported for 2006 were also
due to certain non-recurring gains recorded
in 2005 that stemmed from a smaller normative
liquidity portfolio, among other things.

Income reported as “Other” grew $47 million
or 13.3% in 2006, to $401 million. This
increase was due in large part to the mortgage
securitization program, which began at
the end of 2005 and continued successfully
throughout 2006.
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1.

2.

3.

4.

5.
SOURCES OF OTHER INCOME
For the year ended December 31, 2006

1. 17.0% Deposit and payment service charges

2. 12.4% Lending fees and credit card service revenues

3. 21.9% Brokerage, investment fund and trust services

4. 33.4% Trading and investment income

5. 15.3% Other

CLAIMS, BENEFITS, ANNUITIES AND CHANGES IN INSURANCE PROVISIONS

• Expenses for claims, benefits, annuities and changes in insurance provisions remained quite stable at $3,342 million
as at December 31, 2006, compared to $3,252 million in the previous year.

HIGHLIGHT

M$

Growth as a %
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CLAIMS, BENEFITS, ANNUITIES AND CHANGES
IN INSURANCE PROVISIONS 

(M$ and as a %)

In life and health insurance, Desjardins
Financial Security posted expenses of $2.4 billion,
up $92 million or 4.1% over 2005 to cover
insurance benefits, annuities and other payments
to insureds. This increase resulted primarily
from the growth in group business in recent
years and the increase in benefits paid out,
especially for health and disability insurance.
The year 2006 was also marked by fewer
buy-backs of savings products than in 2005.

For general insurance, Desjardins General
Insurance Group incurred an expense of
$1.0 billion (identical to 2005), which represents
claims experience of 71.3% (71.9% in 2005).
Despite some major events in Québec, most
of which were caused by bad weather,

the claims experience for home insurance
improved thanks to initiatives in coverage
for water damage. Claims experience related
to business insurance also declined thanks to
the favourable change in provisions for claims in
the previous years and to a lower cost of claims.
On the other hand, the rise in claims experience
in auto insurance reduced the effects of these
declines because of both lower rates and changes
in claims of previous years that were less
favourable in 2006 than in 2005.
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NON-INTEREST EXPENSES

• Non-interest expenses rose by $301 million or 7.1% to total $4,513 million as at December 31, 2006.

• The Group’s productivity ratio declined to 74.5% from 72.4% in 2005.

HIGHLIGHTS

TABLE 15 NON-INTEREST EXPENSES  

For the year ended December 31    
(in millions of $ and as a %) 

2006 2005 2004

Salaries and fringe benefits
Salaries $ 1,807 $ 1,729 $ 1,640
Fringe benefits 464 375 344

2,271 2,104 1,984

Premises, equipment and furniture, including amortization
Technology 84 86 82
Depreciation 144 135 135
Other 145 148 121

373 369 338

Outsourcing of processing services 315 315 295

Communications 237 228 212

Other
Business and capital tax and deposit insurance premiums 158 156 146
Donations and sponsorships 64 58 52
Employee training 31 32 35
Deposit-related expenses 47 44 46
Commissions 253 245 210
Other personnel-related expenses 66 58 51
Other 698 603 524

1,317 1,196 1,064

Total non-interest expenses $ 4,513 $ 4,212 $ 3,893

Productivity ratio – Desjardins Group(1) 74.5 % 72.4 % 70.9 %

(1) The productivity ratio is non-interest expenses over total income of Desjardins Group, net of claims and insurance benefits.
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Non-interest expenses stood at $4,513 million
compared to $4,212 million in 2005, for an
increase of $301 million or 7.1%. This increase
is mainly due to a $167 million or 7.9% rise
in salaries and fringe benefits and $121 million
or 10.1% increase in other expenses.

The productivity ratio (non-interest expenses
over total income, net of insurance claims
and benefits) came to 74.5% for 2006, down
from the ratio of 72.4% achieved in 2005.

This decline is due in particular to substantial
gains that inflated the results for 2005 and
to an increase in operating expenses, including
expenses for fringe benefits, and pressure
on the net interest spread.

Salaries and fringe benefits

Expenses incurred for salaries and fringe
benefits grew by $167 million or 7.9% to total
$2,271 million as at December 31, 2006. This
item represents 50.3% of Desjardins Group’s
total non-interest expenses compared to 50.0%
in 2005.

Base compensation totalled $1,807 million,
an increase of 4.5% over the amount of
$1,729 million recorded in 2005. This increase
of $78 million is attributable to the annual
indexation of salaries and to the hiring of
additional personnel to support the growth
in business volume in financing activities.

The ratio of fringe benefits to total
compensation rose from 21.7% in 2005
to 25.7%. This increase comes from expenses
for employee future benefit plans that are
attributable to a drop in long-term interest
rates. Note 19 to the Combined Financial
Statements shows that expenses related
to defined benefit pension plans rose by
$70 million to total $250 million in 2006,

while the expenses of $46 million for
other pension plans remained approximately
the same.

In accordance with the Act respecting
the disclosure of the compensation received
by the executive officers of certain legal
persons, Desjardins Group publishes the
compensation earned by its five most highly
paid senior executives.

Table 16 below provides detailed information
on the individual remuneration paid
to these executives for the year ended
December 31, 2006.

Other expenses

At the end of 2006, expenses related
to premises, equipment and furniture
(including depreciation) totalled $373 million,
an amount similar to that of the previous year.

Fees incurred on partnership agreements for
the management of IT operations, together
with expenditures on communications (which
include telephony, advertising, messenger
services and stationery), also remained stable.

Other expenses came to $1,317 million,
up $121 million, or 10.1%, over 2005. Within
this category, miscellaneous expenses totalled

M$
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TABLE 16 THE FIVE MOST HIGHLY PAID SENIOR EXECUTIVES

Incentive plan(1) Other Other annual 
Salary Annual Long-term benefits benefits

Name and main responsibilities $ $ $ $ $

Alban D’Amours
President and Chief Executive Officer

Desjardins Group 1,025,112 495,760 (2) N/A (4)

Bertrand Laferrière
President and Chief Operating Officer

Fédération des caisses Desjardins du Québec 562,460 196,973 356,370(3) N/A (4)

Monique F. Leroux
Senior Executive Vice-President 

and Chief Financial Officer 
Desjardins Group 468,650 164,496 292,812(3) N/A (4)

Jean-Guy Langelier
President and Chief Operating Officer

Caisse centrale Desjardins 
Chief of the Treasury 

Desjardins Group 399,395 181,725 141,359(3) 60,000(5) (4)

Germain Carrière
President and Chief Operating Officer

Desjardins Securities 376,000 153,643 161,600(3) N/A (4)

(1) Amounts are paid in cash in the year following the year in which they are earned.
(2) As President and Chief Executive Officer of Desjardins Group, Mr. D’Amours has asked to be excluded from the long-term bonus plan.
(3) Participant in the integrated management incentive bonus plan, which combines short- and long-term bonuses. The bonus available under the plan is determined at the end of each year based on

the extent to which the objectives set at the beginning of the year have been met (annual) and on Desjardins Group’s overall performance (long-term). For a given year, 40% or 50% of the available bonus
is payable in cash, and the balance (long-term) is not vested and remains at risk based on the results of the Group. The bonus portion thus accrued but not earned is generally not paid out until death,
retirement, or disability.

(4) The personal benefits awarded to the senior executives over the course of the year did not exceed the lesser of 10% of their annual salary plus bonus, or $50,000.
(5) Related to his responsibilities as President and Chief Executive Officer of Desjardins Credit Union.
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$698 million, an increase of $95 million or
15.8% over 2005. This increase is attributable
to a combination of factors, including a rise
in expenses for the Desjardins Bonusdollars
Rewards Program and an increase in professional
fees related to various strategic projects.

Income and other taxes

Income taxes on surplus earnings include the
income taxes on the activities carried out by
Desjardins Group’s various entities.

Unlike most other financial institutions, which
are large public corporations, Desjardins Group
is a decentralized cooperative financial group
in which each of the entities that is a financial
services cooperative – primarily the caisses,

Caisse centrale Desjardins, the Fédération des
caisses Desjardins du Québec, the federation
in Ontario and Desjardins Credit Union – is
considered a private and independent company.
Each caisse is therefore subject to the tax
regulations applicable to private companies.
Legislation has made these regulations adaptable
to enable the caisses to accumulate a sufficient
general reserve to serve as a capital base for
the protection of members’ deposits. When
the general reserve reaches the level specified
in the legislation, the caisse is subject to the
same tax rates as those applicable to large
companies. Furthermore, the caisses are subject
to a tax on capital, based on a formula adapted
to cooperative financial organizations.

Moreover, most of the Desjardins Group
companies that are not financial services
cooperatives have public corporation status
and, as such, are subject to the tax regulations
that apply to public corporations.

Indirect taxes consist of income taxes and
taxes on capital, property and business taxes,
taxes on payroll and fringe benefits, the goods
and services tax (GST) and sales taxes. Indirect
taxes are included in non-interest expenses.

In 2006, the entities of Desjardins Group paid
close to $950 million in direct and indirect taxes.

Impaired loans

Loans are considered impaired when, in
management’s opinion, there is reasonable
doubt as to the collectibility of the principal
or interest. All loans 90 or more days past due
fall into this category, unless the loan is fully
secured or in the process of collection. Finally,
a loan is considered impaired when it is
contractually more than 180 days in arrears.

Having declined steadily over the past few years,
the volume of gross impaired loans experienced
a slight increase last year, going from $327 million
in 2005 to $350 million in December 2006,
which is still a historically low figure. These
results are primarily attributable to the economy’s
strong performance in recent years, combined
with sound management of loans, to a favourable
interest rate environment, and to the strength
of the real estate market (residential and
non-residential).

The net balance of impaired loans, which
is the gross amount less the specific provision
related to these loans, increased $21 million,
rising from $210 million at the end of 2005
to $231 million in December 2006. As Table 17
on page 60 shows, net gross impaired loans

outstanding now represent 0.26% of
the gross loan portfolio, a ratio that is similar
to that of 2005. 

We have maintained a very satisfactory
impaired loans ratio for 2006.

CREDIT QUALITY

• Gross impaired loans account for only 0.39% of the loan portfolio, the same ratio as in 2005.

• Ratio of credit losses of 0.16% in 2006 compared to 0.12% one year earlier.

HIGHLIGHTS
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Provisions for credit losses

When a loan has become impaired, the reduction
in carrying amount should be recorded in the
results for the period in which the impairment
is identified.

In 2006, Desjardins Group made a $139 million
charge for provisions for credit losses compared
to $96 million in 2005. This charge represents

0.16% of the average gross loans compared
to 0.12% in 2005.

Outlook 

Weakening economic conditions and, more
specifically, factors such as a rising dollar,
more intense global competition and the
slowdown in the real estate market could

affect certain industrial sectors and result in
an increase in impaired loans and provisions
in a portion of the portfolio.

Cumulative provision for credit losses

The cumulative provision for credit losses
in the balance sheet is sufficient to absorb
Management’s best estimate of risks related
to the loan portfolio, given its assessment
of economic conditions. It is decreased
by actual write-offs, net of recoveries,
and increased by provisions for credit losses
charged to the Combined Statements of Income.
In the Combined Balance Sheets, the cumulative
provision is deducted from the appropriate
assets and is made up of two components,
specific provisions and a general provision. 

Specific provisions

When Management identifies a loan as
impaired, the loan’s carrying value is adjusted
to reflect its estimated realizable value and

to determine if a specific provision should
be taken on the loan. No specific provision is
taken on credit card balances; they are written
off completely when no payment has been
received for a period of 180 days.

As at December 31, 2006, specific provisions
stood at $119 million ($117 million in 2005).
This balance represents 34.0% of the gross
impaired loan portfolio compared to 35.8%
in 2005.

General provision 

The general provision is sufficient to reflect
Management’s best estimate of provisions
for credit losses with regard to loans not
yet identified as impaired.

To determine the required level of the general
provision, Desjardins Group uses an internal
model to estimate the potential losses in the
loan portfolio, excluding impaired loans. It also
provides a risk estimate for each loan category,
taking into account portfolio changes over
time and the impact of the business cycle
on credit risk.

As at December 31, 2006, the general
provision totalled $605 million (unchanged
from 2005).

TABLE 17 IMPAIRED LOANS BY CATEGORY OF BORROWER

As at December 31 
(in millions of $ and as a %)

2006 2005 2004

Specified
Gross provisions Net 

Gross impaired for credit impaired Net impaired  Net impaired
loans loans losses loans loans loans

Residential mortgages $ 52,461 $ 70 0.13 % $ 11 $ 59 $ 58 $ 60
Consumer, credit card and other personal loans 15,377 74 0.48 32 42 36 34
Business and government 21,532 206 0.96 76 130 116 159

Total $ 89,370 $ 350 — $ 119 $ 231 $ 210 $ 253

As a percentage of gross loans — — 0.39 % — 0.26 % 0.25 % 0.33 %

TABLE 18 SPECIFIC COVERAGE RATIO(1)

As at December 31    
(as a %)

2006 2005 2004

Residential mortgages 15.7 % 17.1 % 24.1 %
Consumer, credit card and other personal loans 43.2 47.8 51.4
Business and government 36.9 38.3 36.9

34.0 % 35.8 % 36.9 %

(1) The specific coverage ratio is equal to the sum of the specific provisions for each of the impaired loans, divided by the total balance of impaired loans.
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REVIEW OF THE FINANCIAL SITUATION3.2

As part of its strategic and integrated financial
planning process, Desjardins Group created
a framework and set financial objectives that
would ensure sufficient and reliable levels of
performance. The Board of Directors of the
Fédération is responsible for directing, planning
and overseeing all of Desjardins Group’s financial
activities. The Board also receives support from
the Audit and Inspection Commission with
respect to some specific responsibilities related
to financial governance. Additional information
about this Commission is available on pages 139
to 140 of the Governance section. Furthermore,
the Desjardins’ Internal Audit structure and
the Desjardins Bureau for Financial Monitoring
and Enforcement, through their oversight roles,
support the financial governance framework.

The Board of Directors created an Asset/Liability
Committee, which consists of leaders from
the Desjardins Group’s strategic functions and
of experts from the Desjardins components. 

This Committee is coordinated by the Financial
Executive Division of Desjardins Group and
its role is to help the Strategic Management
Structure Committee to oversee the financial
management of Desjardins Group. 

Trend charts showing changes in financial
indicators, the progress of financial results,
the cash position, and capital management
are periodically prepared for the Asset/Liability
Committee and the Desjardins Strategic
Management Structure Committee.

The Financial Executive Division of Desjardins
Group is a strategic function whose main
mission to provide a financial framework for
Desjardins Group, help management and the
Audit and Inspection Commission to implement
financial governance throughout the entire
Desjardins Group and to report to the Board
of Directors, the Audit and Inspection Commission
and Management as part of their management
and oversight responsibilities. 

This Financial Executive Division also
provides the coordination required between
the Fédération and the subsidiaries regarding
all financial matters and matters involving
disclosures, accounting standards, economic
studies, financial planning and capital
management. It also assumes the operational
responsibility of Desjardins Group’s pension
fund. This Desjardins-wide coordination is
assumed by the various financial committees,
including the Asset/Liability Committee and
subcommittees on finances, accounting
standards and financial governance.   

Coordinating all of Desjardins Group’s
financial entities is crucial to sound balance
sheet and capital management, and this,
in a context where the rules are complex
and constantly changing.

Total assets

As at December 31, 2006, Desjardins Group
posted solid growth of $17 billion, bringing
its total assets to $135.1 billion. This represents
growth of 14.4% over 2005. A portion
of this increase, approximately $6.5 billion,
is attributable to a new accounting standard
on variable interests that was applied on
January 1, 2006 and that requires the
consolidation of variable interest entities.
Previously, these variable interest entities
had been recorded in the balance sheet at
fair value. Nonetheless, we can state with
confidence that Desjardins continued to grow
at a sustained pace in 2006 despite a slight
downturn in the demand for credit and
in savings recruitment.

The economies of Québec and Ontario
entered a phase of pronounced slowing
in 2006, with real gross domestic product
(GDP) growth of only 1.6% and 1.2%,
respectively. The likelihood of a recession
in 2007 remains remote, but we cannot
ignore the risks anticipated in the United States
and their potential consequences for Canada.
The labour market has suffered from significant
retrenchment in the manufacturing sector,
exports are slumping, and residential
construction continues to decline.

On the other hand, the strength of domestic
demand, especially consumer spending and
business investment, saved the day and allowed
a more serious deterioration in the economic
climate of Québec and Ontario to be averted.

BALANCE SHEET MANAGEMENT

• Desjardins Group's growth continued at a steady pace in 2006.

• Desjardins remained a leading force in residential mortgage financing in Québec, even succeeding in increasing
its market share to 38.7% in this highly competitive sector.

• In 2006, Desjardins sustained its momentum in the sale of investment funds and other securities.

HIGHLIGHTS
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TABLE 19 CONDENSED BALANCE SHEET  

As at December 31 
(in millions of $ and as a %)

2006 2005 2004

Assets
Cash and deposits with financial institutions $ 1,798 1.3 % $ 1,278 1.1 % $ 1,303 1.2 %
Securities brokerage 32,333 23.9 25,081 21.2 21,951 20.6
Securities borrowed or acquired under 

a reverse repurchase agreement 4,147 3.1 2,389 2.0 1,501 1.4
Loans 88,646 65.6 82,472 69.9 75,255 70.7
Other assets 8,202 6.1 6,873 5.8 6,483 6.1

$ 135,126 100.0 % $ 118,093 100.0 % $ 106,493 100.0 %

Liabilities and shareholders’ equity
Deposits $ 88,143 65.3 % $ 83,287 70.5 % $ 76,836 72.2 %
Other liabilities 30,968 22.9 25,313 21.5 20,673 19.4
Subordinated debentures 1,367 1.0 1,355 1.1 1,589 1.5
Non-controlling interests 6,095 4.5 233 0.2 235 0.2
Equity 8,553 6.3 7,905 6.7 7,160 6.7

$ 135,126 100.0 % $ 118,093 100.0 % $ 106,493 100.0 %

The results obtained by Desjardins Group
in 2006, in particular in the areas of financing,
wealth management, and the sale of life
insurance and general insurance, reveal that
it was able to capitalize on this business
climate which, all in all, remained favourable
to business development. In most sectors
in which it is active, Desjardins saw its market
share increase.

Savings recruitment activities

$4.9 billion growth in deposits

As at December 31, 2006, combined deposits
with Desjardins Group totalled $88.1 billion,
an annual increase of $4.9 billion or 5.8%.
At the end of 2005, growth had been
$6.5 billion or 8.4%, over the previous
year. Thus, savings recruitment dropped
off somewhat, owing to flagging growth
in deposits from individuals, business and
government. These deposits, which made
up 89.6% of deposit liabilities at the end
of 2006, rose by $3.2 billion (or 4.2%) to
reach $78.9 billion as at December 31, 2006,
compared to an increase of $5.5 billion
(or 7.8%) one year earlier. These deposits
constitute the primary source of financing
to support Desjardins’ expansion. 

The other sources of funds, which largely
involve securities issuances on financial
markets, represented a mere 10.4% of
Desjardins Group’s deposit liabilities at the
end of 2006. These deposits amounted to
$9.2 billion as at December 31, 2006, an
increase of $1.6 billion or 21.7% over 2005. 

The corresponding amount was $995 million
or 15.1% the previous year. Further information
on the state of cash flows, sources of financing
and Desjardins’ liquidity risk management
policies can be found on pages 70 and 75.

Personal savings represent 71.1% 
of deposit liabilities

Personal savings 

Of the levers available to Desjardins Group for
funding its expansion, savings from individuals
have always been the preferred choice. They
represented 71.1% of deposit liabilities as
at December 31, 2006, a level similar to that
of 2005 (71.2%). The more stable nature of
personal savings, the heterogeneous profile
of savers (age, sex, income, and place of
residence), as well as their generally low
acquisition cost, make this source of financing
a development tool that is greatly valued
by all financial institutions.

As at December 31, 2006, amounts outstanding
of personal savings totalled $62.7 billion,
an increase of $3.4 billion or 5.7% in one year
compared to an increase of $4.2 billion or 7.7%
a year earlier. Of the three broad categories

of deposits offered by the Group (see Table 20),
the fixed-term savings category is the most
important. This type of savings increased by
$2.7 billion or 6.7 % annually to reach $43.8
billion as at December 31, 2006. The previous
year, growth had been $2.6 billion or 6.9%. At
the end of 2006, fixed-term savings amounted
to 68.5% of total savings entrusted to
Desjardins Group over the years.

Despite fierce competition in the personal
savings market, Desjardins Group has managed
to carve out a coveted position for itself. As
at December 31, 2006, Desjardins held 44.4%
of all personal savings in Québec, a respectable
1.0% rise over the previous year.

1.

2.

3.
COMPOSITION OF THE DEPOSIT PORTFOLIO
As at December 31, 2006

1. 71.1% Individuals

2. 18.5% Businesses

3. 10.4% Other
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Over $35 billion in off-balance sheet
savings products

In 2006, activity on Canada’s stock exchanges
was considerably more subdued than in 2005.
When markets closed last December 29, the
Toronto Stock Exchange’s S&P/TSX Index had
risen by an annualized rate of 14.5%. In 2005,
the corresponding value was 21.9%. Despite
this climate, which was less conducive to
the sale of off-balance sheet savings products
such as investment funds and other securities,
Desjardins Group continued to consolidate
its presence in these areas in 2006. Assets
administered or under management of
off-balance sheet savings products posted
an annual growth of $4.9 billion or 15.8% as
at December 31, 2006, totalling $35.5 billion.
The previous year, this growth had been
$4.8 billion, or 18.4%.  

Financing activities

Desjardins’ growth remained steady

Desjardins Group offers a broad range of
highly competitive financing products to meet
the growing needs of its members and clients.
Clearly, changes in economic conditions have
a profound impact on financing activities; in
this regard, the year 2006 was characterized by
an economic downturn in Québec and Ontario.
Nonetheless, Desjardins, which has solid roots
in Québec as well as in some regions of Ontario
and elsewhere in Canada, managed to fare
very well. Thanks to the dynamism it brings
to socio-economic development wherever it is
present, Desjardins Group obtained results that
are comparable to those it posted in 2005.

As at December 31, 2006, Desjardins Group’s
portfolio of loans, net of the cumulative provision
for credit losses, amounted to $88.6 billion,
an annual increase of $6.2 billion or 7.5%.
The corresponding amount was $7.2 billion
or 9.6% one year earlier. A large part of this
decline was attributable to the securitization
of $1,263 million in residential mortgages,
which took away approximately 1.5% from
the growth of Desjardins’ financing activities
in 2006. The securitization program implemented
by Desjardins Group is complementary to
the usual methods of raising funds.

As Table 21 reveals, loans to individuals account
for more than 75.9% of Desjardins Group's
portfolio. This includes residential mortgages
as well as consumer, credit card and other
personal loans. As at December 31, 2006,
these loans amounted to $67.8 billion,
representing growth of $4.9 billion or 7.8%
in one year. As at December 31, 2005, the
corresponding amounts were $6.2 billion
and 11.0%. Like the Group’s overall portfolio,
the difference between the 2006 and 2005
results is largely explained by the impact
of the securitization program. 

The other part of the total loan portfolio
consists of loans to businesses, more specifically
farm loans and commercial and industrial
credit, as well as loans to various levels of
government. At the end of 2006, these loans
totalled $21.5 billion, up $1.3 billion or 6.2%
in one year ($950 million or 4.9% in 2005).

The management of risk, especially credit risk,
is a core concern of Desjardins Group, as it
is for all large financial institutions throughout
the world. Desjardins’ financing activities are
framed by the most rigorous management
practices, which are described in detail in the
“Risk Management” section on pages 73 to 76.

In addition, a brief analysis by major category
of borrower and by sector of economic activity
can be found on the next page.

On-balance sheet savings
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TABLE 20 DEPOSITS

As at December 31 
(in millions of $ and as a %)

2006 2005

Demand Notice Fixed-term
deposits deposits deposits Total Total

Individuals $ 15,568 $ 3,262 $ 43,820 $ 62,650 71.1 % $ 59,291 71.2 %
Business and government 8,576 230 7,476 16,282 18.5 16,428 19.7
Deposit-taking institutions and other 144 — 9,067 9,211 10.4 7,568 9.1

$ 24,288 $ 3,492 $ 60,363 $ 88,143 100.0 % $ 83,287 100.0 %
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Residential activity continues
downward in 2006

Residential mortgages

Once again, residential construction declined
in 2006, both in Québec and Ontario. In
Québec, the housing inventory increased
by 47,877 new units, or 6.0% less than the
50,910 new dwellings built during the previous
year. The downturn was equally pronounced
in Ontario, where housing starts fell by 6.8%
from 78,795 units in 2005 to a level of 73,417.

In the resale market for existing houses,
the numbers were down in Ontario in 2006.
The Multiple Listing Service (SIA-MLS) tallied
194,793 real estate transactions, a 1.1% decline
from the year 2005 (197,007 sales). Québec,
on the other hand, stood out in this area in 2006,
with a record number of 72,520 transactions
counted by the SIA-MLS – 2.6% more than
the previous peak of 70,649 sales in 2005.
The slowdown in residential housing also
had an impact on the growth in the average
selling prices of houses. Annual growth rates
of over 10% observed in Québec between 2002
and 2004 were halved in 2005, a trend that
persisted in 2006—though price increases

remained above the inflation rate. The dynamism
of the resale market continued to stimulate
spending on renovations.

Despite a less buoyant housing market,
Desjardins Group was able to capitalize
on business opportunities that nonetheless
remained quite interesting. The residential
mortgage portfolio grew by $4.0 billion
or 8.2% to a total of $52.5 billion as at
December 31, 2006. At the end of 2005,
this growth was $5.2 billion or 12.0%.
As mentioned above, the gap between
the 2006 and 2005 results is partly attributable
to the securitization program. Despite the

TABLE 21 LOANS BY CATEGORY OF BORROWER  

As at December 31 
(in millions of $ and as a %)

2006 2005

Residential mortgages $ 52,461 58.7 % $ 48,505 58.3 %
Consumer, credit card and other personal loans 15,377 17.2 14,411 17.3
Loans to businesses(1) 20,242 22.6 19,079 22.9
Loans to government 1,290 1.5 1,199 1.5

89,370 100.0 % 83,194 100.0 %
Cumulative provision for credit losses (724) — (722) —

$ 88,646 — $ 82,472 —

Loans guaranteed by governments and other public 
and parapublic institutions included above $ 22,460 — $ 21,926 —

Loans guaranteed by governments and other public 
and parapublic institutions as a percentage of total gross loans 25.1 % — 26.4 % —

Loans to individuals as a percentage of total gross loans 75.9 % — 75.6 % —

(1) The breakdown of loans to businesses by sector of economic activity is presented in Table 22.

TABLE 22 LOANS TO BUSINESSES BY ECONOMIC SECTOR OF ACTIVITY  

As at December 31 
(in millions of $)

2006 2005

Agriculture and related services $ 4,893 $ 4,705
Retail trade 1,346 1,261
Wholesale trade 545 517
Education 1,247 1,327
Lodging and restaurants 736 672
Real estate 2,789 2,596
Construction industries 918 845
Manufacturing industries 1,500 1,509
Financial intermediaries 1,923 1,649
Fishing, forestry and mining 272 294
Health and social services 317 211
Service companies 1,337 1,307
Telecommunications and public services 355 139
Transportation and storage 644 617
Other sectors 1,420 1,430

$ 20,242 $ 19,079
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intense rivalry between financial institutions
in this highly competitive industry, Desjardins’
market share in Québec grew by 0.1% to
38.9% in 2006, while it also rose by 0.1%
in Ontario to reach 1.0%. Thanks to its supply
of credit in this area, which is among the most
competitive, and its ongoing desire to help
members and clients attain homeownership,
Desjardins Group has become a key player
in this sector.

Consumer, credit card and other
personal loans

The growth in household spending on durable
goods waned in Québec and Ontario in 2006,
especially as pertains to automobiles. Conversely,
purchases of furniture, electronics, and appliances
have increased, attesting to the vigour of the
housing market in recent years. Desjardins
Group posted good results in the area of
consumer, credit card and other personal loans.
The amount of this type of loan outstanding
was $15.4 billion as at December 31, 2006, an
increase of $966 million or 6.7% over one year.
A year earlier, the corresponding values were
$1.0 billion and 7.8%. At the end of 2006,

Desjardins Group’s market penetration in
this sector was evaluated at 23.2% in Québec
and 0.4% in Ontario.

Loans to businesses

Businesses pursued their modernization
efforts in 2006. Investment expanded by 2.5%
in Québec and 7.6% in Ontario, including a
surge of 4.4% (Québec) and 8.7% (Ontario)
in machinery and equipment. Confronted with
an urgent need to improve their competitiveness
due to a rapidly rising Canadian dollar and
increasingly fierce competition from abroad,
especially from China, companies had to
fast-track the refurbishing of their facilities
in order to boost productivity. The rising
Canadian dollar had a negative impact on the
competitiveness of businesses, but it did allow
them to purchase machinery and equipment
from the United States at a lower cost. It is
therefore not surprising to see that the financing
needs of businesses remained high in 2006.

Thanks to the presence of Desjardins business
centres throughout Québec and in certain
regions of Ontario, among other reasons,
Desjardins Group was able to effectively meet
the needs of many small and medium-sized
enterprises (SME) and even some larger ones –

covering all sectors of economic activity. As at
December 31, 2006, the portfolio of loans to
businesses, including commercial and industrial
credit as well as farm loans, amounted to
$20.2 billion, up $1.2 billion or 6.1% over 2005.
This increase had been $1.1 billion or 5.9%
one year earlier. At the end of 2006, Desjardins
Group’s market share in Québec was 24.4%
in commercial and industrial credit and a little
less than 50.0% in the SME sector.

For farm loans, Desjardins Group is the
uncontested leader in Québec, with a market
share of 42.3% as at December 31, 2006.
Over the course of recent years, farmers in
Québec and Ontario have moderately reduced
their investment expenditures, which translates
into a somewhat lower demand for credit.
At the end of 2006, the value of the Desjardins’
farm loan portfolio was $4.9 billion following
on an annual increase of $188 million or 4.0%.
The preceding year, annual growth had totalled
$148 million or 3.2%.

As shown in Table 22, credit for agriculture
and related services constitutes Desjardins
Group’s largest single category of loans to
businesses (24.2%). Real estate and financial
intermediaries account for 23.3% of the
portfolio of loans to businesses, or a little
more than $4.7 billion. This item grew by
11.0% in 2006. Four other large industries –
construction, wholesale trade, retail trade
and manufacturing – represent 21.3% of this
portfolio. In these sectors, growth reached
4.3% in 2006.

Loans to government

Desjardins Group is also a preferred partner
of various levels of government. As at
December 31, 2006, loans in this area
amounted to $1.3 billion, for an annual
increase of $91 million or 7.6%. As at
December 31, 2005, we posted a decline
of $109 million, or 8.4%. A substantial
share of the loans that Desjardins provides
to governments consists of credit margins,
which can fluctuate somewhat over the course
of a year. Finally, financing to municipalities
occupies a central place in the portfolio
of loans to government.
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Capital management is the responsibility
of the Fédération’s Board of Directors. To help
them with this task, they have mandated
the Asset/Liability Committee to ensure that
Desjardins Group has a sufficient and reliable
capital base. The Financial Executive Division
of Desjardins Group is responsible for preparing,
with the help of the components, a capitalization
plan that sets and updates capital objectives
and targets for all of Desjardins Group. 

The current situation, and that forecasted for
the duration of the strategic plan, shows that
Desjardins has an excellent capital base overall
and, therefore, has ample room to manoeuvre
for its development.

Analysis of the results

At the end of 2006, Desjardins’ equity was
$8.5 billion, up 9.1% over the previous year.
Its Tier 1 capital ratio, which is the best
indicator of financial solidity, was 14.18% of
the risk-adjusted assets. This ratio represents
one of the highest in the Canadian banking
industry and is greater than our minimum
target of 13.0%.  

The goal of capital management at Desjardins
Group is to ensure that a sufficient level
of high-quality capital is maintained for the
following reasons: to provide ample room
to manoeuvre for its development, to maintain
a favourable credit rating and to maintain the
confidence of depositors and financial markets.
A high level of Tier 1 capital confirms the
quality and quantity of capital.

The total capital ratio was 14.33% of risk-
weighted assets, which is greater than our
12.5% minimum target. In 2006, capital growth
was primarily attributable to an increase in the
reserves of caisses. The various components
of the capital are presented in Table 24
on page 68.

Over the course of the year, risk-weighted
assets climbed 7.0%, reaching $59.3 billion.
Desjardins Group continues to practice
controlled growth of risk assets and uses
the appropriate mitigation measures to reduce
these risks as much as possible. Table 25
on page 69 lists the components of the
risk-adjusted assets.

Maintaining a solid and favourable
capital structure

As in the past, in 2006 Desjardins’ equity growth
was almost exclusively attributable to capital
generated by the caisses and other Desjardins
Group entities. Tier 2 capital shares, issued
outside of the network, were maintained
at the same level as last year.

This practice of self-capitalization will be
maintained in the coming years. The development
of a program to offer patronage dividends in
the form of shares, which will allow members
to participate more actively in the capitalization
of their caisse, is in the process of being
implemented in most caisses. Once the program
is launched, caisse members will be able to
convert a portion of the patronage dividends
they receive at year end into shares and according
to their use of caisse products and services.
Beginning in 2007, this program will have
a gradual effect on the capital structure
of the caisses and the network.

Minimum ratios 

The minimum capital ratio recommended for
compliance with the regulatory requirements
of the Bank for International Settlements and
to be ranked as a well-capitalized institution is
8%. In addition, Tier 1 capital must represent
at least half of the total ratio.

The Office of the Superintendent of Financial
Institutions Canada has capped targets at 7%
and 10%, respectively, for Tier 1 and total
capital ratios. Desjardins Group easily surpasses
these levels with Tier 1 capital ratios of 14.18%
and total capital ratios of 14.33%. Moreover,
it should be noted that the management of
Desjardins Group has announced that it will
proceed with redemption of Series B notes
of Capital Desjardins totalling $500 million
in 2007.

Compliance with requirements

As in previous years, all Desjardins Group
entities were in compliance with the minimum
regulatory requirements for capital adequacy,
subject to the applicable jurisdiction, as at
December 31, 2006.

Compliance with these requirements,
combined with healthy and reliable profitability,
enabled Desjardins to pay patronage dividends
of $483 million in 2006, an increase over
the $408 million in 2005. Patronage dividends
are key to ensuring our cooperative difference
and maintaining Desjardins’ credibility among
its members.

Temporary relieving measures of
the Autorité des marchés financiers
(the Autorité) in 2006

On January 1, 2006, Desjardins Group applied
a new accounting guideline from the Canadian
Institute of Chartered Accountants entitled
“Investment Companies” (AcG-18), as well
as the Emerging Issues Committee’s Implicit
Variable Interests Under AcG-15 (EIC-157).
The application of these new accounting
guidelines resulted in the consolidation of
investment companies which are variable
interest entities (VIE), resulting in an approximate
$6.5 billion increase in assets and liabilities as
at December 31, 2006, stemming mainly from
securities and non-controlling interests.  

CAPITAL MANAGEMENT AND CREDIT RATINGS

• At 14.18%, Desjardins Group’s Tier 1 capital ratio is one of the highest in the Canadian banking industry.

• A solid $730 million increase in reserves.

• Moderate 7.0% growth of risk-adjusted assets.

HIGHLIGHTS



673.2 REVIEW OF THE FINANCIAL SITUATION ANALYSIS OF THE COMBINED FINANCIAL STATEMENTS

D
E

S
JA

R
D

IN
S

 G
R

O
U

P
M

A
N

A
G

E
M

E
N

T
’S

 D
IS

C
U

S
S

IO
N

 A
N

D
 A

N
A

LY
S

IS

However, as mentioned in the Changes in
Accounting Policies section, changes regarding
investment companies were proposed by the
Canadian Institute of Chartered Accountants
(CICA) at the beginning of 2007. Consequently,
it is possible that Desjardins will no longer have
to proceed with the consolidation of certain
investment companies if these changes are
adopted by the CICA. Due to the effect that
these new accounting standards could have
on the calculation of Desjardins Group’s capital,
the Autorité has granted a temporary relieving
measure to exclude these amounts of
risk-weighted assets and capital until the
CICA has finished making the changes
to the guidelines official.

Regulatory framework of the Bank
for International Settlements (BIS)

The capital adequacy and composition
of Desjardins Group are governed by the
Guideline on Capital Adequacy Requirements
issued by the Autorité and put into effect
in January 2004.

This guideline, which borrows extensively
from international equity standards adopted
by the BIS in 1988, was adapted to suit the
cooperative nature of deposit-taking institutions
and financial services institutions governed by
the Act respecting financial services cooperatives.

The Autorité plans to amend this guideline and
adjust it to the New Basel Accord published in
June 2004. The amended directive is expected
to come into force on January 1, 2009. 

As stipulated in the current Autorité
guideline and in keeping with the basic
rules of conservatism, Desjardins Group’s
total equity is reduced by certain investments
made in subsidiary companies. Investments

in insurance and securities subsidiaries are
deducted in full from equity. Other investments
are treated on a consolidated basis, and the
guideline allows certain liability and small-scale
investments to be treated as credit risks.

Risk assets of Desjardins Group are calculated
according to the risk weighting associated
with each on- and off-balance sheet item,
in compliance with the Autorité’s regulations.

Evolution of equity-related
banking standards

A few years ago, the Basel Committee
on Banking Supervision began a thorough
re-evaluation of capital adequacy requirements.
The re-evaluation is aimed at matching capital
requirements to specific foreseeable risks, based
on the particular experience of the financial
institution. The final text of the New Basel
Capital Accord was approved in June 2004.

These changes allow for more precise
measurement of the risk and sensitivity of
on-and off-balance sheet activities, so as to
better align regulatory equity requirements
with the institution’s trading capital.

For example, regulatory capital will now include
an amount associated with the operational risk.
And, like the current provisions, the new rules
will allow regulatory bodies to require that
financial institutions hold reserves in excess
of the prescribed minimums.

The new rules will also require greater
transparency with respect to information
on risk management. Accordingly, in 2006
Desjardins Group pursued its efforts to account
for the many changes contained in the new
requirements and to comply with best practices
in risk management.

Rating agencies

Desjardins Group’s reporting issuers, Caisse
centrale Desjardins and Capital Desjardins,
enjoy favourable credit ratings from rating
agencies. In fact, their ratings are among
the best of the major banking institutions
in Canada.  

The reports of the rating agencies primarily deal
with Desjardins Group, on a combined basis,
because the credit ratings of Caisse centrale
Desjardins and Capital Desjardins are based on
the solidity of the balance sheets of the caisses.

In 2006, the rating agencies once again
recognized the Group’s very strong capitalization,
the stability of its surplus earnings, its dominance
in the local market and the quality of its assets.
In fact, the Dominion Bond Rating Service (DBRS)
and Moody’s Investors Service upgraded the
credit rating of the Desjardins’ senior long-term
debt securities to AA and Aa1 respectively
while Standard & Poor’s maintained their
rating of AA-.

In this regard, the high credit ratings reflect
the financial solidity of Desjardins Group and
its network of caisses and ensure the Group’s
credibility and recognition among institutional
investors. The borrowing programs set up
by Caisse centrale give it access to diverse
sources of funding in terms of clients, markets,
maturities, currencies and regions.

TABLE 23 CREDIT RATINGS

The financial solidity of Desjardins Group as reflected in the excellent credit ratings of Caisse centrale Desjardins 

Standard
DBRS & Poor’s Moody’s

Short-term R-IH A-I+ P-I
Medium and long-term AA AA- Aa1(1)

(1) This rating was revised upward on March 2, 2007, from Aa3 to Aa1.
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TABLE 24 CAPITAL AND CAPITAL RATIOS(1)

As at December 31 
(in millions of $ and as a %)

2006 2005

Tier 1 capital
Shares $ 833 $ 831
Reserves 6,937 6,185
Undistributed surplus earnings 613 731
Non-controlling interests 28 21

8,411 7,768

Tier 2 capital
Subordinated debentures 1,367 1,355
Shares 71 67
General provision(2) 514 481

1,952 1,903

Investments(3) (1,864) (1,881)

Total capital $ 8,499 $ 7,790

Risk-weighted assets
On-balance sheet assets $ 57,392 $ 53,661
Off-balance sheet financial instruments 1,910 1,767

$ 59,302 $ 55,428

Capital ratios
Tier 1 capital 14.18 % 14.01 %
Tier 2 capital 3.29 3.43
Investments (3.14) (3.39)

Total capital ratio 14.33 % 14.05 %

(1) This specific Group data includes the Ontario federation and network of caisses, as well as Desjardins Credit Union. It differs from the data submitted to the Autorité des marchés financiers (the Autorité),
which has Québec jurisdiction. The Tier 1 capital ratios and total capital ratios filed with the Autorité were 14.41% and 14.49% in 2006, whereas they were 14.26% and 14.22%, respectively, in 2005.

(2) According to the guideline issued by the Autorité, the general provision qualifies as eligible Tier 2 capital, of an amount equal to 87.5 basis points of risk-weighted assets.
(3) This amount corresponds to investments in the subsidiaries (mainly Desjardins Financial Security, Desjardins General Insurance Group, Desjardins Asset Management, Desjardins Securities and Desjardins Trust),

to the consolidated value and to all other investments held that must be deducted in accordance with the Autorité’s guideline.
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TABLE 25 RISK-ADJUSTED ASSETS(1)

As at December 31 
(in millions of $ and as a %)

2006 2005

On-balance Main risk- Risk-weighted Risk-weighted 
On-balance sheet amount sheet amount weighting rates balance balance

Cash and deposits with financial institutions $ 1,316 0-100 % $ 14 $ 28
Securities issued or guaranteed by Canada, 

the provinces and the municipalities 4,993 0-20 17 15
Other securities 7,177 0-100 3,456 2,327
Loans issued or guaranteed by Canada, 

the provinces and the municipalities 8,857 0-20 784 777
Mortgages insured by the government 12,226 0 — —
Other mortgages 36,981 0-100 23,793 22,607
Other loans 28,500 0-100 26,164 25,118
Other assets 5,325 0-100 3,164 2,789

$ 105,375 $ 57,392 $ 53,661

2006 2005

Credit
Contractual conversion Equivalent Main risk- Risk-weighted Risk-weighted 

Off-balance sheet Instruments amount factor credit risk weighting rates balance balance

Credit instruments
Guarantees and standby letters of credit $ 523 20-100 % $ 509 0-100 % $ 463 $ 469
Securities lending 51 51 7 —
Credit commitments 

Original term of one year or less 27,946 0 — 0 — —
Original term of over one year 2,613 0-50 1,486 0-100 1,241 1,140

1 711 1,609

Derivative financial instruments
Interest rate contracts 74,270 (2) 463 0-50 89 93
Foreign exchange contracts 11,928 (2) 721 0-50 159 81
Other contracts 8,921 (2) 1,073 0-50 295 255

543 429
Impact of master netting agreements (344) (271)

199 158

Total off-balance sheet financial instruments 1,910 1,767

Total risk-weighted assets $ 59,302 $ 55,428

(1) This specific Group data includes the Ontario federation and network of caisses as well as Desjardins Credit Union. It differs from the data submitted to the Autorité des marchés financiers (the Autorité), 
which solely has Québec jurisdiction. The total risk-adjusted assets filed with the Autorité were $53.8 million and $57.5 million in 2005 and 2006, respectively.

(2) Interest rate, foreign exchange and other contracts are converted into their “credit risk equivalent” by adding the total replacement cost (obtained by market valuation) of all outstanding contracts 
that have a positive value and an amount of potential risk exposure based on the total contract amount, distributed according to the remaining term, as shown in the table above.
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CASH POSITION AND
SOURCES OF FINANCING 

Desjardins Group’s treasury activities were
integrated into Caisse centrale Desjardins
in 2006 to optimize financial intermediation.
Having a better fit between caisse and
business unit transactions and those of
Caisse centrale Desjardins makes it possible
to better plan decisions and to add more
value to treasury activities. 

Loans continued to show sustained growth
in 2006, rising 7.4% following growth of
over 9% in the two preceding years. However,
although the growth in deposits by individuals
was higher in 2006, it did not meet the need
for the supply of funds. There was therefore
more recourse to the capital market, as is
evidenced by the $1.6 billion increase in deposits
by institutions and other wholesale investors.
The share of the supply of institutional funds
remains limited and much lower than that
of Desjardins’ competitors.

Caisse centrale launched two borrowings
in the form of medium-term deposit notes on
the European market. A first issue of 500 million
Euros with a term of 5 years was carried out
in January 2006, followed by a second issue
of 1 billion Euros with a 4-year term in June.
These issuances were arranged by a consortium
of savings cooperatives that ensured a wide
distribution of the securities in Europe and Asia.

Moreover, in spite of an increasingly greater
offer of mutual funds, the Desjardins caisses
successfully maintained their supply base,
as is seen in the high and relatively stable share
of deposits by individuals, in particular demand
deposits and notice deposits, which are actively
managed to ensure maximum profitability.

Caisse centrale Desjardins was also very active
in 2006 in the securitization of mortgage credit
backed by the Canada Mortgage and Housing
Corporation (CMHC). The volume of credit
secured by Canadian mortgage-backed bonds
totalled $1.4 billion at the end of 2006,
a $1.3 billion increase over 2005. 

Securitization was a key component of Desjardins’
financial strategy initiated in 2005 as part
of financial and operational synergies. The
securitization program’s success was the result
of the concerted efforts of the Caisse centrale
treasury team and the Fédération to develop a
new strategy to supply funds to the Desjardins
caisses in Québec and Ontario, at a lower cost
than traditional supply sources.

In addition, the Desjardins Group business
plan provides that the caisses will intensify the
securitization of mortgage credit in the coming
years. This strategy is all the more appropriate
considering that at the end of 2006, some
$13.5 billion in residential mortgage credit of
the caisses was covered by CMHC assurance,
which represents 27.5% of all residential
mortgage loans granted by the caisses.

The cash liquidity ratio fell below 22% in 2006,
following a Desjardins decision to lower its
liquidity standards and due to the considerable
pressure on its balance sheet as a result of
the expansion of residential activities. However,
this ratio remained well above the standards
set by the regulatory authorities. In addition,
the securities, which mainly include securities
issued by governments or private corporations
with a high credit rating (R-1M by DBRS rating
agency), could easily be liquidated if the
maturing deposits are not renewed or if
unexpected and substantial drawdowns
are made by companies.

The management of Desjardins Group has
also announced its intention to repay the
Series B notes of Capital Desjardins totalling
$500 million in 2007. 
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ISIn the normal course of its operations,
Desjardins Group makes various off-balance
sheet commitments.

These include assets under administration and
management for members and clients, credit
instruments, derivative financial instruments,
and contractual commitments. 

Assets under administration
and management  

Total assets under the administration and under
the management of Desjardins Group rose to
$7.2 billion or 3.3%, to reach $224.3 billion
as at December 31, 2006, compared to an
increase of $13.3 billion or 6.5% posted one
year earlier. These assets, for which the Group
acts as a trustee or manager, benefited from
sustained Canadian stock market activity, as
was evidenced by the 14.5% rise in the Toronto
S&P/TSX index when the market closed at the
end of 2006. Assets under management rose
$13.0 billion or 56.6% during the previous year
to total $36.0 billion as at December 31, 2006,
compared to an increase of $12.6 billion or
121.3% in 2005. 

Assets under administration and under
management, it should be remembered, are
composed chiefly of financial assets in the form
of investment funds, securities held in custody,
and accrued pension fund assets. As a result,
they do not belong to Desjardins Group, but
to its members and clients. For this reason,
they are not recorded on its balance sheet.

Credit instruments and derivatives

The risks related to these off-balance sheet
items are managed using the same strict rules
as those applied to on-balance sheet items.
In Management’s opinion, these off-balance
sheet items result in no unusual risk.

The calculation of the weighted balance based
on the risk related to these off-balance sheet
items, presented in Table 25 on page 69, is
consistent with the guideline on capital adequacy
issued by the Autorité des marchés financiers.

Note 20 to the Combined Financial Statements
of Desjardins Group explains the accounting
policy used to account for derivatives. In addition,
Notes 20 and 23 provide detailed information
on derivatives and commitments respectively.

Credit instruments

In order to meet its members’ and clients’
financing needs, Desjardins Group makes
credit instruments available to them. Credit
instruments include guarantees and standby
letters of credit, securities lending and credit
commitments representing amounts that
have been authorized but that have not
been used by members and clients.

The instruments expose Desjardins Group
to credit and liquidity risks. The management
of these risks is described on pages 74 and 75
of the Management’s Discussion and Analysis.
Table 27 on page 72 presents the contractual
amounts of the credit instruments, by term to
maturity. Since many of these credit instruments
expire or terminate without being funded,
the contractual amounts do not represent
actual future liquidity requirements. 

OFF-BALANCE SHEET ITEMS

• Assets under administration were up 3.3%, reaching $224.3 billion as at December 31, 2006. 

• Credit instruments of $34.9 billion made available to members and clients in 2006.

• 100% of the counterparties to derivative financial instruments have high credit ratings. 

• Securitization of financial assets in order to diversify our financing sources.

HIGHLIGHTS

TABLE 26 ASSETS UNDER ADMINISTRATION AND UNDER MANAGEMENT  

As at December 31 
(in millions of $ and as a %)

2006 2005(1)

% change % change

Assets under administration
Individual and institutional trust and custodial services $ 210,849 2.3 % $ 206,190 5.7 %
Investment funds(2) 13,431 23.3 10,892 26.0

$ 224,280 3.3 % $  217,082 6.5 %

Assets under management
Institutions and individuals $ 22,618 86.6 % $ 12,124 590.0 %
Investment funds(2) 13,431 23.3 10,892 26.0

$ 36,049 56.6 % $   23,016 121.3 %

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
(2) In 2006, includes $10.4 billion in Desjardins Funds, $2.3 billion in Northwest Funds, and $0.7 billion in segregated funds in Desjardins Financial Security.
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Derivative financial instruments 

Desjardins Group uses derivative financial
instruments for asset and liability management
and trading purposes. Derivative financial
instruments are contracts whose value is notably
based on an underlying asset, interest rates,
and exchange rates. The derivative financial
instruments used include a broad range of
financial contracts, particularly interest rate
swaps, foreign exchange swaps, credit swaps,
futures contracts and options. These instruments
are important risk management tools, mainly
to mitigate the risks associated with fluctuations
in interest and exchange rates and other
market risks. Most contracts are traded
by mutual agreement. 

Desjardins follows the requirements of Accounting
Guideline “Hedging Relationships” (AcG-13)
issued by the Canadian Institute of Chartered
Accountants, as well as the Emerging Issues
Committee Abstract No. 128 “Accounting for
Trading, Speculative or Non-hedging Derivative
Financial Instruments” (EIC-128). This Guideline
deals with the identification, designation,
documentation and effectiveness of hedging
relationships and indicates when hedge
accounting should be discontinued. Under
EIC-128, each derivative financial instrument
that does not qualify for hedge accounting
should be measured at fair value and the
changes in fair value should be recognized
in income. Desjardins Group also recognizes
all derivative financial instruments at fair value
in the balance sheet. Note 20 to the Combined
Financial Statements presented on page 118
provides details regarding accounting policies
relating to derivative financial instruments and
the effect that this Guideline has on income
for the year. 

These derivative financial instruments mainly
result in a credit and market risk exposure
for Desjardins Group. The manner in which
these risks are managed is described on
pages 74 to 76 of the Management’s
Discussion and Analysis.

The credit risk associated with derivative
financial instruments refers to the risk that
a counterparty will fail to honour its contractual
obligations toward Desjardins Group at a time
when the fair value of the instrument is positive
for Desjardins Group. The credit risk associated
with derivative financial instruments normally
corresponds to a small fraction of the notional
principal amount. The replacement cost and
the credit risk equivalent are two measurements
used to measure this risk. The replacement
cost refers to the current replacement cost
of all contracts that have a positive fair value.
The credit risk equivalent is equal to the sum
of this replacement cost and the future credit
exposure, which is an estimate of the possible
increase in the replacement cost over the
remaining term of the contracts calculated
according to a formula established by
the Bank for International Settlements.

Desjardins Group limits the credit risk associated
with derivative financial instruments by doing
business with counterparties with a high
creditworthiness. One of the tables in Note 20
to the Combined Financial Statements of
Desjardins Group presents derivative financial
instruments according to credit risk rating
and the type of counterparty. According
to the replacement cost, the table shows that
100% of counterparties have a credit rating
ranging from AAA to A. Desjardins also
limits credit risk with certain counterparties
by entering into master netting agreements
which allows, in case a counterparty becomes
insolvent, for the net settlement of all positions
with this counterparty. Credit support annexes
(CSA) are also used. By virtue of these CSAs,
Desjardins has the right to demand that
the counterparty pay or guarantee the
current market value of the positions once
this value exceeds a certain threshold.

The market risk associated with derivative financial
instruments refers to the risk of variation in
the market value of these instruments resulting
from fluctuations in the parameters affecting
this value, notably interest and exchange rates.
One of the tables in Note 20 to the Combined

Financial Statements of Desjardins Group
presents the maturities of the total notional
principal amounts of the derivative financial
instruments. As a general rule, the market risk
associated with derivative financial instruments
with short-term maturities is less than that
associated with derivative financial instruments
with longer maturities. As at December 31, 2006,
based on the notional principal amount, 41.2%
of derivative financial instruments had maturities
of less than one year.

The risk-weighted balance for Desjardins
Group’s derivatives as at December 31, 2006
amounted to $185 million when all master
netting agreements were accounted for
($175 million in 2005).

Securitization

In its liquidity and capital management strategy,
Desjardins Group conducts securitization of
mortgages in the normal course of its activities,
which involve the use of off-balance sheet
arrangements with collateralized security
entities. The collateralized security entity used
by Desjardins Group is the Canada Housing
Trust, which was developed by the Canada
Mortgage and Housing Corporation (CMHC)
under the Canada Mortgage Bonds Program.

In this type of transaction, Desjardins Group
surrenders mortgages to the collateralized
security entity in return for money, and the
collateralized security entity finances these
purchases by issuing bonds to investors.
The terms of the Canada Mortgage Bonds
Program require that swap agreements be
made between the Canada Housing Trust and
Desjardins Group in order to receive the cash
flow related to the mortgage loans underlying
securitized mortgages on a monthly basis and
for Desjardins Group to pay quarterly interest
to the Canada Housing Trust on the Canada
Mortgage Bonds series, as well as the capital
at maturity. Securitization operations are
accounted for as sales of assets only when
Desjardins Group is deemed to have surrendered
control of the assets and when it receives

TABLE 27 CREDIT INSTRUMENTS BY TERM TO MATURITY 

As at December 31   
(in millions of $) 

2006 2005

Less than From 1 to From 3 to More than
one year 3 years 5 years 5 years Total Total

Guarantees and standby letters of credit $ 413 $ 38 $ 11 $ 4 $ 466 $ 474
Securities lending 1,760 — — — 1,760 1,419
Credit commitments 31,026 526 1,090 20 32,662 28,962

Total credit instruments $ 33,199 $ 564 $ 1,101 $ 24 $ 34,888 $ 30,855
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a consideration other than the beneficial
interests in these assets. At the time of sale
of the assets, Desjardins Group retains certain
interests regarding excess interest margins,
which constitute retained interests and assumes
responsibility for managing the transferred
mortgages. No loss is expected on the mortgage
loans because they are guaranteed by the CMHC.
Desjardins Group periodically reviews the value
of these interests and records in income any
decline in other-than-temporary impairments

in value, if applicable. In 2006, the amount
of securitized mortgage loans outstanding
totalled $1,290 million, compared to $123 million
in 2005. As at December 31, 2006, Desjardins
recorded an amount of $55 million for retained
interests in the Combined Balance Sheets
compared to $4 million in 2005, and an
amount of $10 million for servicing liabilities
compared to $2 million in 2005. Note 5 to
the Combined Financial Statements provides
detailed information regarding these structures.

Contractual commitments

Desjardins Group has contractual commitments
to make future payments on borrowings,
subordinated debentures, and leases. Borrowings
and subordinated debentures are presented
in Desjardins Group’s Combined Balance Sheets,
but leases are not. Notes, 10, 12 and 23 to
the Combined Financial Statements contain
information on these contractual commitments.

Desjardins Group is exposed to different types
of risk encountered in the normal course of
business, including credit risk, liquidity risk,
market risk, operational risk and insurance risk.
Desjardins Group’s role in risk management
is to promote the optimization of return-risk
relationships within defined limits. This is
achieved through sound and prudent risk
management and control strategies, policies
and procedures that are applied throughout
the organization’s various functions.

The Fédération’s Board of Directors assumes
responsibilities with respect to guiding,
planning, coordinating and overseeing all
of the Desjardins’ operations. The Board also
has risk management responsibilities with
respect to Desjardins and is supported in this
area by the Risk Management Commission,
the Audit and Inspection Commission and
the Board of Ethics and Professional Conduct.
Additional information about these groups
may be found on pages 140 to 142 of the
section on corporate governance.

The Board of Directors created an integrated
risk management committee made up of
leaders of various strategic functions and
experts from Desjardins. The role of this
committee is to support the Desjardins Group
Strategic Management Structure Committee
in ensuring that an appropriate, effective,
integrated and permanent risk management
process is applied to Desjardins Group.

A report on risks is prepared periodically for
the Integrated Risk Management Committee,
the Desjardins Group Strategic Management
Structure Committee, and the Risk Management
Commission. This report provides key indicators
on each risk. For many of Desjardins’ operations,
an assessment of economic capital and
risk-adjusted return is performed. 

Desjardins Group’s risk management approach
is founded on principles that make the Desjardins
Group’s entities and units responsible for the
results and quality of the risk management
practices. In line with this approach, the boards
of directors of all Desjardins components are
granted a leadership role in monitoring the risks
and results of these units and entities. Several
committees support the boards and management
teams of each component in their efforts to
fulfill their risk management responsibilities. 

After providing training to members of
the boards of directors in 2005, the initiative
was continued in 2006 with the integrated
risk management training program provided
to members of the management committees
of the Fédération and the subsidiaries.  

Three independent function units complete
the governance infrastructure of Desjardins
Group’s risk management.

The Integrated Risk Management Executive
Division of Desjardins Group is a strategic
function with the main mission to provide
a framework for Desjardins Group’s risk
management, to promote the optimization
of risk-return relationships, to ensure that all
entities are adequately managing risk, to ensure
risk integration, and to report to the Board of
Directors, the Risk Management Commission,
and senior management as part of their
management and oversight responsibilities.
It also provides the coordination that must
exist between the Fédération and its key
markets and Desjardins’ subsidiaries. This
Desjardins-wide coordination is assumed
by three management committees within
the specific areas of credit risk, market risk
and operational risk.

Desjardins Group’s Internal Audit team
is an independent, objective function with the
mission to inform, advise and support members
of boards of directors, senior management, and
managers and to provide them with reasonable
assurance concerning the degree of control
over the operations of each of the entities
and all of Desjardins Group. The result is that
the Internal Audit team helps these parties
to effectively carry out their responsibilities
in accordance with regulatory requirements
and corporate governance rules and, at the
same time, contributes to the organization’s 

RISK MANAGEMENT

• Provided integrated risk management training to members of the management committees of the Fédération
and the subsidiaries. 

• Continued doing important work on the Integrated Risk Management and Basel Accord program in the areas
of credit risk, market risk and operational risk.

• For operational risk, Desjardins Group launched a program to self-assess risks and controls.

• An assessment of economic capital and risk-adjusted return was carried out for many Desjardins Group activities.

HIGHLIGHTS



M
A

N
A

G
E

M
E

N
T

’S
 D

IS
C

U
S

S
IO

N
 A

N
D

 A
N

A
LY

S
IS

D
E

S
JA

R
D

IN
S

 G
R

O
U

P

74 ANALYSIS OF THE COMBINED FINANCIAL STATEMENTS    3.2 REVIEW OF THE FINANCIAL SITUATION

objectives. Desjardins Group’s Internal Audit
team’s role includes providing independent
assessments of risk management, control and
corporate governance procedures and making
proposals on improving their effectiveness as
well as ensuring that managers administer their
operations in an effective, efficient, sound
and prudent manner.

The caisse network in Québec is monitored
by the Desjardins Bureau for Financial
Monitoring and Enforcement (the Bureau),
as required by the Act respecting financial
services cooperatives. The purpose of such
monitoring, conducted through the application
of best practices, is to evaluate the network’s
policies, procedures and controls as well as the
manner in which they are applied with a goal
of ensuring sound et prudent risk management.
Furthermore, the Bureau examines activities
performed for the caisses by the Fédération,
including liquidity management. The Bureau’s
reports to the boards of directors of the caisses
and Fédération and to the Audit and Inspection
Commission undergo a close follow-up.

BASEL II ACCORD ON CAPITAL 

The Basel II Accord is a new international
capital adequacy tool that aims to better
match regulatory capital requirements with
the risks incurred and that helps the continuous
development of risk assessment capacity
in financial institutions. 

On January 1, 2009, the Autorité des marchés
financiers (the Autorité) intends to give effect
to its capital adequacy guideline that has been
amended and adapted based on the provisions
in the Basel II Accord. The Autorité expects
Desjardins Group to adopt the advanced
internal ratings based credit risk approach for
all of its major portfolios, the internal model
approach for market risk, and the standard
approach for operational risk. Desjardins Group,
in constant discussion with the Autorité,
is currently developing its implementation
plan to determine when it can adopt these
new approaches.

Desjardins Group continued to implement its
Integrated Risk Management and Basel Accord
program throughout 2006. Important work
on credit risk, market risk and operational risk
will continue in 2007 and in the coming years
in order to refine our overall risk management
approach and to integrate it across all
Desjardins activities.

Credit risk

Credit risk is the risk of losses resulting
from a borrower’s or counterparty’s failure
to meet its contractual obligation, whether
or not this obligation appears on the
balance sheet.

Desjardins Group is exposed to this risk through
its direct loans (as at December 31, 2006,
loans represented 65.6% of balance sheet
assets) but also through its credit commitments,
letters of credit and various activities such as
foreign exchange lines and operations involving
derivative financial instruments and securities.

Managing credit risk

Our risk management framework allows
for a more dynamic, sound, prudent, efficient
and profitable management of credit risk.
Our approach enables us to identify, manage,
mitigate and disclose credit risks in an accurate
and timely manner.

Credit risk framework

Desjardins Group has created the Integrated
Credit Risk Management executive branch whose
mandate is to provide a Group-wide framework
and management of credit risk. A single, general
policy provides a framework for all Desjardins
Group’s credit risk management activities.

Each component has its own credit risk
management units that assume specific
responsibilities related to granting, managing
and providing a framework for its operations.
These components establish their own credit
risk policies adapted to their market niches,
products and clients. 

All of these structures and policies enable
the duties of the parties involved to be defined,
the degree of risk that Desjardins is willing to
assume to be specified, the concentration limits
to be established, and risk management and
control guidelines to be defined. 

In addition to the controls already in place
in the various units, the Desjardins Bureau for
Financial Monitoring and Enforcement ensures
sound and prudent management of the credits
from the Québec caisses, notably by monitoring
compliance of the application of standards
and policies.

A committee to manage Desjardins Group’s
credit risk (a committee composed of senior
executives and members of management)
ensures cohesion between the various parties
involved. Moreover, a regular follow-up of
the activities and the status of the portfolio
is carried out by the Risk Management
Commission, which is composed of members
of the Fédération’s Board of Directors.

Accountability of the entire organization

Desjardins Group upholds its goal to serve all
of its members and clients effectively. To this end,
it has developed robust distribution channels
specialized according to the type of product
and client. The various units and components
that encompass these distribution channels
are responsible for their performance in their
respective markets, including credit risk.

Credit granting

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

The granting of credit to businesses is based
on an analysis of the parameters of each
file and in which borrowers are assigned
ratings representing risk level. A trend index
is matched to this rating so weaknesses
in or improvements to the situation may be
identified. The thoroughness of the analysis
is adapted to the complexity and scope
of the risk of the transaction. 

Credit granting is the responsibility of each
component that has teams for this purpose
specialized according to type of product and
client. Larger loans are approved by credit
committees that include senior executives.

File-tracking and management 
of higher risks

Portfolios are monitored by the business
units according to procedures that set out
a degree of thoroughness and frequency
of review according to the quality and
scope of the exposure risk. A follow-up
on warning signs is carried out not only for
the portfolios but also for the fundamental
data of certain business sectors reported
as being under watch. Various reports are
presented to all levels of the organization,
including senior management and the
Risk Management Commission. 

The management of higher-risk loans is
supported by teams specializing in adjustments
to manage more difficult situations. Finally,
other specialized teams settle files for which
the chances of improvement are weak.
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Mitigating credit risk

The sheer number of borrowers, for the most
part consumers but also small and medium-sized
enterprises from all sectors of the economy,
plays a role in diversifying the financing portfolio.
The chart below presents the distribution
of loans by borrower category. Over half of
the portfolio consists of residential mortgages,
for which, statistically, the loss experience
is low. Additional information on changes
in the loan portfolio, including the distribution
of loans to businesses and governments
by sector of economic activity, can be found
on pages 63 to 65 of the section on balance
sheet management. When required, Desjardins
Group uses mechanisms to share risk with
other financial institutions. 

Risk assessment measures

Desjardins Group uses the best credit risk
measurement indicators and takes the appropriate
steps to keep them updated, as required.
Information on impaired loans, the provisions
for credit losses expense, and the cumulative
provision for credit losses is provided in the
section on credit quality on pages 59 and 60
of the Management’s Discussion and Analysis.

Liquidity risk

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

Liquidity risk can arise from the structure of
the balance sheet due to discrepancies between
the actual maturity dates of assets and liabilities,
to financing for future operations, to member
and client behaviour, or to disturbances
in the markets or in economic conditions. 

Managing liquidity risk

Desjardins Group manages liquidity risk in
order to ensure that it has access, at all times
and in a profitable manner, to the funds
needed to meet its financial commitments as
they become due. Managing this risk involves
maintaining a minimum level of liquid securities,
stable and diversified sources of funding,
and an action plan to implement in the
event of unusual circumstances. Liquidity
risk management is a key component of an
overall risk management strategy because it
is essential to market and depositor confidence.
The subsidiaries and Desjardins Group have
established policies describing the principles,
limits and procedures that apply to managing
liquidity risk.

The caisse network, the Fédération, and Caisse
centrale Desjardins must maintain a minimum
amount of liquid securities, and this amount
is prescribed under a specific framework. Liquidity
management is centralized by Desjardins Group
treasury and is monitored on a daily basis.
Eligible securities must meet high security and
negotiability standards. The securities portfolio
is largely made up of securities issued by
governments, public bodies and private
companies with high credit ratings of R-1M
(DBRS rating agency). 

Desjardins Group ensures stable and diversified
funding according to type, source and maturity.
It can also issue securities and borrow on national
and international markets to complete and
diversify its funding. A securitization program
for CMHC (Canada Mortgage and Housing
Corporation)-backed loans was also set up
in 2005.

Additional information on Desjardins Group’s
cash position and sources of funding may
be found on page 70 of the Management’s
Discussion and Analysis.

Desjardins Group has drawn up an action plan
for rapid and effective intervention to minimize
disturbances caused by sudden changes in
member and client behaviour, market disruptions
or economic conditions.

Market risk

Market risk refers to the risk of changes
in the market value of financial instruments
resulting from fluctuations in the parameters
affecting this value; in particular, interest
rates, exchange rates, and their volatility.

Desjardins Group is exposed to market risk
primarily through positions taken through
its traditional financing and savings recruitment
activities. Desjardins Group is also exposed
to market risk through its trading activities.

Managing market risk

Market risk is primarily a risk of loss related
to interest rate and exchange rate volatility.
The subsidiaries and Desjardins Group have
adopted policies describing the principles,
limits, and procedures that apply to managing
market risk.

Managing interest rate risk

When taking deposits and granting loans,
the Personal and Commercial segment exposes
Desjardins Group to a type of market risk that
mainly takes the form of interest rate risk. The
interest rate risk corresponds to the potential
impact of interest rate fluctuations on net interest
income and the economic value of equity.

Dynamic and prudent management is applied
in order to optimize net interest income
while minimizing the negative impact of
rate movements. Desjardins Group’s policies
describe the applicable principles, limits and
mechanisms used to manage this type of risk.

Simulations are run to measure the impact
of different variables on changes in net income
and the economic value of equity. Assumptions
used in the simulations are based on an analysis
of historical data and on the impact of different
interest rate conditions on changes to the
data. These assumptions concern changes in
the balance sheet structure, member behaviour
and pricing. Strategies are applied chiefly
through interest rate swaps.

Exposure to interest rate risk is reviewed on a
regular basis by the Asset-Liability Management
Committee, which is responsible for analyzing
and adopting the global matching strategy
while respecting the parameters contained
in the risk management policies.

1.
2.

3.

4. 5.
LOAN DISTRIBUTION 
BASED ON BORROWER CATEGORY
As at December 31, 2006

1. 58.7% Residential mortgages

2. 4.8% Credit cards

3. 12.4% Other personal loans

4. 22.6% Businesses

5. 1.5% Government
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Note 21 to the Combined Financial Statements
on page 122 shows Desjardins Group’s position
with respect to interest rate sensitivity and to the
matching of maturities as at December 31, 2006.
The extent of the interest rate risk depends
on the differences between assets, liabilities
and off-balance sheet instruments. The situation
presented reflects the position on this date
only. It may subsequently vary according to
changes in member behaviour, the interest
rate environment and the strategies adopted
by the Asset / Liability Committee.

Managing foreign exchange risk 

Foreign exchange risk arises when the actual
or expected value of asset items denominated
in a foreign currency is higher or lower than
that of liability items denominated in the same
currency. Certain subsidiaries have adopted
specific policies to manage foreign exchange
risk. However, Desjardins Group’s exposure
to this risk is low because the majority of its
transactions are conducted in Canadian dollars.

Managing market risk related 
to trading activities

Trading activities are primarily related to market
making, arbitrage operations, positioning
in markets and the sale of financial products
to meet the needs of members and clients.
The securities portfolio in the trading account
represented, as at December 31, 2006, less
than 3% of total assets on the balance sheet.
These activities are governed by restrictive
limits in each of the subsidiaries.

Operational risk

Operational risk is the risk of inadequacy
or breakdown attributable to processes,
people, internal systems, or outside events
resulting in losses, unattained objectives,
or negative impacts on reputation. 

Operational risk is inherent to any commercial
operation. Losses can arise primarily from fraud,
damage to tangible assets, illegal acts, lawsuits,
faulty systems, or problems in transaction
processing or process management. Operational
risk arises from both internal activities and
outsourced activities.

The primary objective is to keep operational
risk at an acceptable level while ensuring quality
service, as well as organizational efficiency,
to Desjardins members and clients.

Corporate governance

In an effort to adhere to sound management
and meet the expectations of markets and
regulatory authorities, Desjardins Group had

adopted, over the last few years, an operational
risk management framework. This management
framework, which Desjardins continues
to implement, established all the necessary
guidelines and practices to effectively manage
operational risk in a sound and prudent manner.
It relies on decentralized management and
on all managers across Desjardins Group
assuming responsibility for the management
of operational risks.  

The operational risk management framework
is backed by an independent internal audit
system. Accordingly, the internal controls
and procedures that fall under the responsibility
of the business units are examined periodically
by internal auditors and, for Québec caisses,
by Desjardins Group’s Bureau for Financial
Monitoring and Enforcement. These procedures
include risk monitoring, insurance coverage,
security equipment, as well as recovery plans
and back-up facilities designed to provide
services in the event of a disaster. They also
include an organizational structure that promotes
the segregation of duties, the delegation of
decision-making and the use of operational
controls. With a view to continuously improving,
practices and control mechanisms are
periodically reviewed.

Measurement and control 

Significant efforts have been made over recent
years to give shape to the components of this
management framework. It will continue to be
implemented over the years to come to fully
realize Desjardins Group’s vision of operational
risk management. 

Desjardins Group has a database used to collect
information on the nature, frequency and
seriousness of its insurable operational losses.
Desjardins has also begun deploying a risk
and control self-assessment program. These
two practices aim to provide a clear picture
of risk exposure and, if necessary, to improve
the framework and the control environment.

Presentation of information

Quarterly reports address Desjardins Group’s
operational risk and provide officers and
administrators with the state of insurable
operational losses. In addition, certain
risk and trend indicators are now part
of periodic accounting.

Regulatory compliance

A regulatory compliance function was
created in 2003 and an officer was named
to head Desjardins Group compliance activities.
In 2004, the Fédération’s Board of Directors
adopted a policy framework specifically for

regulatory compliance within Desjardins Group.
Desjardins Group is currently working on
a framework program for the management
of regulatory compliance.

Insurance risk

Insurance risk includes risks tied to the design
and pricing of insurance products as well
as risks associated with underwriting and
claims settlements.

The risk associated with designing and pricing
products is the risk that the initial pricing is
or will become insufficient. The risk associated
with underwriting and claims settlements
is the risk arising from the selection of risks,
from claims settlement, and from contractual
clause management. 

Managing insurance risk

Product design and pricing risk arises from
the potential for errors in predictions concerning
the many factors used to set premiums, including
future returns on investments, underwriting
experience in terms of claims experience,
mortality and morbidity and administrative
expenses. Strict pricing standards and policies
are adopted, and occasional verifications
are performed by the insurance subsidiaries
in order to compare predictions with actual
results. The pricing of a certain number
of products may be adjusted according
to actual results.

The risk associated with underwriting and
claims settlements is managed by adopting
appropriate risk selection criteria and policies
and by limiting potential losses through
reinsurance agreements. Such agreements
do not, however, release the insurance
subsidiaries from their obligations toward
clients in the event that the reinsurers run into
financial difficulties. As a result, the subsidiaries
are also exposed to a credit risk related to the
reinsurers. To minimize this risk, the subsidiaries
sign reinsurance treaties with stable, financially
solid, and duly accredited companies.

The subsidiaries of the insurance segments
comply with standards of sound management
practices established by the regulatory
organizations that govern them, and they
are subject to capital adequacy testing. A series
of highly pessimistic scenarios were tested
during the year to measure how they would
affect the capitalization ratio. The capital
proved adequate for each scenario.
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Desjardins Group’s activities in Québec are governed by the Act respecting financial services cooperatives.
This constitutes a significant difference from the Canadian banks, which are governed by a federal charter.
Desjardins complies with banking regulations, even if it is under no legal obligation to do so because of
its status as a cooperative. Desjardins also complies, on a voluntary basis, with the regulatory requirements
set out by the Basel Committee on Banking Supervision of the Bank for International Settlements (BIS).
Desjardins Group applies rigorous corporate governance and financial governance practices, which are
discussed on page 27 and pages 132 to 144.

REGULATORY CONTEXT 4.1

ADDITIONAL
INFORMATION  4

Many factors, several of which are beyond our control, could arise and have a material impact on our
financial results and consequently cause Desjardins Group’s actual results to differ from those expected.
The uncertain nature of these factors could result in the predictions made by these forward-looking statements
not to materialize. This is explained in “Caution concerning forward-looking statements,” on page 21.

Certain factors are economic in nature or subject to regulation. These include interest rates, the inflation rate,
foreign exchange rates, stock indexes, monetary and tax policies, consumer spending, the demand for credit,
personal savings patterns, the unemployment rate, commercial exchanges between Québec and the
United States and changes to laws and regulations.

Risk factors also come into play, including credit risk, liquidity risk, market risk, operational risk and insurance
risk. These factors are discussed in the “Risk Management” section on pages 73 to 76. Desjardins Group
has implemented strategies to manage these risks.

The above list of factors likely to influence future results is not exhaustive.

FACTORS LIKELY TO INFLUENCE FUTURE RESULTS4.2
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A description of the accounting policies used
by Desjardins Group is essential to understanding
and interpreting the information presented
in the Combined Financial Statements as at
December 31, 2006. The significant accounting
policies are described in Note 1 (page 99)
and also in the related note to the Combined
Financial Statements to enable the reader to
understand these policies. Some of these policies
are of particular importance to Desjardins Group’s
financial position and operating results since
they require Management to make assumptions
and estimates. The following paragraphs
summarize these accounting policies.

CUMULATIVE PROVISION
OR CREDIT LOSSES

The cumulative provision for credit losses
reflects Management’s best estimate of potential
credit losses related to a portfolio of both on-
and off-balance sheet items and its assessment
of economic conditions. The cumulative
provision for credit losses is made up of specific
provisions and the general provision. For the
loan portfolio, credit risk is assessed regularly,
and specific provisions are determined on
a loan-by-loan basis for all loans considered
impaired. In addition, a general provision is
recognized to reflect Management’s best estimate
of probable losses related to the portion of
the loan portfolio not classified as impaired.
The general provision is determined by using
a statistical model based on changes in losses
by loan category. Moreover, an additional
amount is considered in order to reflect
the impact of economic and other factors.

Certain factors may influence Management’s
assumptions and estimates concerning
the cumulative provision for credit losses,
including the inherent risk of the loan portfolio,
the amount and date of forecasted payments,
forecasted loss rates, and the economic
position. Any significant changes in these
factors may modify the amount currently
recorded for the cumulative provision
for credit losses.

A detailed analysis of the methods that
Desjardins Group uses to manage risk is provided
on pages 74 and 75 of the Management’s
Discussion and Analysis.

FINANCIAL INSTRUMENTS
AT FAIR VALUE

Desjardins Group recognizes trading portfolio
securities and derivative financial instruments
at fair value in the Combined Balance Sheets.
The resulting gains and losses are accounted
for as explained in Note 20 to the Combined
Financial Statements. 

The fair values of financial instruments are
determined on the basis of quoted market
prices. When market prices are unavailable,
Desjardins Group determines fair value by
using either the market price of similar financial
instruments or by discounting the cash flows
at market interest rates, which are applied
to the forecasted amounts until the maturity
date. Differences between assumptions made
and the actual results may result in different
fair values and financial results.

With respect to over-the-counter derivative
instruments, Desjardins Group measures
fair value using pricing models that combine
current market prices and the contractual
prices of the underlying instruments, the time
value of money, and yield curves. The methods,
models, and assumptions used to set prices
and to assess derivative instruments are subjective
and may result in different fair values and
financial results.

ACTUARIAL AND
RELATED LIABILITIES

The calculation of actuarial liabilities and other
provisions related to insurance policies for
the life and health insurance segment requires
that assumptions be made with respect to
when a number of items will come into play
such as death, disability, investment income,
inflation, policy cancellations, expenses,
income taxes, premiums, commissions and
dividends to policyholders and the amounts
they represent. To predict underwriting
experience, Desjardins Financial Security
uses the best estimate assumptions. 

Some of these assumptions refer to events
that are likely to occur in the distant future
and they should eventually be changed.

SECURITIZATION

Desjardins Group has implemented a Mortgage-
Backed Securities Program under the National
Housing Act. Under this program, through
Caisse centrale Desjardins, Desjardins Group
converts mortgage loans into mortgage-backed
securities (“NHA MBSs”) that are sold to
the Canada Housing Trust. This trust issues
Canadian mortgage-backed bonds for purposes
of acquiring NHA MBSs.

These securitization operations are recorded
as sales since Desjardins Group surrenders control
of the assets sold and receives a consideration
other than the beneficial interests in these
assets. The transferred mortgage loans are
then derecognized.

Determining the initial gain depends on
the measurement of certain retained interests.
Since the market prices of retained interests
are not available, fair value is determined
based on the assumptions and estimates
based on the discounted value of estimated
cash flows. The key assumptions used
to estimate this value are the forward yield
curves for mortgage loans, the discount
rate proportional to the risks involved, and
anticipated reimbursement rates. Since all
mortgage loans are secured, we have not
made a provision for credit losses as part
of our assumptions. Any changes to these
assumptions and estimates could however
have an impact on recorded gains. Therefore,
an analysis of the sensitivity of the fair
value of retained interests with respect to
immediate unfavourable changes from 10%
to 20% in key assumptions did not have a
significant impact and is presented in Note 5
to the Combined Financial Statements.
Moreover, the value of retained interests
that must be revaluated periodically,
the determination of fair value methods,
as well as the assumptions used could
all have an impact on recorded amounts.

Note 5 to the Combined Financial Statements,
as well as the section on off-balance sheet
items in this Management’s Discussion and
Analysis, provide more detailed information
on these operations.

CRITICAL ACCOUNTING POLICIES 
AND ESTIMATES

4.3
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EMPLOYEE FUTURE
BENEFIT PLANS

Desjardins Group offers its employees defined
benefit statutory pension plans as well as
supplemental arrangements, which provide
pension benefits in excess of statutory limits.
Benefits are calculated based on the number
of years of participation in the plan and
take into consideration the average salary
for the employee’s five most highly-paid years.
Since the procedures of the Plan are such that
the future changes in salary levels will have
an impact on the amount of future benefits,
the cost of benefits is determined through
actuarial calculations using the projected
benefit method pro rated on years of service
and Management’s best estimate assumptions
concerning the expected return on plan
investments, salary increases, and the retirement
age of employees. Calculation of the expected
return on plan assets is based on the value of
pension fund assets measured at market-related
values. The method used to calculate the
market-related value for all the asset categories
consists of amortizing the difference between
the long-term return objective of the plan
investment policy and the return of the pension
fund over a five-year period.

GOODWILL AND
INTANGIBLE ASSETS

Intangible assets with an indefinite useful life
as well as goodwill items disclosed in Desjardins
Group’s Combined Balance Sheets are not
amortized but are subject to an impairment
test at least once a year. This test involves
comparing the fair values and book values of
goodwill for each operating unit. Fair values are
determined by using discounted cash flows or
net realizable values, whichever is appropriate.
These methods require management to make
assumptions that may affect the fair value
of the financial results.

INCOME TAXES
ON SURPLUS EARNINGS

The process of calculating income taxes on
surplus earnings is based on the anticipated
tax treatment of transactions recorded in the
Combined Income Statements and in the
Combined Statements of Changes in Equity.
To determine the current and future portions
of this item, assumptions must be made
concerning the tax laws governing Desjardins
Group in addition to the dates on which asset
and liability entries related to future taxes will
be reversed. If Desjardins Group’s interpretation
differs from that of the tax authorities or if
the reversal dates do not correspond with the
forecasted dates, the provision for income taxes
on surplus earnings may increase or decrease
in subsequent years.

PROVISION FOR PATRONAGE
DIVIDENDS TO MEMBERS

The provision for patronage dividends recorded
in the Combined Statements of Income is
determined based on the surplus-earnings
distribution plans of each of the caisses for
the year ended December 31, 2006. The boards
of directors of each caisse recommend these
distribution plans for approval at their respective
general meetings. The surplus-earnings
distribution plans set out several parameters,
notably the amount of the patronage dividend
payment, and thought is being put into a new
program under which members will be able
to elect to receive their dividends, at a higher
amount, in the form of shares. The difference
between the amounts of the actual dividends
paid, in cash or in shares, following the various
general meetings held by the caisses, and
the amount of the provision, is charged to
the Combined Statements of Income for the
current year. The base amount of the dividend
distribution will depend on the interest recorded
on loans and deposits, the average Desjardins
Funds outstanding in which the member has
invested through the caisse, and the various
service charges collected from members.
The caisses can pay out patronage dividends
when legal and regulatory requirements
have been met.

NEW ACCOUNTING STANDARDS
ADOPTED IN 2006

Consolidation of variable interest
entities – new requirements to be
brought into effect 

On January 1, 2006, Desjardins Group adopted
the new requirements of Accounting Guideline
No. 18 “Investment Companies” (AcG-18)
issued by the Canadian Institute of Chartered
Accountants in 2004, which must apply to
fiscal years beginning on or after July 1, 2005.
Under this Guideline, investment companies
that are the primary beneficiaries of a variable
interest entity (VIE), which itself is also an
investment company, must consolidate this
variable interest entity. Until January 1, 2006,
such an investment was recorded at fair value.

In addition, in 2005 the CICA’s Emerging Issues
Committee issued Abstract No. 157, “Implicit
Variable Interests Under AcG-15” (EIC-157).
This EIC clarifies that implicit variable interests

are implied financial interests in a VIE that
change with changes in the fair value of the
entity’s net assets exclusive of variable interests.
An implicit variable interest is similar to an
explicit variable interest except that it involves
absorbing and/or receiving variability indirectly
from the entity. The identification of an implicit
variable interest is a matter of judgment that
depends on the relevant facts and circumstances.
EIC-157 is effective as of January 1, 2006. 

The application of these new accounting
requirements on January 1, 2006 resulted
in the consolidation of investment companies
that are VIEs in which Desjardins holds implicit
variable interests that make it the primary
beneficiary of these companies within the
meaning of the CICA Accounting Guideline
"Consolidation of Variable Interest Entities"
(AcG-15). The consolidation of these VIEs
had the following impact on balance sheet
items: an increase in “Cash and deposits
with financial institutions” of $599 million

($356 million as at January 1, 2006); an increase
in “Securities” of $5,618 million ($4,891 million
as at January 1, 2006); an increase in other
assets of $244 million ($656 million as at
January 1, 2006); an increase in “Non-controlling
interests” of $5,860 million ($5,012 million
as at January 1, 2006); and an increase in other
liabilities of $578 million ($886 million as
at January 1, 2006), as well as a $24 million
increase in “Surplus earnings before patronage
dividends to members.” 

Note 1 to the Combined Financial Statements
provides further information on the VIEs
associated with Desjardins Group.

In January 2007, the CICA issued a draft
accounting standard that could change AcG-15
and AcG-18 such that an investment company
could account for its investment in another
investment company at fair value rather than
consolidating the company.

CHANGES IN ACCOUNTING POLICIES4.4
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FUTURE ACCOUNTING CHANGES 

Financial instruments

In January 2005, the Canadian Institute
of Chartered Accountants published new
accounting standards (“Financial Instruments –
Recognition and Measurement” (Section 3855),
“Hedges” (Section 3865), and “Comprehensive
Income” (Section 1530) that have applied to
Desjardins Group since January 1, 2007. The
main guidelines for recognizing and measuring
financial instruments and for applying hedge
accounting are described subsequently.

Financial instruments – 
recognition and measurement 

Financial assets will have to be classified in
one of the following four categories: 1) held
for trading, 2) available for sale, 3) held
to maturity, and 4) loans and receivables.
Financial liabilities will have to be classified
as “held for trading” or “other.” Financial
assets and liabilities held for trading as well
as available-for-sale financial assets will be
recorded on the balance sheet at fair value.
The change in fair value of those held for
trading will be recognized in consolidated
income for the period, while the change
in those held for sale will be recognized
in other consolidated comprehensive income
until they are derecognized. Held-to-maturity
financial assets, loans and receivables,
and financial liabilities not held for trading
will be recognized at amortized cost.

Section 3855 establishes standards for
recognizing financial assets and financial
liabilities that have a reliable fair value

as being held for trading when they are initially
recognized or once this standard is adopted.
These financial instruments held for trading
based on the fair value option are subject
to requirements issued by the Autorité
des marchés financiers.

The initial recognition of certain financial
guarantees at fair value on the balance sheet
and the use of the effective interest method
to amortize all transaction costs as well as
the premiums or discounts related to financial
instruments measured at amortized cost
constitute the other consequences arising
from the adoption of Section 3855.

Hedges

Derivative financial instruments will continue
to be recorded on the Combined Balance
Sheets at fair value including those derivatives
that are embedded in financial instruments or
other contracts but are not directly tied to the
host financial instrument or contract. Financial
instruments not designated in a hedging
relationship will be classified in the “held-for-
trading” category. Those recorded in a hedging
relationship will be classified in a fair value
or cash flow hedge. In a fair value hedge,
the gains or losses resulting from a revaluation
of the fair value of the derivative financial
instrument and of the designated risk of the
hedged item will be recognized in combined
income regardless of the category in which
this hedged item will have been classified.
With respect to a cash flow hedge, the gains
and losses arising from changes in the fair
value of the effective portion of the financial
instrument will be recognized in Other income

of combined comprehensive income until
this hedged item is recognized in income.
Moreover, the ineffective portion will be
recognized immediately in combined income.

Comprehensive income

Other comprehensive income will notably
include unrealized gains and losses on
available-for-sale financial assets and the
change in the effective portion of the cash
flow hedge. The Combined Financial Statements
will include a Statement of Comprehensive
Income and accumulated other comprehensive
income will be disclosed as a new equity item
in the Combined Balance Sheets.  

Impact of the adoption of the new
requirements on financial instruments

Adjustments resulting from the revaluation
of financial assets classified as available for sale
and hedging instruments designated in a cash
flow hedge will be recorded in the opening
balance of accumulated other comprehensive
income. Other transitional adjustments resulting
from the adoption of sections 1530, 3855
and 3865 will be recognized in the opening
balance of undistributed surplus earnings as at
January 1, 2007. The impact of these accounting
standards on the Combined Financial Statements
is currently being reviewed to include the
transitional provisions related to the changes
made to Section 3865, “Hedges,” and the
tax consequences related to the adoption
of these standards.

The year 2006 was characterized by strong
economic growth throughout the world. Last
year, global GDP growth reached approximately
5%, fuelled by the U.S. and Chinese economies.
Japan and Europe, in turn, continued to expand
as they emerged from a slump. However,
we observe that a new balance of economic
forces is taking shape: China’s expanding
might is eclipsing the relative weight of these
two economic giants. Furthermore, despite
rapid economic growth and very volatile energy
prices, central banks abstained from making
abrupt changes to leading rates, wary of
sending signals that could disrupt markets.

After a very buoyant start to the year, the
U.S. economy slowed during the second and
third quarters. The real estate market, one of
the lynchpins of growth in the United States
since 2002, began to weaken in 2006. Housing
starts declined, resales lost steam and, in some
markets, prices fell. However, the housing market
did not collapse. The deceleration in residential
housing eroded GDP growth in 2006, but falling
energy prices in the autumn offset any negative
impact on the economy. U.S. households
retained a high level of confidence, allowing
them to continue spending at a sustained pace. 

The Federal Reserve (Fed) remained split between
anti-inflationary pressures and fear of curbing
economic growth. After four one-quarter-point
interest rate hikes during the first half of the
year, it opted to keep leading rates constant as
of August, 2006. This course of action appears
to have had the desired effect, since the U.S.
economy ended the year on a positive note
without intervention by the Fed.

BUSINESS CLIMATE4.5
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Canada followed in the footsteps of the
U.S. economy, curtailing GDP growth during
the second and third quarters. Nonetheless,
the country remained split into two contrasting
zones of growth. In the West, development
of oil, oil sands, and natural gas fortified
the economies of the producing provinces.
In Central and Eastern Canada, growth was
modest due to the burden of the appreciating
Canadian dollar, the rise in energy prices
and the intensification of competition
in manufacturing, especially from China.
On average, GDP rose by approximately 2.7%
in 2006, which is comparable to the rate in
the previous year (2.9%). The labour market
illustrates the Canadian dynamic very well.
Employment growth over 12 months was 2.1%
nationally, but this breaks down as 5.6% in
Alberta, 1.8% in Ontario, and 1% in Québec.

The Bank of Canada was confronted by
a dilemma throughout the year, seeking to
curb inflationary pressures in the West while
not exacerbating the situation in Québec and
Ontario. The strengthening of the Canadian
dollar, which persisted into October, added
an additional complication for the monetary
authorities. The Bank of Canada’s strategy
was to increase leading rates by a quarter point
four times between January and June, and then
to maintain the status quo for the rest of 2006.
The central bank rate was 4.5% at the end
of the year.

Market indices followed the ups and downs
of the prices of energy products and metals.
Despite wild fluctuations in commodity prices,
Toronto’s S&P/TSX increased by 14.5%,
which was below the rate posted one
year earlier.

OUTLOOK FOR 2007

In 2007, the path the North American economy
will follow will diverge from that observed
in 2006. The year will begin slowly, then
the pace of economic growth will pick up in
the United States, Canada, Québec and Ontario.
Consumers will remain the engine of growth
through spending. Firms will continue to invest,
while the housing market will slow down across
North America. However, growth in Canada
will only be approximately 2.2%, while the
figures for Québec and Ontario will be 1.1%
and 1.4%, respectively.
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FIVE-YEAR STATISTICAL REVIEW 
OF DESJARDINS GROUP

4.6

COMBINED BALANCE SHEETS

As at December 31 
(in millions of $)

2006 2005(1) 2004(1) 2003(1) 2002(1)

Assets
Cash and deposits with financial institutions $ 1,798 $ 1,278 $ 1,303 $ 1,389 $ 1,392

Securities
Investment account 28,427 22,036 20,062 18,428 16,002
Trading account 3,906 3,045 1,889 1,033 774

32,333 25,081 21,951 19,461 16,776

Securities borrowed or purchased under 
reverse repurchase agreements 4,147 2,389 1,501 516 316

Loans
Residential mortgages 52,461 48,505 43,307 38,446 34,999
Consumer, credit card and other personal loans 15,377 14,411 13,373 12,467 11,273
Business and government 21,532 20,278 19,328 18,676 17,290

89,370 83,194 76,008 69,589 63,562
Cumulative provision for credit losses (724) (722) (753) (847) (903)

88,646 82,472 75,255 68,742 62,659

Other assets 8,202 6,873 6,483 6,289 5,503

Total assets $ 135,126 $ 118,093 $ 106,493 $ 96,397 $ 86,646

Liabilities and equity
Liabilities
Deposits 

Individuals $ 62,650 $ 59,291 $ 55,063 $ 52,350 $ 48,541
Business and government 16,282 16,428 15,200 13,907 12,243
Deposit-taking institutions and other 9,211 7,568 6,573 5,822 3,701

88,143 83,287 76,836 72,079 64,485

Actuarial and related liabilities 11,135 10,500 9,821 9,151 8,208
Borrowings 163 345 127 155 238
Subordinated debentures 1,367 1,355 1,589 1,154 1,208
Other liabilities 25,765 14,701 10,960 7,486 6,668

38,430 26,901 22,497 17,946 16,322

Equity
Capital stock 856 845 851 848 835
Share capital 66 64 79 77 74
Undistributed surplus earnings 634 729 553 535 493
Reserves 6,997 6,267 5,677 4,912 4,437

8,553 7,905 7,160 6,372 5,839

Total liabilities and equity $ 135,126 $ 118,093 $ 106,493 $ 96,397 $ 86,646

(1) Data restated to reflect the presentation adopted in 2006.
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PRIMARY FINANCIAL MEASURES

As at December 31 
(in millions of $ and as a %)

2006 2005(1) 2004(1) 2003(1) 2002(1)

Tier 1 capital ratio – BIS 14.18 % 14.01 % 13.58 % 12.97 % 12.78 %(3)

Total capital ratio 14.33 14.05 13.70 13.08 13.34(3)

Return on equity 12.1 14.5 15.8 13.7 15.5
Productivity ratio(2) 74.5 72.4 70.9 73.9 70.0
Impaired loans coverage ratio 206.9 220.8 187.8 145.0 140.4
Gross impaired loans as a percentage of gross loans 0.39 0.39 0.53 0.84 1.01
Average assets $ 123,325(4) $ 112,692 $ 102,191 $ 91,478 $ 84,252
Average loans 85,419 78,803 72,054 65,701 60,652
Average deposits 85,554 79,889 74,319 68,046 63,329

(1) Data restated to reflect the presentation adopted in 2006.
(2) The productivity ratio is non-interest expenses over total income of Desjardins Group, net of claims and insurance benefits.
(3) The ratio is not restated to take into account the caisses of Ontario and of the Fédération des caisses populaires de l’Ontario. The addition would not have a significant impact on these ratios.
(4) Average assets excludes the impact of the consolidation of variable interest entities.
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84 ADDITIONAL INFORMATION    4.6 FIVE-YEAR STATISTICAL REVIEW OF DESJARDINS GROUP

COMBINED STATEMENTS OF INCOME

For the years ended December 31 
(in millions of $) 

2006 2005(1) 2004(1) 2003(1) 2002(1)

Interest income
Loans $ 4,971 $ 4,522 $ 4,249 $ 4,165 $ 3,996
Securities 386 332 330 388 417

5,357 4,854 4,579 4,553 4,413

Interest expense
Deposits 2,206 1,739 1,613 1,609 1,573
Subordinated debentures and borrowings 70 81 84 72 63

2,276 1,820 1,697 1,681 1,636

Net interest income 3,081 3,034 2,882 2,872 2,777

Net premiums 3,688 3,547 3,263 3,007 2,555

Other income
Deposit and payment service charges 447 417 402 393 370
Lending fees and credit card service revenues 326 263 229 190 161
Brokerage, investment fund and trust services 577 491 407 301 242
Trading and investment income 878 965 941 679 601
Other 401 354 340 294 203

2,629 2,490 2,319 1,857 1,577

Total income 9,398 9,071 8,464 7,736 6,909

Provisions for credit losses 139 96 94 75 111

Claims, benefits, annuities and changes 
in insurance provisions 3,342 3,252 2,970 2,974 2,291

Non-interest expenses
Salaries and fringe benefits 2,271 2,104 1,984 1,789 1,611
Premises, equipment and furniture, including amortization 373 369 338 343 333
Outsourcing of processing services 315 315 295 250 237
Communications 237 228 212 198 199
Other 1,317 1,196 1,064 940 853

4,513 4,212 3,893 3,520 3,233

Operating surplus earnings from continuing operations 1,404 1,511 1,507 1,167 1,274
Income taxes on surplus earnings 398 403 418 314 377

Surplus earnings from continuing operations 
before non-controlling interests and patronage 
dividends to members 1,006 1,108 1,089 853 897

Non-controlling interests 18 24 18 25 24

Surplus earnings from continuing operations 
before patronage dividends to members 988 1,084 1,071 828 873

Discontinued operations — 5 1 6 (11)

Surplus earnings before patronage dividends to members 988 1,089 1,072 834 862

Provision for patronage dividends to members 483 408 372 443 492
Tax recovery on provision for patronage dividends to members (148) (120) (106) (143) (158)

Surplus earnings for the year after patronage 
dividends to members $ 653 $ 801 $ 806 $ 534 $ 528

(1) Data restated to reflect the presentation adopted in 2006.
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SUMMARY OF QUARTERLY INFORMATION 
OF DESJARDINS GROUP

4.7

COMBINED STATEMENTS OF INCOME 
(unaudited, by quarter and in millions of $) 

2006 2005

Q4 Q3(1) Q2(1) Q1(1) Q4 (1) Q3(1) Q2 (1) Q1 (1)

Net interest income $ 800 $ 779 $ 766 $ 736 $ 794 $ 778 $ 746 $ 716
Net premiums 931 887 943 927 876 905 917 849
Other income 786 645 540 658 631 633 631 595

Total income 2,517 2,311 2,249 2,321 2,301 2,316 2,294 2,160

Provisions for credit losses 45 27 36 31 19 29 23 25
Claims, benefits, annuities and 

changes in insurance provisions 879 772 803 888 820 847 804 781
Non-interest expenses 1,196 1,045 1,134 1,138 1,124 996 1,058 1,034

Surplus earnings from 
continuing operations 397 467 276 264 338 444 409 320

Income taxes on surplus earnings 107 136 82 73 77 129 107 90
Non-controlling interests 6 3 4 5 8 4 7 5
Discontinued operations — — — — 1 (5) — 9

Surplus earnings before 
patronage dividends 
to members 284 328 190 186 254 306 295 234

Provision for patronage dividends 
to members, net of income 
taxes recovered 94 102 76 63 87 80 56 65

Surplus earnings for 
the period after patronage 
dividends to members $ 190 $ 226 $ 114 $ 123 $ 167 $ 226 $ 239 $ 169

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
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86 ADDITIONAL INFORMATION    4.7 SUMMARY OF QUARTERLY INFORMATION OF DESJARDINS GROUP

PRIMARY FINANCIAL MEASURES 
(unaudited, by quarter or at quarter-end, as a % and in millions of $)

2006 2005

Q4 Q3(1) Q2(1) Q1(1) Q4 (1) Q3(1) Q2 (1) Q1 (1)

Return on equity 13.3 % 15.8 % 9.5 % 9.5 % 12.9 % 15.9 % 15.9 % 13.1 %
Productivity ratio(2) 73.0 67.9 78.4 79.4 75.9 67.8 71.0 75.0
Impaired loans coverage ratio 206.9 205.4 233.3 228.3 220.8 232.5 216.2 200.0
Gross impaired loans as 

a percentage of gross loans 0.39 0.40 0.36 0.38 0.39 0.39 0.43 0.49
Average assets(3) $ 127,831 $ 125,588 $ 121,436 $ 118,394 $ 116,311 $ 114,267 $ 112,174 $ 108,418
Average loans 87,742 86,221 84,570 83,004 81,642 79,771 77,738 76,000
Average deposits 87,407 86,541 84,835 83,273 81,866 80,280 79,438 77,798

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
(2) The productivity ratio is non-interest expenses over total income of Desjardins Group, net of claims and insurance benefits.
(3) In 2006, average assets excludes the impact of the consolidation of variable interest entities.

COMBINED BALANCE SHEETS
(unaudited, by quarter and in millions of $) 

2006 2005

Q4 Q3(1) Q2(1) Q1(1) Q4 (1) Q3(1) Q2 (1) Q1 (1)

Assets
Cash and deposits with 

financial institutions $ 1,798 $ 1,279 $ 1,634 $ 1,310 $ 1,278 $ 1,039 $ 1,106 $ 1,452
Securities – investment account 28,427 27,849 26,626 26,826 22,036 20,162 21,402 22,485
Securities – trading account 3,906 3,179 3,006 2,799 3,045 1,805 2,433 1,670
Securities borrowed or 

purchased under reverse 
repurchase agreements 4,147 3,915 3,739 2,670 2,389 2,796 2,661 1,459

Residential mortgages 52,461 51,731 50,914 48,980 48,505 47,412 46,165 44,161
Consumer, credit card and 

other personal loans 15,377 15,249 14,944 14,603 14,411 14,256 13,965 13,674
Loans to business and government 21,532 20,582 20,481 20,686 20,278 19,887 19,346 19,662
Cumulative provision 

for credit losses (724) (725) (735) (733) (722) (744) (746) (752)
Other assets 8,202 9,550 9,212 7,348 6,873 7,916 7,672 6,532

Total assets $ 135,126 $ 132,609 $ 129,821 $ 124,489 $ 118,093 $ 114,529 $ 114,004 $ 110,343

Liabilities and equity
Deposits by individuals $ 62,650 $ 61,629 $ 61,480 $ 60,282 $ 59,291 $ 58,302 $ 57,910 $ 56,682
Deposits by business 

and government 16,282 16,391 16,438 15,010 16,428 15,488 16,464 15,169
Deposits by deposit-taking 

institutions and other 9,211 8,651 8,492 7,967 7,568 6,654 5,742 6,909
Actuarial and related liabilities 11,135 10,943 10,807 10,616 10,500 10,302 10,068 9,920
Subordinated debentures 

and borrowings 1,530 1,503 1,529 1,696 1,700 1,703 1,966 2,090
Other liabilities 25,765 25,150 22,956 20,907 14,701 14,317 14,314 12,270
Equity 8,553 8,342 8,119 8,011 7,905 7,763 7,540 7,303

Total liabilities and equity $ 135,126 $ 132,609 $ 129,821 $ 124,489 $ 118,093 $ 114,529 $ 114,004 $ 110,343

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
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PERSONAL AND COMMERCIAL 

As at December 31 
(unaudited, in millions of $) 

2006 2005(1) 2004(1) 2003(1) 2002(1)

Caisses and federations
Assets $ 94,759 $ 87,725 $ 83,074 $ 75,422 $ 69,131
Securities 8,686 8,029 9,039 8,687 7,627
Loans 80,906 75,725 69,662 63,356 57,571
Deposits 76,307 71,302 67,712 63,589 59,819
Surplus earnings before patronage dividends to members 672 775 713 706 786
Provision for patronage dividends to members 483 408 372 443 492

Caisse centrale Desjardins
Assets $ 17,597 $ 15,757 $ 14,770 $ 13,518 $ 10,799
Securities 3,805 3,349 2,843 3,619 3,868
Loans 10,924 10,286 10,187 8,122 5,087
Deposits 13,431 11,949 11,242 10,122 7,788
Net income 54 49 44 40 35

Fonds de sécurité Desjardins
Assets $ 742 $ 797 $ 534 $ 497 $ 465
Net fund value 574 550 523 485 453
Net surplus earnings 25 27 38 32 43

Capital Desjardins
Assets $ 1,265 $ 1,266 $ 1,515 $ 1,076 $ 1,137
Senior bonds 1,250 1,250 1,490 1,058 1,116

Investment funds and trust services(2)

Income from brokerage services, 
investment funds and trust funds $ 198 $ 107 $ 111 $ 90 $ 91

Investment funds outstanding 12,716 10,247 8,006 6,266 4,809
Assets under administration 208,234 203,398 195,840 167,181 143,432

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
(2) Includes Desjardins Financial Services Firm, Desjardins Trust, Northwest Asset Management and Desjardins Investment Management.

LIFE AND HEALTH INSURANCE 

As at December 31 
(unaudited, in millions of $ and as a %) 

2006 2005(1) 2004(1) 2003(1) 2002(1)

Desjardins Financial Security
Insurance and annuity premiums $ 2,438 $ 2,300 $ 2,090 $ 2,013 $ 1,704
In-force life insurance (insured capital) 151,192 137,118 131,896 126,386 122,645
In-force pension contracts (funds held) 3,895 3,786 3,670 3,553 3,255
Return on equity 20.7 % 24.9 % 19.6 % 14.1 % 10.8 %
Assets under management and under administration $ 19,944 $ 20,384 $ 17,598 $ 16,365 $ 15,095

(1) Data restated to reflect the presentation adopted as at December 31, 2006.

PRINCIPAL STATISTICS BY BUSINESS SEGMENT4.8
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88 ADDITIONAL INFORMATION    4.9 GLOSSARY OF FINANCIAL TERMS

SECURITIES BROKERAGE, ASSET MANAGEMENT AND VENTURE CAPITAL 

As at December 31 
(unaudited, in millions of $ and as a %, unless otherwise stated) 

2006 2005(1) 2004(1) 2003(1) 2002(1)

Desjardins Securities(2)

Total revenues $ 273 $ 249 $ 225 $ 169 $ 116
Number of clients (in thousands) 205 239 240 229 222
Return on equity (9.6)% (23.5)% — % (8.6) % (11.0) %
Assets under administration $ 17,603 $ 15,583 $ 13,596 $ 11,393 $ 8,100

Desjardins Asset Management
Fee income $ 87 $ 68 $ 61 $ 48 $ 48
Assets under management 46,671 35,754 26,329 25,515 17,263

Desjardins Venture Capital 
Management fee income $ 23 $ 23 $ 20 $ 16 $ 14
Assets under management 778 750 662 566 438
Investments, on the books (Group funds)(3) 70 108 163 172 204
Net earnings (loss) (Group funds)(3) 2 — 2 (55) (34)

(1) Data restated to reflect the presentation adopted as at December 31, 2006.
(2) Data restated to account for the transfer of Integrated Caisses activities to the Fédération des caisses Desjardins du Québec.
(3) Group funds include Desjardins Venture Capital, L.P. as well as the six Desjardins Capital regional development investment funds.  

GENERAL INSURANCE

As at December 31 
(unaudited, in millions of $ and as a %) 

2006 2005(1) 2004(1) 2003(1) 2002(1)

Desjardins General Insurance Group
Gross premiums written $ 1,412 $ 1,405 $ 1,370 $ 1,270 $ 1,068
Growth in number of in-force policies 1.2 % 2.7 % 4.2 % 5.9 % 4.4 %
Combined ratio 91.9 92.0 89.4 97.8 96.8
Return on equity 25.2 24.7 29.7 13.4 10.5

(1) Data restated to reflect the presentation adopted as at December 31, 2006.

Acceptances

Short-term debt securities that can be traded in
the money market, which a financial institution
guarantees for a borrower in exchange for
a stamping fee.

Annuity premium

Amount that the underwriter invests for the
purpose of the paying of an annuity, immediately
or following a period of accumulation.

Appointed actuary

The actuary appointed by an insurance
company’s board of directors, in accordance
with the federal and provincial laws governing
insurance matters.

Assets under administration
and assets under management

Assets administered or managed by a financial
institution that are beneficially owned by
members and clients and therefore do not
appear on the financial institution’s balance
sheet. The services provided in respect of
assets under administration are administrative
in nature, such as custodial services, collection
of investment income and settlement of buy
and sell transactions, while the services provided
in respect of assets under management include
selecting investments and offering investment
advice. The assets may also be administered
by the financial institution.

Autorité des marchés financiers

An organization whose mission is to administer
all the laws governing the supervision of
the financial industry, notably in the areas
of insurance, deposit institutions and financial
product and service distribution, as well
as securities. On February 1, 2004, it replaced
the following supervisory institutions the
Commission des valeurs mobilières du Québec,
the Bureau des services financiers, the Régie
de l’assurance-dépôts du Québec, and the
Fonds d’indemnisation des services financiers.
The Autorité replaced the Inspector General
of Financial Institutions for the supervision
of the financial industry.

GLOSSARY OF FINANCIAL TERMS4.9
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Basis point

Unit of measure equal to one one-hundredth
of a percent.

Beneficiary

A person, other than the underwriter, designated
to receive benefits under an insurance policy
or annuity contract.

Benefit

Amount paid by the insurer under life-insurance,
salary insurance or accident-health insurance
protection. As applicable, the benefit is paid
to the underwriter, to the policyholder or
to the insurance beneficiary. In a pension plan,
this term refers to the rights a member has
acquired under his participation in the plan.

Bond

A certificate which is evidence of a debt
on which the issuer promises to pay the holder
a specified amount of interest for a specified
period of time, and to repay the loan on its
maturity. Generally, the assets are pledged
as security for the loan, except in the case
of government or corporate bonds, aside from
debentures. This term is often used to describe
any debt security.

Claims experience

In general insurance, the costs of claims recorded
as a percentage of the net premiums earned.
Net premiums earned represent the premiums
earned in relation to the elapsed time,
a deduction taken on reinsurance premiums.

Combined ratio

In general insurance, total claims and operating
expenses expressed as a percentage of net
premiums acquired.

Company subject 
to significant influence

A company in which Desjardins Group holds
between 20% and 50% of the capital stock.

Credit instruments

Credit facilities offered to members and
clients in the form of loans and other financing
vehicles appearing on the balance sheet,
or in the form of off-balance sheet products
such as guarantees, letters of credit and
securities lending.

Cumulative provision for credit losses

An amount that management deems sufficient
to cover the anticipated credit losses related
to the portfolio of loans and other on- and off-
balance sheet assets. Specific provisions and the
general provision are added to the cumulative
provision for credit losses, and write-offs
and recoveries are deducted from it.

Defined benefit pension plan

Pension plan that guarantees each participant
a defined level of retirement income, often
based on a formula set by the plan in terms
of the participant’s salary and number of years
of service.

Derivative financial instrument

A contract whose value is “derived” primarily
from interest or exchange rates. Derivative
financial instruments are used to transfer, modify
or reduce current or expected risks, including
risks related to interest and exchange rates
and other risks arising from financial indicators.

Forward exchange contract

A commitment to buy or sell a fixed amount
of foreign currency at a future specified date
and at a set rate of exchange.

Gross premiums written

In general insurance, premiums stipulated
in insurance contracts entered into during
the year.

Guarantees and standby
letters of credit

Essentially, an irrevocable undertaking by
a financial institution to make payments for
a member or client who cannot meet his or
her financial obligations towards third parties.

Hedging

Risk management technique used to offset or
manage risk related to interest rates, foreign
currency and stock market indices.

Hedging relationship

A relationship established between a hedged
item and a hedging item that satisfied all
the conditions issued by the Canadian Institute
of Chartered Accountants. A hedging item
(generally a derivative instrument) is used to
compensate for an identified risk associated
with interest rates, foreign currency and other
financial indicators to which a hedged item
(generally an asset or liability recorded on
the balance sheet) exposes Desjardins Group.

Impaired loans

Loans, with the exception of credit card
balances, are considered impaired when,
in Management’s opinion, there is reasonable
doubt as to the collectibility of the principal
or interest or when the interest or principal
repayment is contractually 90 days or more past
due, unless the loan is fully secured. All loans
are considered impaired when they are more
than 180 days in arrears. 

Insurance premium

Payment that the policyholder is committed
to make so its insurance policy remains
effective. This payment represents the cost
of his insurance and can sometimes include
a savings component. The premium is
directly linked to the amount of risk taken
by the insurer.

Investment account

Securities held until maturity or until the market
offers more attractive investment opportunities.

Investment funds

Funds comprised of amounts pooled together
by investors for purposes of a collective
investment. A third party manages this fund
and must, on request, redeem the shares at their
net asset value (or at their redemption value).

Matching

The process of adjusting asset and liability
maturities as well as off-balance sheet items in
order to minimize risks related to interest rates,
currency, and other financial indicators. Matching
is used in asset and liability management.

Measurement of fair value

Estimate of securities and financial instruments
at the market rate and end of year. When the
price of a security is unavailable, fair value is
measured using market prices of similar securities.

Morbidity rate

Likelihood that a person of a given age will
suffer from an illness or infirmity. The health
insurance premium that a person belonging
to this particular age group pays is based
on this group’s morbidity rate.
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90 ADDITIONAL INFORMATION    4.9 GLOSSARY OF FINANCIAL TERMS

Mortality rate

The frequency of death in a given population.
The life insurance premium that a person
belonging to this age group pays is based
on this group’s mortality rate.

Moving average market method

In life and health insurance, the method that
reflects changes in market values of portfolio
investments in the balance sheet and earnings
statement over a period of years.

Net interest income

The difference between what a financial
institution receives on assets such as loans
and securities and what it pays out on liabilities
such as deposits and subordinated debentures.

Net premiums acquired

In general insurance, premiums earned
on the basis of elapsed time, net of
reinsurance premiums.

Notional amount

Reference amount used to calculate payments
for instruments like forward rate agreements
and interest rate swaps. It is called “notional”
because it does not change hands.

Off-balance sheet financial instruments

A wide range of products offered to members
and clients. There are two categories (i) credit
instruments, which offer members and clients
liquid asset protection and (ii) derivative
financial instruments.

Operating unit

A component of a unit in which separate
and significantly important activities are carried
out. An operating unit is generally synonymous
with a business segment or subsidiary.

Participant

A person who participates in a group insurance
plan through their employer, an association
or a group. 

Patronage dividends

A distribution of surplus earnings to members
on the basis of their transactions with
their caisse.

Pension plan

Contract under which the participant receives
a pension benefit based on certain conditions
as of a specified age. The financing of such a
plan is insured by contributions made by either
the employer alone, or by the employer and
the participant.

Permanent share

Capital stock offered to caisse members.

Policy

Written document that accounts for the existence
of a contract for insurance or annuities and
that sets out the terms and conditions.

Policyholder

A person whose life or health is insured under
an insurance policy. See also Participant.

Provisions for credit losses

An amount added to the cumulative provision
for credit losses. Specific provisions are established
to reduce the carrying value of some assets
(especially impaired loans) to an estimated
realizable value. The general provision is
established for losses anticipated in regard
to total unimpaired loans, particularly in sectors
of activity where loan losses may not be
estimated on an individual basis.

Reinsurance agreement

An agreement whereby one insurer assumes all
or part of a risk undertaken by another insurer.
The original insurer remains fully liable to
policyholders for the insurance obligations.

Risk-weighted off-balance sheet assets
and financial instruments

An integral part of calculating risk-based
capital ratios. The face value of low-risk assets
is adjusted using risk weighted factors to take
into account a comparable risk among all
types of assets. The inherent risk of off-balance
sheet financial instruments is also taken into
consideration, first by adjusting the notional
values to balance sheet (or credit) equivalents,
and then by applying the appropriate risk
weighting factors.

Securitization

Mechanism by which financial assets (such
as mortgages) are converted into asset-based
securities; these securities are then transferred
to a trust.

Segregated funds

A fund category offered by insurance companies
via individual variable contracts that offer
purchasers a number of guarantees, such
as capital repayment upon death. Segregated
funds feature various investment objectives
and securities categories.

Stock index option

The right (but not the obligation) to buy
(call option) or sell (put option) at or by
a specific date a given quantity of a stock
index at a specific price. 

Subordinated debenture

An unsecured bond subordinated in right
of payment in the event of liquidation
to the claims of depositors and certain
other creditors.

Subsidiary

A company in which Desjardins Group holds
the majority of the stock.

Swap

A type of derivative financial instrument
whereby two parties agree to exchange interest
rates or currencies for a set period according
to a predetermined rate.

Trading account

Short-term securities held for trading purposes.

Underwriter

An individual or a corporation that issues
an insurance or annuity contract to an insurer.
In life and health insurance, the name used
can also be policyholder. In savings and group
insurance, the underwriter is the organization
that issues a pension plan or an insurance
plan to an insurer.

Underwriting experience

In life and health insurance, the difference
between the actual results and the actuarial
assumptions used to determine the premium
or the policy reserves, as applicable.

Underwriting profit

In general insurance, the profit earned from
insurance activities before investment income.
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The Audit and Inspection Commission is tasked with supporting the
Board of Directors of the Fédération des caisses Desjardins du Québec
in its various oversight responsibilities for Desjardins Group. Its mandate
consists primarily of analyzing the financial statements, their presentation,
the appropriateness of the accounting principles adopted, risk management
as it relates to financial reporting, internal control systems, internal
and external audit processes, the procedures applied to such audits,
and regulatory compliance management.

The Commission reviews Desjardins Group’s quarterly and annual financial
statements, related press releases, the annual Management’s Discussion
and Analysis, and the Annual Information Form.

The Commission ensures that Management has designed and implemented
an effective internal control system with respect to financial reporting, asset
protection, fraud detection, and regulatory compliance. It also ensures
that Management has implemented systems to manage the main risk
categories that may influence the financial results of the caisse network
and Desjardins Group.

Also examined are files that document the caisse network’s evolution,
including the financial position of the caisses, particular situations detected
in the caisses, follow-ups made, credit losses, and how certain accounting
policies and practices, such as the management method for the general
provision, are applied. As for the Desjardins Bureau for Financial Monitoring
and Enforcement, the Commission ensures that the action plan on caisse
audits and inspections is carried out and also reviews comment letters,
inspection reports with adjustments, and the follow-ups that are performed.

External auditors are also under the direct authority of the Commission.
To satisfy its responsibilities regarding external auditors, the Commission
ensures and preserves the external auditors’ independence by authorizing
all non-audit-related services, by recommending auditor appointments
and renewals, by recommending and settling auditor compensation, and
by conducting annual auditor evaluations. In addition, the Commission
supervises the work of the external auditors and examines their audit
proposal, their audit mandate, their annual audit strategy, their auditors’
reports, their auditors’ management letter, and Management’s comments.
Desjardins Group has a policy that governs the awarding of contracts
for related services. Specifically, this policy addresses the following:
a) the services that can or cannot be performed by external auditors;
b) the governance procedures that must be followed before mandates
may be awarded; and c) the responsibilities of the key players involved.
The Commission receives a quarterly report on the contracts awarded
to external auditors by each of Desjardins Group’s components. 

The Commission ensures and preserves the independence of Desjardins
Group’s internal audit service. It analyzes the internal audit team’s annual
audit strategy as well as its responsibilities, performance, objectivity,
and team personnel. The Commission reviews the internal audit team’s
summary reports and, if necessary, takes follow-up action. When doing
so, the Commission meets with the head of Internal Audit of Desjardins
Group to discuss any important matters submitted to Management.
With respect to relations with the Autorité des marchés financiers,
the Commission reviews the inspection report issued by this organization,
as well as the financial reports that the Fédération must submit each
quarter to the Autorité.

The Commission meets privately with external auditors, Management,
the head of Internal Audit of Desjardins Group, the Inspector and Auditor
General of Desjardins Group, and representatives from the Autorité des
marchés financiers. Every quarter, it reports to the Board of Directors and,
if necessary, makes recommendations. Lastly, to comply with sound
corporate governance practices, the Commission annually reviews the
degree of efficiency and effectiveness with which it has performed
the tasks specified in its charter. 

The Commission is made up of five independent administrators.
With the exception of one member who serves as an instructor at
training sessions intended for Desjardins Group personnel and elected
officers, the Group does not remunerate, either directly or indirectly,
any other member for services other than those rendered as a member
of the Fédération’s Board of Directors and its committees.

All the members of the Commission have the knowledge required to read
and interpret the financial statements of a financial institution, based on
the criteria established by the Commission’s charter.

The Commission met 14 times in fiscal 2006. During the same year,
Mr. Jean-Guy Bureau and Mr. Marcel Lauzon left the Commission
while Mr. Thomas Blais and Mr. Serge Tourangeau became new members.
As at December 31, 2006, the members were Ms. Andrée Lafortune,
FCA, Mr. Pierre Leblanc, FCA, Mr. Thomas Blais, Mr. Serge Tourangeau,
and Mr. Benoît Turcotte.

Andrée Lafortune, FCA
Chair

REPORT BY THE AUDIT 
AND INSPECTION COMMISSION
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MANAGEMENT’S RESPONSIBILITY 
FOR FINANCIAL REPORTING
The Combined Financial Statements of Desjardins Group and all
the information contained in this Annual Report are the responsibility
of the Management of the Fédération des caisses Desjardins du Québec,
whose duty is to ensure reporting integrity and fairness.

The Combined Financial Statements were prepared in accordance with
Canadian generally accepted accounting principles and according to the
accounting requirements of the Autorité des marchés financiers in Québec,
as applicable. The Combined Financial Statements necessarily contain amounts
established by Management that are based on estimates which it deems fair
and reasonable. These estimates include, among other things, valuations
of the actuarial and related liabilities performed by the actuaries of the
insurance segments. All financial information presented in the Annual
Report is consistent with the audited Combined Financial Statements.

As the Management of the Fédération des caisses Desjardins du Québec
is responsible for the reliability of Desjardins Group’s Combined Financial
Statements and related information, and the accounting systems from
which they are derived, it relies on controls over operations and related
accounting practices. The controls in place notably include an organizational
structure that ensures effective segregation of duties, a code of ethics,
standards in personnel hiring and training, policies and a procedures
manual, as well as the application of control methods that are regularly
updated, thereby exercising adequate supervision of operations. The internal
control system is backed by a professional team from internal audit and
the Desjardins Group Bureau for Financial Monitoring and Enforcement
that has full and unrestricted access to the Audit and Inspection Commission.
Management also implemented a financial governance framework based
on best market practices to ensure the effectiveness of the communication
and financial reporting procedures and controls used to prepare the annual
and periodic documents of Desjardins Group. 

The Autorité des marchés financiers conducts an inspection of Desjardins
Group components under its authority on an ongoing basis.

The Board of Directors of the Fédération des caisses Desjardins approves
the financial information presented in the Annual Report of Desjardins
Group based on the recommendation of the Audit and Inspection 

Commission. The Audit and Inspection Commission is mandated by
the Board of Directors to examine the Combined Financial Statements
and Management’s Discussion and Analysis of Desjardins Group. Also,
the Audit and Inspection Commission, consisting of directors who are
neither officers nor employees of Desjardins Group, exercises an oversight
role to ensure that Management has developed and implemented
adequate control procedures and systems to ensure a quality presentation
of financial information that contains the required disclosures within
the delays requested.

The Combined Financial Statements were examined by the auditors
appointed by the Board of Directors: Samson Bélair/Deloitte & Touche
s.e.n.c.r.l. and the Audit Department of the Desjardins Group Bureau
for Financial Monitoring and Enforcement, whose report follows.
The auditors may meet with the Audit and Inspection Commission
at any time to discuss their audit and any questions related thereto,
notably the integrity of the financial information provided and the quality
of internal control systems.

Alban D’Amours
President and Chief Executive Officer 
Desjardins Group

Monique F. Leroux, FCA 
Senior Executive Vice-President, Chief Financial Officer
Desjardins Group 

Lévis, February 18, 2007

TO THE MEMBERS OF THE FÉDÉRATION 
DES CAISSES DESJARDINS DU QUÉBEC

We have audited the Combined Balance Sheets of Desjardins Group
as at December 31, 2006 and 2005 and the Combined Statements
of Income, the Combined Statements of Changes in Equity and the
Combined Statements of Cash Flows for each of the years in the three-year
period ended December 31, 2006. These financial statements are the
responsibility of the Management of the Fédération des caisses Desjardins
du Québec. Our responsibility is to express an opinion on these Combined
Financial Statements based on our audits.

Our audits were conducted in accordance with Canadian generally
accepted auditing standards. Those standards require that we plan
and perform an audit to obtain reasonable assurance that 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. It 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 Combined Financial Statements present fairly,
in all material respects, the financial position of Desjardins Group
as at December 31, 2006 and 2005 and the results of its operations
and its cash flows for each of the years in the three-year period ended
December 31, 2006 in accordance with Canadian generally accepted
accounting principles.  

Samson Bélair/Deloitte & Touche, s.e.n.c.r.l.
Chartered Accountants

Québec City, February 18, 2007

Audit Department 
Desjardins Group Bureau for Financial 
Monitoring and Enforcement

Lévis, February 18, 2007

AUDITORS’ REPORT
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COMBINED BALANCE SHEETS
As at December 31  
(in millions of $)

2006 2005

ASSETS

Cash and deposits with financial institutions $ 1,798 $ 1,278

Securities (Note 3)

Investment account 28,427 22,036
Trading account 3,906 3,045

32,333 25,081

Securities borrowed or purchased under reverse repurchase agreements 4,147 2,389

Loans (Notes 4 and 5)

Residential mortgages 52,461 48,505
Consumer, credit card and other personal loans 15,377 14,411
Business and government 21,532 20,278

89,370 83,194

Cumulative provision for credit losses (Note 4) (724) (722)

88,646 82,472

Other assets
Land, buildings and equipment (Note 6) 1,267 1,208
Interest receivable 486 435
Derivative-related assets 1,098 827
Clients’ liability under acceptances 1,247 848
Other (Note 7) 4,104 3,555

8,202 6,873

Total assets $ 135,126 $ 118,093
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2006 2005

LIABILITIES AND EQUITY

Liabilities
Deposits (Note 8)

Individuals $ 62,650 $ 59,291
Business and government 16,282 16,428
Deposit-taking institutions and other 9,211 7,568

88,143 83,287

Other liabilities
Actuarial and related liabilities (Note 9) 11,135 10,500
Borrowings (Note 10) 163 345
Interest payable 847 663
Derivative-related liabilities 971 1,075
Acceptances 1,247 848
Commitments related to securities lent or sold under repurchase agreements 6,955 5,120
Commitments related to securities sold short 4,101 2,310
Other (Note 11) 5,549 4,452

30,968 25,313

Subordinated debentures (Note 12) 1,367 1,355

Non-controlling interests (Note 13) 6,095 233

Equity
Capital stock (Note 14) 856 845
Share capital (Note 15) 66 64
Undistributed surplus earnings 634 729
Reserves (Note 16) 6,997 6,267

8,553 7,905

Total liabilities and equity $ 135,126 $ 118,093

The accompanying notes are an integral part of the Combined Financial Statements.

Approved by the Board of Directors of Fédération des caisses Desjardins du Québec

Alban D’Amours Pierre Tardif
Chairman of the Board Vice-Chair of the Board D
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COMBINED STATEMENTS OF INCOME 
Years ended December 31
(in millions of $)

2006 2005 2004

Interest income
Loans $ 4,971 $ 4,522 $ 4,249
Securities 386 332 330

5,357 4,854 4,579

Interest expense
Deposits 2,206 1,739 1,613
Subordinated debentures and borrowings 70 81 84

2,276 1,820 1,697

Net interest income 3,081 3,034 2,882

Net premiums 3,688 3,547 3,263

Other income
Deposit and payment service charges 447 417 402
Lending fees and credit card service revenues 326 263 229
Brokerage, investment fund and trust services 577 491 407
Investing and trading income 878 965 941
Other 401 354 340

2,629 2,490 2,319

Total income 9,398 9,071 8,464

Provisions for credit losses 139 96 94

Claims, benefits, annuities and changes in insurance provisions 3,342 3,252 2,970

Non-interest expenses
Salaries and fringe benefits 2,271 2,104 1,984
Premises, equipment and furniture, including amortization 373 369 338
Outsourcing of processing services 315 315 295
Communications 237 228 212
Other 1,317 1,196 1,064

4,513 4,212 3,893

Operating surplus earnings from continuing operations 1,404 1,511 1,507

Income taxes on surplus earnings (Note 17) 398 403 418

Surplus earnings from continuing operations before non-controlling interests 
and patronage dividends to members 1,006 1,108 1,089

Non-controlling interests (Note 13) 18 24 18

Surplus earnings from continuing operations before patronage dividends to members 988 1,084 1,071

Discontinued operations (Note 26) — 5 1

Surplus earnings before patronage dividends to members 988 1,089 1,072

Provision for patronage dividends to members (Note 18) 483 408 372
Income tax recovery related to the provision for patronage dividends to members (Note 17) (148) (120) (106)

Surplus earnings for the year after patronage dividends to members $ 653 $ 801 $ 806

The accompanying notes are an integral part of the Combined Financial Statements.
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COMBINED STATEMENTS OF CHANGES IN EQUITY
Years ended December 31 
(in millions of $)

2006 2005 2004

Capital stock
Balance at beginning of year $ 845 $ 851 $ 848
Net change during the year 11 (6) 3

Balance at end of year $ 856 $ 845 $ 851

Share capital
Balance at beginning of year $ 64 $ 79 $ 77
Issuance of preferred shares (Note 15) 2 2 2
Redemption of preferred shares — (17) —

Balance at end of year $ 66 $ 64 $ 79

Undistributed surplus earnings
Balance at beginning of year $ 729 $ 553 $ 535
Surplus earnings for the year after patronage dividends to members 653 801 806
Remuneration on permanent shares (net of income taxes recovered) (15) (13) (20)
Dividends on preferred shares (3) (3) (3)
Transfer to the stabilization reserve (1) (3) (3)
Transfer to the reserve for future patronage dividends (136) (5) —
Transfer to the general reserve (593) (601) (762)

Balance at end of year $ 634 $ 729 $ 553

RESERVES
Stabilization reserve

Balance at beginning of year $ 274 $ 271 $ 268
Transfer from undistributed surplus earnings 1 3 3

Balance at end of year $ 275 $ 274 $ 271

Reserve for future patronage dividends
Balance at beginning of year $ 5 $ — $ —
Transfer from undistributed surplus earnings 136 5 —

Balance at end of year $ 141 $ 5 $ —

General reserve
Balance at beginning of year $ 5,988 $ 5,406 $ 4,644
Initial impact of the adoption of AcG-15, Consolidation of Variable Interest Entities (Note 1) — (19) —
Transfer from undistributed surplus earnings 593 601 762

Balance at end of year $ 6,581 $ 5,988 $ 5,406

Total reserves $ 6,997 $ 6,267 $ 5,677

Total equity $ 8,553 $ 7,905 $ 7,160

The accompanying notes are an integral part of the Combined Financial Statements.
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COMBINED STATEMENTS OF CASH FLOWS  
Years ended December 31 
(in millions of $)

2006 2005 2004

Cash flows from (used in) operating activities
Surplus earnings for the year after patronage dividends to members $ 653 $ 801 $ 806
Adjustments for:

Amortization of buildings and equipment 143 135 135
Amortization of realized deferred and unrealized net gains on investment securities (32) (14) (24)
Net change in actuarial and related liabilities 635 679 670
Future income taxes (74) 45 105
Provisions for credit losses 139 96 94
Non-controlling interests 18 24 18
Net gain on disposal of investment securities (62) (88) (25)
(Appreciation) depreciation, venture capital investment 13 17 (14)
Changes in operating assets and liabilities

Interest receivable (51) (20) (68)
Interest payable 184 27 (4)
Trading account securities (861) (1,156) (856)
Derivative-related assets (271) 469 (159)
Derivative-related liabilities (104) 222 142
Other 482 222 1,895

812 1,459 2,715

Cash flows from (used in) financing activities
Net change in deposits 4,856 6,451 4,757
Issuance of debt securities and subordinated debentures — 422 450
Repayment of debt securities and subordinated debentures (182) (444) (28)
Net change in share capital 11 (6) 3
Issuance of preferred shares 2 2 2
Redemption on preferred shares — (17) —
Change in non-controlling interests 832 — —
Remuneration on permanent shares (net of income taxes recovered) (15) (13) (20)
Dividends on preferred shares (3) (3) (3)
Change in the commitments of securities sold short 1,791 1,451 350

7,292 7,843 5,511

Cash flows from (used in) investing activities
Net change in loans (7,561) (7,434) (6,607)
Proceeds from securitization of mortgage loans 1,248 121 —
Net change in investment account securities (1,419) (1,875) (1,571)
Net change in land, buildings and equipment (202) (161) (134)
Net proceeds on disposal of discontinued operations — 22 —

(7,934) (9,327) (8,312)

Net decrease in cash and cash equivalents 170 (25) (86)

Impact on cash resulting from the consolidation 
of variable interest entities as at January 1, 2006 (Note 1) 350 — —

Cash and cash equivalents at beginning of year 1,278 1,303 1,389

Cash and cash equivalents at end of year $ 1,798 $ 1,278 $ 1,303

Composition of cash and cash equivalents
Cash $ 984 $ 972 $ 1,005
Deposits with financial institutions and the Bank of Canada 557 124 107
Cheques and other notes in transit (net amount) 257 182 191

$ 1,798 $ 1,278 $ 1,303

Supplemental cash flow information
Interest paid during the year $ 2,092 $ 1,793 $ 1,701
Income taxes on surplus earnings paid during the year 223 247 270

The accompanying notes are an integral part of the Combined Financial Statements.



99NOTES TO THE COMBINED FINANCIAL STATEMENTS

Desjardins Group (”Desjardins”) is made up of the Fédération des caisses
Desjardins du Québec, its member caisses and its subsidiaries, the Fédération
des caisses populaires de l’Ontario and its member caisses, and the Fonds

de sécurité Desjardins. Desjardins Group, a cooperative financial group,
is a leading player in the economic and social development of the
communities it serves.

Pursuant to the Act respecting financial services cooperatives,
the Combined Financial Statements of Desjardins Group have been
prepared by Management in accordance with Canadian generally
accepted accounting principles (GAAP) and the accounting requirements
of the Autorité des marchés financiers in Québec, which do not differ
from GAAP. In preparing the financial statements according to GAAP,
Management is required to make certain estimates and assumptions that
have an impact on assets and liabilities and the reporting of contingent
assets and liabilities in the financial statements, as well as income and
expenses for the periods covered. The main items for which Management
had to pass subjective and complex judgment include the cumulative
provision for credit losses, the securitization of mortgage loans, the
valuation of financial instruments at fair value, actuarial and related
liabilities, the provision for patronage dividends to members, the net
charge related to employee future benefit plans, and income taxes
on surplus earnings. Actual results could differ from these estimates.

COMBINED FINANCIAL STATEMENTS

These financial statements include the accounts of the components
of Desjardins Group. The principles used to prepare combined financial
statements are similar to those used to prepare consolidated financial
statements. The Combined Financial Statements include the assets,
liabilities, equity and the operating results of Desjardins’ components,
following the elimination of intercompany transactions and balances.

CONSOLIDATION OF VARIABLE INTEREST ENTITIES   

Effective January 1, 2005, Desjardins Group has consolidated variable
interest entities (VIEs) for which it is the primary beneficiary in accordance
with Accounting Guideline No.15 (AcG-15) entitled "Consolidation
of Variable Interest Entities" issued by the Canadian Institute of Chartered
Accountants (CICA).

In addition, on January 1, 2006, Desjardins Group adopted the new
requirements of Accounting Guideline No.18 (AcG-18) entitled “Investment
Companies,” issued in 2004, applicable to fiscal years beginning on or
after July 1, 2005. Under this Guideline, investment companies that are
the primary beneficiaries of a VIE, which itself is also an investment company,
must consolidate this VIE. Until January 1, 2006, such an investment
was recorded at fair value.

Also in 2005, the Emerging Issues Committee of the CICA issued Abstract
No.157, “Implicit Variable Interests Under AcG-15” (EIC-157). This EIC
clarifies that implicit variable interests are implied pecuniary interests in
a VIE that varies with changes in the fair value of the entity’s net assets,
excluding variable interests. An implicit variable interest is similar to an
explicit variable interest except that it involves absorbing and/or receiving
variability indirectly from the entity. The identification of an implicit
variable interest is a matter of judgment that depends on the relevant
facts and circumstances. EIC-157 came into effect January 1, 2006.

The application of these new accounting requirements on January 1, 2006
resulted in the consolidation of investment companies that are VIEs in
which Desjardins Group holds implicit variable interests that make it the
primary beneficiary of these companies under the provisions of AcG-15.
As at December 31, 2006, the consolidation of these VIEs had the
following impact on Combined Balance Sheets items: an increase in
“Cash and deposits with financial institutions” of $599M; an increase
in “Securities” of $5,618M; an increase in other assets of $244M;
an increase in “Non-controlling interests” of $5,860M; and an increase
in other liabilities of $578M. In the Combined Statements of Income,
the impact was a $24M increase in “Surplus earnings before patronage
dividends to members”.

ACCEPTANCES AND CLIENTS’ 
LIABILITY UNDER ACCEPTANCES

The potential liability of Desjardins Group under acceptances is recorded
as a liability in the Combined Balance Sheets.  Recourse against the client,
in the event of a call on any of these commitments, is recorded as an
equivalent offsetting asset. Fees earned are reported in the Combined
Statements of Income under “Other income – Other.”

SECURITIES BORROWED OR PURCHASED 
UNDER REVERSE REPURCHASE AGREEMENTS 
AND SECURITIES LENT OR SOLD UNDER 
REPURCHASE AGREEMENTS

Desjardins Group makes short-term purchases of securities under
reverse repurchase agreements and also sells securities under agreements
to purchase and, at the same time, is committed to sell or repurchase
securities at a fixed price and date. These agreements are treated as
collateralized lending transactions and are recorded in the Combined
Balance Sheets at the selling or purchase price committed to in the
agreement. According to the accrual basis of accounting, the interest
related to reverse repurchase agreements and repurchase agreements
is recorded in income for the year.

The obligation to return cash collateral received and the right to receive
back cash collateral paid on borrowing and lending of securities are
recorded, respectively, under “Commitments related to securities lent
or sold under repurchase agreements” and under “Securities borrowed
or purchased under reverse repurchase agreements.” Interest received or
paid on cash collateral is recorded in the Combined Statements of Income
for the year.

NOTE 1

SIGNIFICANT ACCOUNTING POLICIES

NOTES TO THE COMBINED 
FINANCIAL STATEMENTS 
(Tabular amounts presented in the Notes to the Combined Financial Statements are in millions 
of dollars, unless otherwise stated).
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COMMITMENTS RELATED 
TO SECURITIES SOLD SHORT

Securities sold short as part of trading activities, which represent Desjardins’
obligation to deliver securities that it did not possess at the time of sale,
are recorded as liabilities at their fair values. Realized and unrealized gains
or losses on these securities are recorded in the Combined Statements
of Income under “Other income – Investing and trading income.”

FOREIGN CURRENCY TRANSLATION

Monetary assets and liabilities denominated in foreign currencies are
translated into Canadian dollars at the rate prevailing on the balance
sheet date. Income and expenses are translated at the average exchange
rate in effect during the year. The resulting gains and losses, realized
or unrealized, are recognized in “Other income – Other.”

ASSETS UNDER MANAGEMENT 
AND SEGREGATED FUNDS

Assets under management and segregated funds of the life and health
insurance subsidiary are held for the direct beneficial interest of clients
and policyholders. These assets under management are therefore excluded
from the Combined Balance Sheets. The income derived from
these management services are recorded in the Combined
Statements of Income under “Other income – Other.” 

SPECIFIC ACCOUNTING POLICIES

The accounting policies related to a note in the Combined
Financial Statements are presented with this note so that
they may be better understood.

The significant accounting policies are presented in the following notes:

Note 
Number Note Heading Accounting Policies

3 Securities Securities

4 Loans and cumulative provision for credit losses Loans and cumulative provision for credit losses

5 Securitization of mortgage loans Securitization of mortgage loans

6 Land, buildings and equipment Land, buildings and equipment

7 Other assets Real estate investments, goodwill and other intangible assets 
and disposal of long-lived assets and discontinued operations

9 Actuarial and related liabilities Reinsurance and net premiums

17 Income taxes on surplus earnings Income taxes on surplus earnings

19 Employee future benefit plans Employee future benefit plans

20 Derivative financial instruments Derivative financial instruments

COMPARATIVE FIGURES

Certain comparative figures from the previous year have been 
reclassified to conform to the presentation adopted in this year’s
Combined Financial Statements.

FINANCIAL INSTRUMENTS  

In January 2005, the Canadian Institute of Chartered Accountants
published new standards entitled “Financial Instruments – Recognition
and Measurement” (Section 3855); “Hedges” (Section 3865);
and “Comprehensive Income” (Section 1530). These standards
will be applicable to Desjardins Group on January 1, 2007. The main
requirements of these standards are subsequently described.

Financial instruments – recognition and measurement  

Financial assets will have to be classified in one of the following four
categories: 1) held for trading, 2) available for sale, 3) held to maturity,
and 4) loans and receivables. Financial liabilities will have to be classified
as “held for trading” or “other.” Financial assets and liabilities held
for trading as well as available-for-sale financial assets will be recorded
on the Combined Balance Sheets at fair value. The change in fair value
of those held for trading will be recognized in combined income for the
period, while the change in those available for sale will be recognized
in other combined comprehensive income until they are derecognized.

Held-to-maturity financial assets, loans and receivables, and financial
liabilities not held for trading will be recognized at amortized cost using
the effective interest rate method.

Section 3855 establishes standards for recognizing financial assets and
financial liabilities that have a reliable fair value as being held for trading
when they are initially recognized or once this standard is adopted. These
financial instruments held for trading based on the fair value option are
subject to requirements issued by the Autorité des marchés financiers.

Hedges

Derivatives and embedded derivatives will have to be recorded on
the Combined Balance Sheets at fair value. Derivatives not designated
in a hedging relationship will be classified in the "held-for-trading"
category. Those recorded in a hedging relationship will be classified
as a “fair value hedge” or “cash flow hedge.” In a fair value hedge,
the gains or losses resulting from a revaluation of the fair value of the
derivative instrument and of the designated risk of the hedged item will
be recognized in combined income regardless of the category in which
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NOTE 2

FUTURE ACCOUNTING CHANGES

NOTE 1

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
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this hedged item had been classified. For a cash flow hedge, the gains
and losses arising from changes in the fair value of the effective portion
of the derivative will be recognized in ”Other income” of combined
comprehensive income until this hedged item is recognized in income.
Finally, the ineffective portion will be recognized immediately
in combined income. 

Comprehensive income

Other comprehensive income will include unrealized gains and losses
on available-for-sale financial assets and the change in the effective
portion of the cash flow hedge. The Combined Financial Statements
will include a Statement of Comprehensive Income, and accumulated
other comprehensive income will be presented as a new equity item
in the Combined Balance Sheets.

Impact of the adoption of the new requirements
on financial instruments

Adjustments resulting from the revaluation of financial assets classified
as available for sale and hedging instruments designated in a cash flow
hedge will be recorded in the opening balance of accumulated other
comprehensive income. Other transitional adjustments resulting from
the adoption of sections 1530, 3855 and 3865 will be recognized in
the opening balance of undistributed surplus earnings as at January 1, 2007.
The impact of these accounting standards on the Combined Financial
Statements is currently being reviewed to include the transitional provisions
related to the changes made to Section 3865, “Hedges,” and the tax
consequences related to the adoption of these standards.

Securities include investment account and trading account securities.

INVESTMENT ACCOUNT SECURITIES

Investment account securities are held until maturity or until the market
favours other types of investments.

Debt securities are carried at unamortized cost. Premiums and discounts
are amortized using the effective yield method over the terms of the
securities. Amortization of these premiums and discounts and interest
income are recorded in “Interest income – Securities.” The gains and
losses realized on the disposal of these securities, which are calculated
at the average cost, as well as any write-downs needed to reflect other-
than-temporary impairments in value, are recognized immediately in
“Other income – Investing and trading income,” except for gains and
losses realized on the disposal of securities held by the Life and Health
Insurance segment, which are deferred and amortized over the remaining
useful life of the disposed security for a maximum of 20 years.

Equity securities held in companies subject to significant influence
are carried at equity while other equity securities are carried at cost,
and preferred shares are carried at cost, net of premiums and discounts,
except those held by the Life and Health Insurance segment, which are
accounted for using the moving average market value method. Income

from equity accounting, and the dividends received for securities recorded
at cost are recognized in “Interest income – Securities.” Gains and losses
realized on the disposal of equity securities, as well as any write-downs
needed to reflect other-than-temporary impairments in value, are recognized
immediately in “Other income – Investing and trading income.” However,
realized and unrealized gains and losses on equity securities of the Life
and Health Insurance segment are deferred and included in income using
the declining balance method at a rate of 15% per annum.

The investments of the components operating as investment companies
are carried at their fair value. The realized and unrealized gains and losses
on these investments are immediately charged to “Other income – Investing
and trading income.”

TRADING ACCOUNT SECURITIES

Trading account securities, which are acquired for resale in the short term,
are carried at their fair value. Interest and dividend income from trading
account securities are recorded under “Interest income – Securities.”
Securities sold short are recorded as liabilities and carried at their fair
value. Realized or unrealized gains and losses are immediately recorded
under “Other income – Investing and trading income.” 

NOTE 3

SECURITIES

D
E

S
JA

R
D

IN
S

 G
R

O
U

P
C

O
M

B
IN

E
D

 F
IN

A
N

C
IA

L
 S

TA
T

E
M

E
N

T
S

 



102 NOTES TO THE COMBINED FINANCIAL STATEMENTS

Maturity 2006 2005

Under 1 to Over 3 to Over 5 to Over No specific Carrying Fair Carrying Fair
1 year 3 years 5 years 10 years 10 years maturity value value value value

Investment account
Securities issued 

or guaranteed by
Canada $ 746 $ 959 $ 500 $ 156 $ 91 $ — $ 2,452 $ 2,468 $ 3,143 $ 3,194

Yield 4.01 % 4.24 % 4.04 % 4.68 % 5.42 % 4.20 % 3.90 %
The provinces or provincial 

corporations in Canada 1,314 2,092 2,391 1,478 3,157 — 10,432 11,212 9,732 10,582
Yield 4.47 % 4.62 % 4.53 % 5.01 % 5.66 % 4.95 % 4.70 %

School or public corporations 
in Canada 141 29 9 41 146 — 366 390 425 451
Yield 4.00 % 8.14 % 5.03 % 4.99 % 5.87 % 5.21 % 5.09 %

Government institutions 
abroad 14 4 — — 42 — 60 64 42 45
Yield 5.15 % 5.79 % 5.40 % 5.37 % 5.16 %

Other securities in Canada
Financial institutions 2,064 929 116 78 34 — 3,221 3,224 3,574 3,579

Yield 4.13 % 4.31 % 4.60 % 4.79 % 5.50 % 4.23 % 3.53 %
Other issuers 2,597 447 325 481 275 5 4,130 4,181 3,979 4,031

Yield 4.36 % 4.38 % 4.84 % 5.05 % 5.96 % 4.58 % 4.01 %
Equity securities 33 47 4 35 — 576 695 705 628 652
Securities from foreign 

issuers
Financial institutions 47 23 — 19 36 — 125 130 126 133

Yield 4.24 % 7.93 % 5.07 % 5.38 % 5.37 % 5.00 %
Other issuers 84 9 14 239 2 5,255 5,603 5,639 82 85

Yield 6.77 % 6.87 % 7.65 % 4.75 % 8.58 % 5.43 %(1) 7.70 %
Equity securities — 1 — 1 — 1,341 1,343 1,377 305 323

Total investment 
account 7,040 4,540 3,359 2,528 3,783 7,177 28,427 29,390 22,036 23,075

Trading account
Securities issued  

or guaranteed by 
Canada 526 503 751 343 148 — 2,271 2,271 1,620 1,620
The provinces or municipal 

corporations in Canada 172 308 181 299 247 — 1,207 1,207 848 848
School or public corporations 

in Canada 30 7 3 7 1 — 48 48 28 28
Government institutions 

abroad — — — — 11 — 11 11 63 63
Other securities in Canada
Financial institutions 5 1 81 5 — — 92 92 10 10
Other issuers 93 6 2 24 4 — 129 129 368 368
Equity securities — — — — — 148 148 148 108 108

Total trading account 826 825 1,018 678 411 148 3,906 3,906 3,045 3,045

$ 7,866 $ 5,365 $ 4,377 $ 3,206 $ 4,194 $ 7,325 $32,333 $33,296 $ 25,081 $ 26,120

(1) The 5.43% yield excludes investments held under VIEs for which the return does not belong to Desjardins Group.
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Yields are calculated based on the carrying value of the securities
at end of year adjusted to take into account any amortization of premiums
and discounts.  

Total securities held for investment purposes mainly include U.S. foreign
currency securities in the amount of CAD$1,839M (CAD$2,045M in 2005),
of which CAD$1,579M (CAD$1,843M in 2005) was denominated 
in U.S. dollars.

Securities of the Venture Capital segment include unrealized depreciation
of $27M (depreciation of $14M in 2005).

NOTE 3

SECURITIES (CONTINUED)
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UNREALIZED GAINS AND LOSSES ON INVESTMENT ACCOUNT SECURITIES

2006 2005

Carrying Unrealized Unrealized  Carrying Unrealized  Unrealized 
value gross gains gross losses Fair value value gross gains gross losses Fair value

Securities issued 
or guaranteed by

Canada $ 2,452 $ 20 $ 4 $ 2,468 $ 3,143 $ 57 $ 6 $ 3,194
The provinces or municipal 

corporations in Canada 10,432 784 4 11,212 9,732 855 5 10,582
School or public corporations 

in Canada 366 24 — 390 425 26 — 451
Government institutions abroad 60 4 — 64 42 3 — 45
Other securities in Canada
Financial institutions 3,221 5 2 3,224 3,574 7 2 3,579
Other issuers 4,130 56 5 4,181 3,979 58 6 4,031
Equity securities 695 13 3 705 628 28 4 652
Securities from foreign issuers
Financial institutions 125 5 — 130 126 7 — 133
Other issuers 5,603 39 3 5,639 82 6 3 85
Equity securities 1,343 34 — 1,377 305 18 — 323

$ 28,427 $ 984 $ 21 $ 29,390 $ 22,036 $ 1,065 $ 26 $ 23,075

NOTE 4

LOANS AND CUMULATIVE PROVISION FOR CREDIT LOSSES
LOANS

Loans, including advances to policyholders, are stated at cost, 
net of the cumulative provision for credit losses.

A loan is considered impaired and the related interest is no longer
calculated when: a) there is reasonable doubt as to the collectibility
of a portion of the principal or the interest or b) the interest or principal
repayment is contractually 90 days or more past due, unless the loan
is fully secured or in the process of collection, or c) the loan is more than
180 days in arrears. As soon as a loan is considered impaired, the interest
accrued but not collected is capitalized to the loan, and no interest is recorded
thereafter. Payments received subsequently are accounted for as a credit
to the principal. A loan ceases to be considered impaired and interest
is once again accounted for under the accrual method when the principal
and interest payments are up to date and the collectibility of the loan
is no longer in doubt.

Collateral is obtained if deemed necessary for a member’s or client’s loan
facility following an assessment of its creditworthiness. Collateral normally
takes the form of an asset such as cash, government securities, shares,
receivables, inventory, or capital assets.

The commissions collected and the direct costs related to the assembly,
restructuring, and renegotiation of loans are treated as being integral
to the return from the loan and are deferred and amortized as interest
income over their estimated terms. Commitment and preparation
commissions are also included in “Interest income – Loans,” according
to the expected term if it is likely that a loan will result; if not, these
commissions are recorded as other income during the commitment
or preparation period. Loan syndication fees are carried to other income
when the syndication is signed unless the return on the loan kept
by Desjardins Group is less than the return from other comparable
lending institutions that participate in the financing. In such instances,
an appropriate portion of the commissions is deferred by charging
it to interest income over the term of the loan.

CUMULATIVE PROVISION FOR CREDIT LOSSES 

The cumulative provision for credit losses reflects Management’s best
estimate of potential losses related to both on- and off-balance sheet
items and its assessment of economic conditions. Any material change
could result in a change to the currently recognized amount for the
cumulative provision for credit losses. 

The cumulative provision for credit losses is made up of specific provisions
and a general provision. With respect to the loan portfolio, the credit risk
is assessed regularly, and specific provisions are determined separately,
on a loan by loan basis, for all loans considered impaired. The carrying
value of impaired loans is measured by discounting expected future cash
flows at the rate of interest inherent in the loan. The provision is equal
to the difference between this valuation and the balance of the loan.
Any variation in the cumulative provision for credit losses due either to
the passage of time or a revision of expected payments is recorded under
“Provisions for credit losses” in the Combined Statements of Income.
Credit card balances are written off completely when no payment has
been received at the end of a period of 180 days. In addition, a general
provision is recognized to reflect Management’s best estimate of probable
losses related to the portion of the loan portfolio not yet classified as
impaired. The general provision is determined by using a statistical model
based on changes in losses by loan category. Moreover, an additional
amount is considered in order to reflect the impact of economic and
other factors. The general provision does not represent future losses
or serve as a substitute for the specific provisions. 

Loans are written off when all attempts at restructuring and collection 
have been made and the prospect of further recovery is remote.
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As part of its liquidity and capital management strategy, Desjardins Group
participates in the Mortgage-Backed Securities Program under the National
Housing Act. Under this program, Desjardins Group converts mortgage
loans into mortgage-backed securities ("NHA MBS Program") and transfers
them to the Canada Housing Trust. These securitization operations are
recorded as sales; the loans are therefore removed from the Combined
Balance Sheets since Desjardins Group has ceded control of these assets
and receives a consideration other than beneficial interests in these assets.

During the securitization operations, Desjardins Group retains the right
to an excess interest spread that is initially recognized at fair value,
presented in the Combined Balance Sheets under “Other assets – Other”
and considered a retained interest. The excess spread is amortized over
the term of these transferred mortgage loans and is carried to the Combined
Statements of Income under “Other income – Other.”

A servicing liability is initially recorded at fair value and recognized in the
Combined income over the term of the transferred loans when Desjardins
Group assumes the management responsibility of the transferred loans.
This servicing liability is presented in the Combined Balance Sheets
under “Other liabilities – Other.”

At the time of the transfer, Desjardins Group recognizes the gain or loss
on disposal in the Combined Statements of Income under "Other income –
Other," net of transaction expenses. The gain or loss on disposal depends
on the prior carrying value of the loans sold as well as the fair value
of the assets obtained and liabilities assumed. This fair value is determined
based on discounted expected cash flows and considering the most likely
estimates, which are based on some of Management’s key assumptions,
such as forward yield curves on mortgage loans, the discount rate according
to the risks involved, and the prepayment rate.

The following table summarizes the impact of our new mortgage loan
securitization activities had on sales for 2006 and 2005:

2006 2005

Securitized mortgage loans $ 1,263 $ 125
Net revenues in cash received 1,248 121
Retained interests 58 4
Servicing liability assumed 19 2
Gain on sale, net of transaction expenses 40 2
Securities created and retained as trading 

account securities — 2

As at December 31, 2006, Desjardins Group recorded an amount
of $55M ($4M in 2005) in the Combined Balance Sheets, which
represents retained interests and an amount of $10M ($2M in 2005)
for servicing liabilities assumed. In 2006, cash flows from retained interests
were $7M and those from management fees paid were $4M. The impact
of the amortization of servicing liabilities in the Combined Statements
of Income was $3M.

The total balance of securitized mortgage loans was $1,290M 
($123M in 2005).
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LOANS AND IMPAIRED LOANS  

2006 2005

Gross Net Gross Net
Gross impaired Specific General impaired Gross impaired Specific General impaired 
loans loans provisions provision loans loans loans provisions provision loans

Residential mortgages $ 52,461 $ 70 $ 11 $ — $ 59 $ 48,505 $ 70 $ 12 $ — $ 58
Consumer, credit card 

and other personal loans 15,377 74 32 — 42 14,411 69 33 — 36
Business and government 21,532 206 76 — 130 20,278 188 72 — 116
General provision — — — 605 (605) — — — 605 (605)

$89,370 $ 350 $ 119 $ 605 $ (374) $ 83,194 $ 327 $ 117 $ 605 $ (395)

CUMULATIVE PROVISION FOR CREDIT LOSSES

2006 2005

Balance at beginning of year $ 722 $ 753
Provisions for credit losses 139 96
Write-offs and recoveries (137) (127)

Balance at end of year $ 724 $ 722

NOTE 5

SECURITIZATION OF MORTGAGE LOANS

NOTE 4

LOANS AND CUMULATIVE PROVISION FOR CREDIT LOSSES (CONTINUED)
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The key assumptions used to determine the initial fair value of the retained
interests at the date of sale are as follows:

2006 2005

Discount rate 4.32 % 4.38 %
Prepayment rate 5 and 15 % 1.00 %
Weighted average life of loans 36 months 45 months

No credit losses are anticipated, as the transferred mortgage loans
are guaranteed.

The sensitivity analysis of the valuation of the fair value of retained
interests with respect to immediate unfavourable change from 10% to
20% in key assumptions does not have any significant impact for 2006
and 2005. The result of the analysis must be used with caution since
changes in fair value associated with a change in assumptions cannot
generally be extrapolated, since their relationship is not linear. What
must be considered is that each change in one factor could contribute
to changes in another factor, thereby amplifying or reducing the effect
of the sensitivity. 

Land is recorded at cost. Buildings, equipment, furniture and leasehold
improvements are recorded at cost less accumulated amortization,
and are amortized over their estimated useful lives using the declining

balance or straight-line method. Gains and losses on disposals are
recognized in “Other income – Other” in the year in which they
are realized.

NOTE 6

LAND, BUILDINGS AND EQUIPMENT

Rates of amortization:

Buildings 2.5% to 20%
Computer equipment 20% to 50%
Furniture, fixtures and other 5% to 50%
Leasehold improvements Term of the lease plus first renewal option

2006 2005

Accumulated Net Carrying  Net Carrying
Cost amortization value value

Land $ 91 $ — $ 91 $ 90
Buildings 1,190 477 713 738
Computer equipment 456 318 138 107
Furniture, fixtures and other 602 417 185 165
Leasehold improvements 266 126 140 108

$ 2,605 $ 1,338 $ 1,267 $ 1,208

Amortization for the year amounted to $143M ($135M in 2005 and
$135M in 2004). As at December 31, 2005, the cost and the accumulated
amortization were $2,515M and $1,307M, respectively.

NOTE 7

OTHER ASSETS 
REAL ESTATE INVESTMENTS 

Real estate investments are carried at cost, and the gains and losses
on disposal as well as any write-downs needed to reflect other-than-
temporary impairments in value, are recorded in the Combined Statements
of Income in the year in which they occur under “Other income – Other.”

Real estate investments held by the Life and Health Insurance segment
are carried according to the moving average market method at 10%
per annum. Their value is appraised based on a three-year cycle by a
qualified outside appraiser. Gains and losses on the disposal of real estate
investments are deferred and recorded in income using the declining
balance method at a rate of 10% per annum. Any decline in value that
is other-than-temporary and affects the entire real estate investment
portfolio is immediately charged to income for the year.

GOODWILL AND OTHER INTANGIBLE ASSETS

Acquisitions of enterprises are recorded using the acquisition method.
Therefore, goodwill is the excess of the purchase price of the enterprise
over the fair value of net assets acquired. Goodwill as well as intangible
assets with indefinite useful lives are not amortized but are tested
for impairment at least once a year. The impairment test consists
of a comparison, by reporting unit, of the fair value of these assets
and the carrying value. When the carrying value of goodwill exceeds
its fair value, the excess amount is recorded during the period in which
the impairment is determined in the Combined Statements of Income
under “Non-interest expenses – Other.” Following the annual impairment
tests, no reduction in value of goodwill was recognized in income
for 2006, 2005 and 2004.
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Desjardins’ intangible assets with finite lives mainly include software and
are presented at cost less accumulated amortization. They are amortized
using the straight-line method on their estimated useful lives, which do
not exceed five years. 

DISPOSAL OF LONG-LIVED ASSETS 
AND DISCONTINUED OPERATIONS

Long-lived assets classified as held for sale are measured at their carrying
amount or at fair value less cost to sell if the latter is lower. The fair value
is determined using the method of prices for similar assets.

2006 2005

Real estate investments $ 488 $ 416
Goodwill 181 181
Premiums receivable 672 631
Future income tax assets (Note 17) 512 458
Accrued benefit assets (Note 19) 18 113
Accounts receivable and other items 2,233 1,756

$ 4,104 $ 3,555

The fair value of real estate investments was $570M ($483M in 2005).
Income from real estate investments are presented net of operating
expenses of $41M ($49M in 2005).

As at December 31, 2006 and 2005, goodwill from the General Insurance
segment amounts to $111M, $7M from the Securities Brokerage, Asset
Management and Venture Capital segment and $63M from the Personal
and Commercial segment. 

NOTE 8

DEPOSITS
Deposits payable on demand, whether they interest-bearing or non-interest
bearing, usually consist of deposits held in chequing accounts; Desjardins
does not have the right to demand withdrawal notice with respect to these
deposits. Deposits payable after notice are interest-bearing deposits, usually
held in savings accounts. Desjardins does have the legal right to demand

a withdrawal notice with respect to these deposits. Term deposits
are interest-bearing deposits usually held in fixed-term deposit accounts,
guaranteed investment certificates or similar instruments with terms
generally varying between one day and seven years and that mature
on a predetermined date.

Payable on demand Payable after notice Payable on a fixed date Total

2006 2005 2006 2005 2006 2005 2006 2005

Individuals $ 15,568 $ 15,082 $ 3,262 $ 3,130 $ 43,820 $ 41,079 $ 62,650 $ 59,291
Business and government 8,576 8,012 230 226 7,476 8,190 16,282 16,428
Deposit-taking institutions and other 144 109 — — 9,067 7,459 9,211 7,568

$ 24,288 $ 23,203 $ 3,492 $ 3,356 $ 60,363 $ 56,728 $ 88,143 $ 83,287

NOTE 9

ACTUARIAL AND RELATED LIABILITIES
ACTUARIAL AND RELATED LIABILITIES

In life and health insurance, actuarial and related liabilities include
actuarial liabilities under life insurance and annuity contracts. Actuarial
liabilities represent the amounts that, together with estimated future
premiums and investment income, will provide for all the life and health
insurance subsidiary’s commitments under policies in force regarding
estimated future benefits, policyholder dividends and related expenses.
It is the responsibility of the designated actuary of the subsidiary to assess
the actuarial liabilities amount to be established each year to cover future
commitments. Actuarial liabilities are determined using the Canadian
Asset Liability Method, which is consistent with accepted Canadian
actuarial practice.

In general insurance, provisions for claims and adjustment expenses
are calculated on a discounted basis, with a margin for adverse deviations.
Separate estimates of loss are provided for each claim made. In addition,
a provision is made for adjustment expenses, for changes in claims made
and for claims incurred but not reported on the basis of past experience
and in-force policies. These estimates are reviewed and updated regularly,
and adjustments are included in income.

REINSURANCE

In life and health insurance, premium income, payments to policyholders,
actuarial liabilities, and changes in actuarial liabilities related to contracts
under reinsurance agreements are recorded net of amounts ceded to other
insurers. In general insurance, the reinsurer’s share of unearned premiums
and of claims and adjustment expenses is recorded under “Other assets –
Other.” Insurance earnings are recorded net of reinsurance transactions.

NET PREMIUMS

Net premiums include insurance premiums and annuities of the life
and health insurance subsidiary and the net premiums acquired from
the general insurance subsidiary. Gross premiums for all types of insurance
policies are recognized as income when they become due. When these
premiums are recognized, actuarial liabilities are calculated to ensure
that income and expenses are matched. The general insurance subsidiary’s
premium income is distributed equally over the term of the insurance policies
on a monthly expiry basis. The portion of the premium corresponding to
the time remaining at the end of the year is included in unearned premiums.  

NOTE 7

OTHER ASSETS (CONTINUED)
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The fair value of assets matched to actuarial liabilities was $9,493M
($8,890M in 2005). Any change in the value of the assets matched
to actuarial liabilities would be offset by a somewhat similar change
in these provisions and would not have a significant impact on income.

Actuarial and related liabilities are as follows:

2006 2005

Actuarial liabilities $ 8,635 $ 8,185
Claims and adjustment expenses 1,185 1,079
Unearned premiums 690 680
Policyholder deposits 351 314
Provisions for participating policyholder’s dividends and experience refunds 274 242

$ 11,135 $ 10,500

COMPOSITION OF ACTUARIAL LIABILITIES

As at December 31, actuarial liabilities matched assets were composed 
of the following:

2006

Personal Group
insurance insurance Savings Total

Gross actuarial liabilities $ 3,281 $ 1,866 $ 3,908 $ 9,055
Amounts transferred under reinsurance agreements (255) (152) (13) (420)

Net actuarial liabilities $ 3,026 $ 1,714 $ 3,895 $ 8,635

Composition of assets matched to actuarial liabilities
Bonds $ 2,163 $ 1,300 $ 2,314 $ 5,777
Mortgage loans 293 280 1,283 1,856
Real estate property 152 — — 152
Shares 220 44 1 265
Deposit-taking institutions and other 198 90 297 585

$ 3,026 $ 1,714 $ 3,895 $ 8,635

2005

Personal Group
insurance insurance Savings Total

Gross actuarial liabilities $ 3,059 $ 1,724 $ 3,801 $ 8,584
Amounts transferred under reinsurance agreements (239) (145) (15) (399)

Net actuarial liabilities $ 2,820 $ 1,579 $ 3,786 $ 8,185

Composition of assets matched to actuarial liabilities
Bonds $ 2,197 $ 1,051 $ 2,275 $ 5,523
Mortgage loans 192 234 1,253 1,679
Real estate property 94 — — 94
Shares 189 40 1 230
Deposit-taking institutions and other 148 254 257 659

$ 2,820 $ 1,579 $ 3,786 $ 8,185 D
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ACTUARIAL ASSUMPTIONS 
AND THEIR SENSITIVITY TO CHANGE

The nature of the main assumptions used in the computation of actuarial
liabilities and the method used to establish these assumptions are
described in the following paragraphs. The basic assumptions used
in computing actuarial liabilities are those that prove the most likely
depending on a variety of possibilities. The designated actuary must,
for each of these assumptions, establish a margin for adverse deviation
in order to mitigate the random nature of predicting the risk of
deteriorating underwriting experience, and in order to ensure that
allowances are sufficient to honour future commitments. These margins
for adverse deviation cause an increase in actuarial liabilities and reduce
the amount of gross income that would otherwise be recognized at
inception of the policies. With the passage of time and as the estimation
risk declines, these margins are released to income. If estimates of future
conditions change throughout the life of a policy, the present value
of those changes is recognized in income immediately.

Mortality and morbidity

Each year, the life and health insurance subsidiary carries out a study
of mortality claims experience with respect to its life insurance policies.
It uses the results of this study to adjust the mortality assumption used
in the valuation. If the life and health subsidiary’s claims experience cannot
serve as a unique point of reference due to low volume, the mortality
assumption is also based on industry studies and tables.

In terms of annuities, the life and health subsidiary also proceeded
with a study of its claims experience, which carried an adequate level
of credibility upon which, according to Management, assumptions
would be based. Contrary to insurance, an improvement in mortality
claims is predicted in the coming years.

With respect to the morbidity assumption, which accounts for accidental
deaths, mutilation, illness, and disability as well as the duration of these
disabilities, the life and health insurance subsidiary uses industry-developed
morbidity tables and has adapted them according to current claims
experience studies for itself and for the industry.

Policy cancellation rates

Policyholders can terminate their policy before the expiration of their
contractual coverage period by ceasing to pay their premiums. On some
insurance products with surrender value, an increase in policy cancellation
rates will be unfavourable to the life and health insurance subsidiary
if the actuarial liabilities are less than the surrender values of the policies.
On other products with little or no surrender value, such as Term-to-100
life insurance, a decrease in policy cancellation rates will have an effect
of increasing the number of future death benefits, and the benefits will
be less significant than anticipated for the subsidiary. Estimates of future
policy cancellation rates are based on previous experience for each block
of business and take into account industry trends and studies.

Actuarial liabilities related to Term-to-100 insurance policies and to Universal
Life policies with level mortality costs established by the subsidiary are sensitive
to changes in the lapse rates.

Investment income

The life and health insurance subsidiary manages its investments by
accounting for the characteristics of the commitments of each of its business
segments by way of clearly defined mechanisms in its matching policy.

One of the tests addresses the difference between the duration
of liabilities and the duration of the related assets. Comparing durations
allows us to measure the sensitivity of the market value of assets
and liabilities to changes in interest rates. This test is performed
for all its business segments globally, because the matching policies
set limits in this respect.

Operating expenses

Amounts are included in actuarial liabilities to provide for the costs
of administering policies in force and include the cost of premium collection,
adjudication and processing of claims, periodic actuarial valuations,
preparation and mailing of policy statements, related indirect expenses,
and an appropriate share of overhead. The process of forecasting expenses
requires estimates to be made of such factors as inflation, rates for salary
increases, productivity changes, new business volumes, and premium tax
rates. Estimates of future policy administration costs are based on current
per unit costs of the life and health insurance subsidiary, adjusted for
the expected rate of inflation.

Participating policyholders’ dividends

Actuarial liabilities include estimated amounts of future participating
policyholders’ dividends. The life and health insurance subsidiary sets these
provisions based on factors such as anticipated future income streams of
this business segment and the expectations of participating policyholders.

RISK MANAGEMENT

In addition to the risks related to actuarial assumptions, the life and health
insurance subsidiary is exposed to the following risks and took the following
considerations into account when calculating actuarial liabilities:

Market risk

In the normal course of operations, the subsidiary is exposed to risks
arising from changes in the value of its assets. It must, among other
things, protect itself against risk factors such as changes in interest rates.
In addition, under more or less favourable economic situations, mismatched
asset and liability cash flows must be reinvested or disinvested. To manage
this risk, the life and health insurance subsidiary has adopted a matching
policy specifying acceptable cash flow gaps established for assets. The life
and health insurance subsidiary regularly exercises strict control to ensure
compliance with this policy.

Interest rate risk

The following table presents the impact on net income attributable
to the shareholder of an immediate and permanent 1% change in
interest rates of the forward yield curve, assuming that it was impossible
for the life and health insurance subsidiary to use a strategy that would
help mitigate the impact of this change.

2006 2005

1% increase in interest rates $ 20 $ 13
1% decrease in interest rates (57) (36)

When determining actuarial liabilities, consideration is given to the uncertainty
related to interest rate projections on reinvested future cash flows in relation
to the non-compliance of cash flows if a series of economically unfavourable
scenarios were to occur.
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Insurance and reinsurance risk

In the normal course of operations, the life and health insurance subsidiary
is exposed to insurance risk. This risk is the risk that the initial pricing is
or will become insufficient. This risk arises from the selection of risks, from
claims settlement, and from contractual clause management. To manage
this risk, the life and health insurance subsidiary has adopted several
policies on the development and pricing of products as well as on the
management of underwriting and commitments. It has also adopted
a reinsurance policy. These policies clearly define its insurance risk
management framework. Strict controls are performed on an annual
basis to ensure that these policies are respected. 

The life and health insurance subsidiary enters into reinsurance agreements
for, among other types of policies, policies with coverage in excess of certain
maximum amounts that vary in relation to business activities. The subsidiary
also underwrites catastrophe insurance. This protection includes, among
other things, coverage related to terrorism.

In order to reduce the risk related to reinsurance, the life and health
insurance subsidiary deals with many different registered reinsurers who
meet stringent credit standards and are subject to the same regulatory
control as the subsidiary. These reinsurance agreements do not release
the life and health insurance subsidiary from its obligations to policyholders.

The detailed impact of reinsurance on premiums and benefits and annuities
is as follows:

2006 2005

Premiums transferred under 
reinsurance agreements $ 114 $ 108

Benefits settled by reinsurers 67 66

Credit risk

Future investment revenues are affected by the scope of credit losses.
In addition to allowances for bad debt applied as reductions to the carrying
value of assets, the subsidiary included a provision in the amount of
$186M ($162M in 2005) in its projections of investment income to cover
the risk of underperforming assets. 

Liquidity risk

The life and health insurance subsidiary takes the necessary measures
to avoid difficulties in meeting its obligations as they become due.
A number of these obligations may be terminated at short notice, thereby
increasing liquidity risk. To manage this risk, the subsidiary has adopted
stringent rules governing cash flow matching of assets and liabilities,
and established standards for liquidity.

The first one, called operating liquidity, covers potential cash flows over
a span of one month. The second one, called strategic, is based on panic
scenarios that cover three-month to one-year timeframes. The liquid assets
of the life and health subsidiary must be sufficient to cover potential
requests for withdrawals and redemptions.

Risk related to segregated funds

Actuarial liabilities also include an amount that is sufficient to pay the
minimum segregated fund guarantees. This amount is calculated using
stochastic models defined by the Canadian Institute of Actuaries. These
models are based on the nature of the guarantees and on investment
income, mortality and contract maturity rate assumptions. Deferred
acquisition costs, that is, expenses incurred on the sale of individual
segregated fund contracts, are recorded in actuarial liabilities and
amortized over the same period as is applicable to surrender charges.
Actuarial liabilities recognize the fact that future revenues are available
to recover unamortized purchase fees.

CHANGES IN ACTUARIAL LIABILITIES

Changes in actuarial liabilities during the year were due to business
activities and to the following changes in actuarial estimates:

2006 2005

Balance at beginning of year $ 8,185 $ 7,721
Normal change due to the updating 

of actuarial assumptions 16 66
Normal change due to the passage 

of time 439 395
Other changes (5) 3

Balance at end of year $ 8,635 $ 8,185

CLAIMS AND ADJUSTMENT EXPENSES

The amounts related to reported claims are uncertain since all of the
information is not available at the reporting date, and, consequently,
the claims cost could increase or decrease thereafter. Moreover, since
certain claims are not reported immediately, the value of incurred but
unreported claims is estimated at the end of the year. In order to adequately
establish the provision, the general insurance subsidiary uses assumptions
based on characteristics of the business segments, settlement history,
and other relevant factors. The methods used, according to Management,
produce reasonable results given currently known data.

To reduce the risk related to extensive claims, the general insurance
subsidiary has a policy of underwriting and reinsuring insurance policies,
which, for the most part, limits its exposure to an indemnity between
$4M and $5M per policy. The subsidiary also has a catastrophe
reinsurance program in place, in which the maximum retention is $25M.
These reinsurance agreements do not release the subsidiary from
its obligations towards its policyholders.

The inability of reinsurers to honour their commitments could result
in losses for this subsidiary. It examines the creditworthiness of the
corporations to which it cedes a portion of the risks. It has no knowledge
of any information that could lead it to believe that a reinsurer with
which it currently does business is insolvent; consequently, no allowance
for doubtful accounts has been made. In addition, the subsidiary does
business with multiple reinsurers.
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The provision for claims and adjustment expenses for the general 
insurance subsidiary, by risk category, was as follows:

2006 2005

Gross amount Ceded amount Gross amount Ceded amount

Home $ 218 $ 13 $ 219 $ 22
Automobile 947 19 836 16
Other 20 — 24 —

$ 1,185 $ 32 $ 1,079 $ 38

Modifications to the provision for claims and adjustment expenses 
are due to the following changes:

2006 2005

Balance at beginning of year
Gross claims and adjustment expenses $ 1,079 $ 920

Less: Share of reinsurers (38) (25)
Salvage and subrogation (60) (48)

Net claims and adjustment expenses 981 847
Plus claims earned: Current year 1,026 1,033

Previous years (45) (51)
Less claims paid: Current year (583) (585)

Previous years (298) (263)

Balance at end of year
Net claims and adjustment expenses 1,081 981

Plus: Share of reinsurers 32 38
Salvage and subrogation 72 60

Gross claims and adjustment expenses $ 1,185 $ 1,079

NOTE 10

BORROWINGS 
2006 2005

Series C sinking fund bonds with a par value of $90M, redeemable at the option of the entity, 
with a fixed interest rate of 9.18%, payable monthly and at maturity, which is 2013(1) $ 79 $ 81

Note payable, prepaid in 2006, secured by bonds, bearing interest at a variable rate 
and payable monthly — 198

Mortgage debt bearing interest at rates ranging from 5.14% to 11.00% (average weighted 
rate of 6.38% as at December 31, 2006 and 6.43% as at December 31, 2005),  
maturing on various dates through 2017 83 65

Other borrowings 1 1

$ 163 $ 345

(1) These bonds were secured by real estate mortgages on assets that include buildings and equipment whose net book value is $295M ($287M in 2005).

The annual principal repayments on borrowings over the next five years
are as follows: $4M in 2007, $5M in 2008 and 2009, and $6M in 2010
and 2011.
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NOTE 11

OTHER LIABILITIES 
2006 2005

Cooperative shares and preferred shares $ 40 $ 41
Deferred net gains realized on disposal of investments 619 591
Future income tax liabilities (Note 17) 200 220
Accrued benefit liabilities (Note 19) 629 590
Accounts payable and other liabilities 4,061 3,010

$ 5,549 $ 4,452

NOTE 12

SUBORDINATED DEBENTURES  
The debentures are unsecured bonds subordinated in right of payment
to claims of depositors and certain other creditors, and are included
in regulatory capital. Redemption and cancellation of subordinated

debentures are subject to the consent and approval of the various
regulatory authorities.

2006 2005

Debentures, par value of €76,224,509, bearing interest at the annual rate of 5.50%, 
payable annually until March 18, 2008; thereafter payable quarterly at the rate of Euribor, 
plus 1.40%, maturing on March 18, 2013. With the prior consent of the Autorité des marchés 
financiers, Desjardins Group may call the subordinated debentures on March 18, 2008 or at any 
time in the event of changes in the tax system applicable to it $ 117 $ 105

Senior Series B bonds, maturing in June 2012, bearing interest at an annual rate of 5.552% 
for the first five years, and for the following five years, at an annual rate equal to the 90-day 
bankers’ acceptance rate plus 1%, redeemable at the option of Desjardins Group. These bonds 
are secured by an underlying hypothec encumbering the subordinated notes of the member 
caisses. Management intends to redeem Series B bonds during the coming year 500 500

Senior Series C bonds, maturing in June 2017, bearing interest at an annual rate of 6.322% 
for the first ten years, and for the following five years, at an annual rate equal to the 90-day
bankers’ acceptance rate plus 1%, redeemable at the option of Desjardins Group. These bonds 
are secured by an underlying hypothec encumbering the subordinated notes of the member caisses 300 300

Senior Series D bonds, maturing in March 2014, bearing interest at an annual rate of 3.887% 
for the first five years, and for the following five years, at an annual rate equal to the 90-day 
bankers’ acceptance rate plus 1%, redeemable at the option of Desjardins Group. These bonds 
are secured by an underlying hypothec encumbering the subordinated notes of the member caisses 450 450

$ 1,367 $ 1,355

There are no aggregate maturities of the debentures and bonds
for the next five years, assuming the earliest maturity dates under
the terms of the contracts.

NOTE 13

NON-CONTROLLING INTERESTS
2006 2005

Non-controlling interests include:
Participating policyholders of the life and health insurance subsidiary $ 180 $ 175
Preferred shareholders of subsidiaries 1 2
Common shareholders of subsidiaries 54 56
Consolidated mutual fund investments under the application of AcG-15 (Note 1) 5,860 —

$ 6,095 $ 233

2006 2005 2004

Earnings attributable to non-controlling interests is comprised of the following:
Earnings attributable to participating policyholders of the life and health insurance subsidiary $ 5 $ 8 $ 2
Earnings attributable to common shareholders of subsidiaries 13 16 16

$ 18 $ 24 $ 18
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AUTHORIZED

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

The caisses may issue an unlimited number of qualifying shares with
a par value of $5, payable on demand under certain conditions stipulated
by law. Members have only one vote each, no matter how many qualifying
shares they own.

A component of Desjardins Group may issue an unlimited number of capital
shares. These shares can only be issued to auxiliary members of the
component and have a par value of $1,000 each. The Board of Directors
has the discretionary power to determine the remuneration payable

and the terms of payment on these shares. These shares may be transferred
among the members, upon the Board’s authorization, and their repayment,
possible only in the event of the component’s liquidation, insolvency or
wind-up, is subordinated to deposits and other debt of the component.
The shares are redeemable, in part or in whole, upon the authorization
of the Autorité des marchés financiers. They are convertible with the Board’s
authorization, into shares of other categories issued for this purpose.

The law authorizes the issuance of an unlimited number of permanent
and dividend shares with a par value of $10 and $1, respectively. These
shares do not carry any voting rights and cannot be redeemed except
under certain conditions stipulated by law. Their interest rate is determined
annually at the general meeting of each caisse.
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Issued and paid capital stock is as follows:

2006 2005

Qualifying shares $ 32 $ 32
Capital shares 28 21
Permanent shares 796 792

$ 856 $ 845

NOTE 14

CAPITAL STOCK 

NOTE 15

SHARE CAPITAL   

ISSUED AND PAID
Number Number

of shares 2006 of shares 2005

Class A preferred shares 691,000 $ 7 700,000 $ 7
Class B preferred shares – Series 2000 50,000 1 127,228 1
Class B preferred shares – Series 2002 300,000 3 300,000 3
Class B preferred shares – Series 2003 700,000 7 700,000 7
Class C preferred shares – Series 1996 1,886,000 19 1,813,000 18
Class C preferred shares – Series 2002 2,951,000 29 2,833,000 28

6,578,000 $ 66 6,473,228 $ 64

AUTHORIZED

An unlimited number of Class A preferred shares, offered only to members
of the Fédération des caisses populaires de l’Ontario and the caisses
populaires of Ontario, non-voting, redeemable by the issuer, at the paid-up
amount plus declared and unpaid dividends, non-participating with 
a non-cumulative dividend.

An unlimited number of Class B preferred shares, non-voting, redeemable
by the issuer, the Fédération des caisses populaires de l’Ontario and the caisses

populaires of Ontario, at the paid-up amount plus declared and unpaid
dividends, non-participating with a non-cumulative dividend. These shares
may be issued in one or more series.

An unlimited number of Class C preferred shares, non-voting, redeemable
by the issuer, the Fédération des caisses populaires de l’Ontario, at the
paid-up amount plus declared and unpaid dividends, non-participating
with a non-cumulative dividend. These shares may be issued in one
or more series.

Dividends were paid in the form of preferred shares: $1M for
Class C – Series 1996 (2005: $1M) and $1M for Class C – Series 2002
(2005: $2M).
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SPECIFIC CHARACTERISTICS OF CLASSES B 
AND C PREFERRED SHARES ISSUED AND PAID

Class B preferred shares – Series 2000, 2002 and 2003  

The dividend rate will be equal to the higher of the average interest rate
for the year on non-redeemable term deposits of 5 years plus 0.50%
or 6.00% – Series 2000, of 1.00% or 5.25% – Series 2002 and 1.00%
or 4.00% – Series 2003, i.e., the minimum rate. In case the issuer cannot
pay the dividend in full, a partial dividend may be declared. The dividend may
be declared every time the issuer’s earnings allow it and that all regulatory
requirements in terms of funding and cash have been met. The issuer may
redeem, upon the holder’s request and the Board of Directors’ approval,
up to a maximum of 10% of the issued and outstanding shares of the
prior year. These shares have been redeemable since September 30, 2005
for Series 2000; will be as of July 1, 2007 for Series 2002; and as of
March 1, 2008 for Series 2003. Redemption of shares can be made only
if the issuer does not or will not violate Section 84 of the Credit Union
and Caisses Populaires Act of Ontario (1994), regarding capital adequacy.

Class C preferred shares – Series 1996 and 2002 

The dividend rate will be equal to the higher of the average interest
rate for the year on non-redeemable term deposits of 5 years plus 0.50%
or 5.75% – Series 1996 and 5.25% – Series 2002, i.e., the minimum rate.
In case the issuer cannot pay the dividend in full, a partial dividend may
be declared. The dividend may be declared every time the issuer’s earnings
allow it and that all regulatory requirements in terms of funding and
cash have been met. The issuer may redeem, upon the holder’s request
and the Board of Directors approval, up to a maximum of 10% of the
issued and outstanding shares of the prior year. These shares have been
redeemable since May 1, 2003 for Series 1996, and will be redeemable as
of May 1, 2008 for Series 2002. Redemption of shares can be made only
if the issuer does not or will not violate Section 84 of the Credit Union
and Caisses Populaires Act of Ontario (1994), regarding capital adequacy.

The reserves item that appears in equity is made up of the following
three items:

A stabilization reserve totalling $275M ($274M in 2005), which consists
of amounts allocated to this reserve by the caisses and the Fédération
des caisses Desjardins du Québec out of their annual surplus earnings.
The amounts assigned to the stabilization reserve essentially serve
as interest payments on permanent shares when the surplus earnings
of a caisse are insufficient.

A reserve for future patronage dividends totalling $141M ($5M in 2005),
which consists of amounts allocated to this reserve by the caisses out of
their surplus earnings. This reserve allows them to manage over time the
impact of changes in annual surplus earnings on the dividend payments
made to members.

A general reserve totalling $6,581M ($5,988M in 2005), which primarily
consists of amounts allocated to it by the caisses, the Fédération des
caisses Desjardins du Québec, Fonds de Sécurité Desjardins and Caisse
centrale Desjardins. The general reserve essentially consists of a portion of
the surplus earnings generated by these components since their inception.
This reserve can be used only to cover a deficit and cannot be shared
among the members or used for a dividend payment.

Income taxes on surplus earnings are accounted for using the tax liability
method. Under this method, income taxes expenses on surplus earnings
comprises current and future income taxes. They reflect the expected
future tax effects of temporary differences between the carrying value of
assets and liabilities for accounting and tax purposes. Future income tax
assets or liabilities are calculated based on the tax rates expected to apply

when the assets are realized and the liabilities are settled. Future income
tax assets and liabilities are recognized under “Other assets – Other” and
“Other liabilities – Other.”

NOTE 17

INCOME TAXES ON SURPLUS EARNINGS

NOTE 16

RESERVES
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Income taxes on surplus earnings reported in the Combined Financial 
Statements are as follows:

2006 2005 2004

Combined statements of income 
Income taxes on surplus earnings $ 398 $ 403 $ 418
Income tax recovery related to the provision for patronage dividends to members (148) (120) (106)

250 283 312

Combined statements of changes in equity 
Income taxes recovered following payment of remuneration on permanent shares (7) (6) (8)

Total income taxes on surplus earnings $ 243 $ 277 $ 304

Income taxes on surplus earnings include the following amounts:

2006 2005 2004

Current $ 317 $ 232 $ 199
Future (74) 45 105

$ 243 $ 277 $ 304

Income taxes on surplus earnings in the Combined Statements of Income 
differs from the income tax expense obtained by applying the Canadian 
statutory rate for the following reasons:

2006 2005 2004

Income taxes at the statutory rate $ 294 32.3 % $ 338 31.2 % $ 349 31.2 %
Deduction for eligible small businesses (49) (5.4) (45) (4.2) (57) (5.1)
Tax-exempt investment income (36) (4.0) (17) (1.6) (4) (0.4)
Impact of new enacted tax rates (3) (0.1) (15) (1.4) (1) (0.1)
Other 44 4.9 22 2.1 25 2.2

$ 250 27.7 % $ 283 26.1 % $ 312 27.8 %

Future income tax assets and liabilities are as follows:

2006 2005

Future income tax assets
Buildings and equipment $ 32 $ 22
Actuarial and related liabilities 90 105
Cumulative provision for credit losses 154 164
Accrued benefit liabilities 178 167
Other 58 —

$ 512 $ 458

Future income tax liabilities
Buildings and equipment $ 73 $ 75
Securities 13 63
Accrued benefit assets 5 34
Other 109 48

$ 200 $ 220

NOTE 17

INCOME TAXES ON SURPLUS EARNINGS (CONTINUED)



115NOTES TO THE COMBINED FINANCIAL STATEMENTS

NOTE 18

PROVISION FOR PATRONAGE DIVIDENDS TO MEMBERS
Desjardins Group recorded a provision for patronage dividends to caisse
members for an amount of $483M ($408M in 2005 and $372M in 2004)
before the recovery of related taxes. This provision for annual patronage
dividends is determined according to a surplus earnings distribution plan
for each caisse for the year, and for which each caisse board of directors
recommends for approval at the general meeting of their caisse. The surplus
earnings distribution plan sets out several parameters, notably the amount
of the patronage dividend payment; was put in place a new program in
2006 under which members will be able to elect to receive their dividends,
at a higher amount, in the form of shares. The difference between the

amounts of dividends actually paid, in cash or in shares, following the
general meetings held by the caisses, and the amount of the provision,
is charged to income during the current year. The base amount of the
dividend distribution will depend on the interest recorded on loans and
deposits, the average Desjardins Funds outstanding in which the member
has invested through the caisse, and the various service charges collected
from the members depending on the services used. The caisses can pay
out patronage dividends when the legal and regulatory requirements
have been met.

Desjardins Group offers its employees defined-benefit statutory pension
plans as well as supplemental plans that provide pension benefits in excess
of statutory limits. Benefits are calculated based on the number of years
of participation in the plans and take into consideration the average salary
of the employee’s five most highly-paid years. Since the procedures of the
plans are such that the future changes in salary levels will have an impact
on the amount of future benefits, the cost of the benefits is determined
using actuarial computations based on the projected benefit method
prorated on years of service and using Management’s best estimate
assumptions concerning the expected return on plan investments, salary
increases, and the retirement ages of employees.

Calculation of the expected return on plan assets is based on the value
of pension fund assets measured at market-related values. The method
used to calculate the market value for all the asset categories consists
of amortizing the difference between the long-term return objective
of the plans’ investment policies and the return of the pension fund over
a five-year period.

Defined benefit costs primarily correspond to the aggregate of:
a) the actuarially computed cost of pension benefits provided in respect
of the current year’s service, b) imputed interest on the accrued benefit
obligation, c) the actual return on plan assets, d) the actuarial gains
and losses, e) plan amendments, f) curtailment gains and settlement,
g) adjustments to take into consideration the long-term nature of these
costs. The actuarial gains (losses) result from the difference between
the long-term actual return on pension assets and the expected return,
the changes made to the actuarial assumptions used to determine
the accrued pension obligations and the experience gains or losses
on these obligations. The excess of any net actuarial gains or any net
actuarial losses on 10% of the higher of the balance of the obligation
as part of accrued pension benefits or the related market value of plan
assets at the beginning of the year is amortized on the average remaining
estimated years of service of the employees. The cumulative excess of
pension fund contributions over the amounts recorded as defined benefit
costs is reported under “Other assets – Other.”

In addition, Desjardins Group offers to certain active and retired
executive employees additional multi-employer defined benefit pension
plans. To meet its future obligations regarding these plans, an amount
of $59M ($52M in 2005) was recorded under “Other liabilities – Other.”
The expense for the year amounted to $10M ($6M in 2005).

Desjardins Group also offers life, medical and dental insurance coverage
to retiring employees and their dependents, as part of a multi-employer
defined benefit pension plan. The retiree assumes a portion of the total
premium based on years of service. The cost of these benefits is accrued
over the years of service of employees according to accounting policies
similar to those used for pension plans, and the increase in costs will have
an impact on future benefits. The accrued cost of post-retirement benefits
is reported in “Other liabilities – Other.” 

The employees of some subsidiaries benefit from various defined benefit
pension plans. To estimate the cost of obligations arising from defined
benefit pension plans, these subsidiaries use the projected benefit method
pro rated on years of service and Management’s best estimate assumptions
concerning the expected return on plan investments, salary increases,
retirement age and expected health care costs and an interest rate established
based on market rates. Pension fund assets are marked to market.

According to the most recent actuarial valuations, on a consolidated basis,
pension fund assets at $21M ($17M in 2005) were $9M less ($5M less
in 2005) than the actuarial valuation of accrued pension plan benefits,
which amounts to $30M ($22M in 2005). The pension expense of these
plans is $4M ($3M in 2005). 

On June 30, 2004, Desjardins Group prospectively adopted the amendments
of Section 3461 of the Canadian Institute of Chartered Accountants
Handbook entitled “Employee Future Benefits,” which requires the disclosure
of supplementary information.

Total cash payments

Total cash payments on future employee benefits for 2006, which comprise
contributions from Desjardins Group to funded pension plans and amounts
paid directly to employees, to their beneficiaries or their estate as other 
non-funded plans totals $167M ($161M in 2005).

NOTE 19

EMPLOYEE FUTURE BENEFIT PLANS
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For valuation purposes, the assumed average annual rate of increase
in health care cost per participant was set at 9.0% for 2006. According
to the assumption chosen, this rate should gradually decline to 4.8%
in 2011 and remain approximately at this level thereafter. 

As at December 31, 2006, the plans held investments totalling
$31M ($114M in 2005) in Desjardins’ entities.

With respect to Desjardins’ main pension plan, the valuation of the
Plan’s assets and the accrued benefit obligations were carried out on
September 30, 2006. The most recent actuarial valuation for funding
purposes was carried out on January 1, 2004. The actuarial valuation
for funding purposes required no later than December 31, 2006
is currently in progress.

The following table contains information on these plans:

As at December 31 

2006 2005

Pension Other Pension Other 
plans plans plans plans

Change in accrued benefit obligation
Accrued benefit obligation at beginning of year $ 5,325 $ 578 $ 4,444 $ 532
Service cost for the year 283 18 229 21
Interest cost 291 31 264 32
Benefits paid (162) (7) (146) (12)
Transfers from other plans 10 — 78 9
Transfers to other plans (3) — — —
Actuarial losses (gains) (35) (72) 456 (4)

Accrued benefit obligation at valuation date $ 5,709 $ 548 $ 5,325 $ 578

Change in fair value of plan assets
Fair value of plan assets at beginning of year $ 4,445 $ — $ 3,710 $ —
Actual return on plan assets 396 — 609 —
Employers’ contributions 160 — 152 —
Participants’ contributions 85 — 77 —
Benefits paid (162) — (146) —
Transfers from other plans 11 — 48 —
Transfers to other plans (3) — — —
Other changes (6) — (5) —

Fair value of plan assets at valuation date $ 4,926 $ — $ 4,445 $ —

Funded status
Funding deficit at year-end $ (783) $ (548) $ (880) $ (578)
Unamortized net losses (gains) 762 (81) 954 (12)
Employers’ contributions after valuation date 39 — 39 —

Accrued benefit assets (liabilities) at year-end $ 18 $ (629) $ 113 $ (590)

Weighted average assumptions
Discount rate of the obligation 5.25 % 5.25 % 5.25 % 5.25 %
Discount rate of the expense 5.25 5.25 5.75 5.75
Expected rate of return on plan assets 7.25 — 7.00 —
Rate of increase in future compensation 3.50 3.50 3.50 3.50

NOTE 19

EMPLOYEE FUTURE BENEFIT PLANS (CONTINUED)
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The fair value of plan assets is detailed as follows as at December 31:
(as a %)

2006 2005

Primary asset categories
Shares 46.3 % 46.1 %
Bonds 22.9 26.5
Real Estate 9.7 7.1
Other 21.1 20.3

ELEMENTS OF DEFINED BENEFIT COST RECOGNIZED IN THE YEAR

As at December 31 

2006 2005 2004

Pension Other Pension  Other Pension Other 
plans plans plans plans plans plans

Service cost for the year, net 
of participants’ contributions $ 197 $ 18 $ 152 $ 18 $ 145 $ 18

Interest expense 291 31 264 32 249 29
Actual return on assets (396) — (609) — (320) —
Actuarial losses (gains) (35) (72) 456 (4) 122 28
Plan amendments — — — (2) — —

Elements of employee future benefit costs 
before adjustments to recognize the 
long-term nature 57 (23) 263 44 196 75

Adjustments to recognize the long-term nature 
of employee future benefit costs:
Difference between the expected return 

and the actual return of plan assets 94 — 343 — 65 —
Difference between the amount of the actuarial 

loss (gain) recognized for the year and the actual 
amount of the actuarial loss (gain) on accrued 
benefit obligations for the year 96 73 (426) 4 (111) (28)

Difference between the amortization of cost 
for past services for the year and the effective 
plan amendments for the year 3 (4) — (3) — (3)

Defined benefit costs $ 250 $ 46 $ 180 $ 45 $ 150 $ 44

D
E

S
JA

R
D

IN
S

 G
R

O
U

P
C

O
M

B
IN

E
D

 F
IN

A
N

C
IA

L
 S

TA
T

E
M

E
N

T
S

 



118 NOTES TO THE COMBINED FINANCIAL STATEMENTS

There are significant uncertainties surrounding the assumptions retained,
because like employee future benefits, they are long-term. The following
table shows the impact of a one percentage point change on the
key assumptions:

SENSITIVITY OF KEY ASSUMPTIONS IN 2006

Change in 
Change in defined 
obligation benefit costs

Pension plans
Discount rate

1% increase $ (967) $ (102)
1% decrease 1,276 182

Rate of future compensation increase
1% increase 368 82
1% decrease (316) (70)

Rate of long-term return on plan assets
1% increase — (47)
1% decrease — 47

Other plans
Discount rate

1% increase (86) (11)
1% decrease 113 5

Rate of future compensation increase
1% increase 6 1
1% decrease (6) (1)
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NOTE 20

DERIVATIVE FINANCIAL INSTRUMENTS 

The effect of a one percentage point increase or decrease in the assumed
health care cost trend would have increased the defined benefit costs
for the year by $10M or reduced it by $8M and increased the benefit
obligation by $73M or reduced it by $57M, respectively.

Derivative financial instruments are financial contracts the value of which
depends on assets, interest rates, foreign exchange rates, or other financial
indicators. The majority of derivative financial instruments are negotiated
by mutual agreement between Desjardins Group and the counterparty
and include forward exchange contracts, interest rate and currency swaps,
total return swaps, forward rate agreements, and currency, interest rate
and stock index options. The other transactions are performed as part
of regulated trades and mainly consist of forward contracts.

The derivative financial instruments are used for trading purposes
or for asset and liability management purposes. They are used to transfer,
modify or reduce actual or expected risks related to market risk. The derivative
financial instruments for trading purposes are used to meet the needs
of members and clients. These derivative financial instruments are recorded
in the Combined Balance Sheets at fair value, and the realized or unrealized
gains and losses are recorded under “Other income – Investing and trading
income.” The derivative financial instruments held for asset and liability
management purposes are used to manage the risks related to interest
rates and the foreign currency exposure of balance sheet assets and liabilities,
firm commitments, and forecasted transactions. In addition, some derivative
financial instruments used by the Life and Health Insurance segment are
recorded in “Securities – Investment account,” when they qualify as such,
and are recorded on the same basis as portfolio investments.

The fair value of all derivative financial instruments is determined using
pricing models that incorporate the current market prices and the contractual
prices of the underlying instruments, the time value of money, yield curves,
and volatility factors. In the Combined Balance Sheets, derivative financial
instruments that have a positive fair value appear as assets, and those with
a negative fair value appear as liabilities, respectively, under “Derivative-
related assets” and “Derivative-related liabilities.”

Interest rate derivatives include swaps, forward rate agreements, futures
contracts, and options. Interest rate swaps are transactions in which two
parties exchange interest flows on a specified notional principal amount
for a determined period based on agreed-upon fixed and floating rates.
Principal amounts are not exchanged. A forward rate agreement is an
instrument that requires both parties to settle in cash at a later date any
difference between a contracted interest rate and the market interest rate,
based on a notional principal amount. Futures contracts are commitments
to buy or sell financial instruments on a future contracts specified date
at a specified price. Futures are standardized contracts transacted on
regulated exchanges and are subject to daily cash margining.

NOTE 19

EMPLOYEE FUTURE BENEFIT PLANS (CONTINUED)
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Foreign exchange contracts include over-the-counter spot and forward
exchange contracts and currency swaps. Over-the-counter forward exchange
contracts are commitments to exchange, at a future specified date, a given
quantity of one currency for another at a rate of exchange determined by
the two parties when the contract is signed. Spot transactions are similar
to over-the-counter forward exchange contracts except that delivery must
be made within two business days following the contract date. Currency
swaps are transactions in which two parties exchange fixed interest payments
on notional principal amounts in different currencies. In a cross-currency
interest rate swap, the parties exchange fixed and floating interest payments
on notional amounts in different currencies. Desjardins Group utilizes
currency swaps as well as cross-currency interest rate swaps to manage
its foreign-currency denominated asset and liability exposures.

Options are contractual agreements under which the seller grants
the purchaser the right but not the obligation to buy (call option) or sell
(put option) a specified amount of a financial instrument at a specified
price, on or before a specified date. The seller receives a premium from
the purchaser in exchange for this right. Desjardins Group deals in options
primarily to meet its clients’ needs and to manage its own asset and
liability exposures.

The other derivative instruments used are related to financial index
transactions and mainly include total return swaps. Total return swaps
are transactions in which one party agrees to pay to or to receive from
the other party the rate of return on an underlying asset or index.

Equity-linked deposit contracts and equity indexes 

Desjardins Group records at fair value certain deposit obligations for which
the obligation varies according to the return on equities or an equity index
and which entitle the investors, after a specified period of time, to receive
the higher of a stated percentage of their principal investment or a variable
amount calculated based on the return on equities or an equity index.
Changes in fair value are recorded to the Combined Statements of Income
as they occur.

Hedging relationships

When derivatives are used to manage assets and liabilities, Desjardins
Group must determine, for each derivative, whether or not hedge
accounting is appropriate. Due to the adoption of the CICA Handbook
Accounting Guideline entitled “Hedging Relationships” (AcG-13)
on January 1, 2004, derivative financial instruments could no longer
qualify for hedge accounting as of that date. The transitional gain was
deferred to be amortized over the remaining duration of the derivative
financial instruments.

Documenting and recognizing hedging relationships

Several derivative financial instruments held for the purposes of asset
and liability management qualify for hedge accounting. To qualify for hedge
accounting, the hedge relationship must be recognized and documented
from the moment it is implemented. Such documentation must address
the specific strategy for managing risk, the asset, liability or cash flows
that are being hedged as well as the measure of effectiveness of this
hedge. The derivative financial instrument must prove highly effective
to compensate for changes in the fair value or the cash flows attributable
to the risk being hedged. Derivative financial instruments that qualify for
hedge accounting are recorded in the Combined Balance Sheets at fair
value, and changes in fair value are recorded in “Other assets – Other”
and “Other liabilities – Other” and are recognized in the Combined
Statements of Income during the same period that the gains, losses,
income, and charges related to the hedge item are recorded. In particular,
interest rate and currency swaps that qualify for hedge accounting
are recorded so that the proceeds or charges on the derivative financial
instruments are carried into income as an adjustment to the revenues
orinterest expense of the hedged item. The amounts payable or receivable
from the counterparties are carried to “Derivative-related assets” or
“Derivative-related liabilities” in the Combined Balance Sheets. The gains
and losses on currency swaps compensate for the exchange gains and
losses from items hedged in corresponding currencies.

Derivative financial instruments held for purposes of asset and liability
management that do not qualify for hedge accounting are recorded
in the Combined Balance Sheets at fair value, and changes in fair value
are recorded in the Combined Statements of Income under “Other
income – Investing and trading income.”  

Discontinuing of hedging relationships

The designation of a derivative financial instrument as a hedge is discontinued
in the following cases: the hedged item is sold or matures, the hedge
is no longer effective, Desjardins Group terminates the hedging relationship,
or it is no longer likely that the forecasted transaction will take place
essentially at the time and in the way indicated at the inception of the
hedging relationship. The changes in fair value related to the derivative
financial instruments that cease to qualify for hedge accounting before
maturity are carried to “Derivative-related assets” or “Derivative-related
liabilities” in the Combined Balance Sheets and recognized in income for
the period during which the underlying hedge operation was recognized.
If a designated hedge item is sold, extinguished, or comes to maturity
before the related derivative financial instrument ends, any realized and
unrealized gain or loss on this derivative financial instrument is immediately
recognized in the Combined Statements of Income under the heading
“Other income – Investing and trading income.”
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The table provided below, “Derivative Financial Instruments – Credit Risk,” gives an overview of the portfolio of Desjardins’ derivative financial instruments
and the related credit risk.

Notional principal amount Amount to which a rate or price is applied in order to calculate the exchange of cash flows.

Replacement cost Cost of replacing, at the current market rates, all contracts having a positive market value, 
without factoring in the impact of master netting agreements or any collateral which may 
be obtained.

Future credit exposure Potential for future changes in replacement value over the remaining life of the contracts 
based on a formula prescribed by the Bank for International Settlements (BIS).

Credit risk equivalent Total of the replacement cost and future credit exposure, except for certain items prescribed 
by the BIS, i.e., the replacement cost of forward exchange contracts with an original maturity 
of less than 14 days and exchange-traded derivatives subject to daily cash margining.

Risk-weighted balance Risk related to the creditworthiness of the counterparty, calculated at the rates prescribed by the BIS.

DERIVATIVE FINANCIAL INSTRUMENTS – CREDIT RISK

2006 2005

Notional Future Credit Risk- Credit Risk-
principal Replacement credit risk weighted Replacement risk  weighted 
amount cost exposure equivalent balance cost equivalent balance

Interest rate contracts
Swaps $ 53,748 $ 235 $ 249 $ 484 $ 93 $ 276 $ 484 $ 96
Forward rate agreements 14,451 1 3 4 1 2 7 2
Futures contracts 8,474 — — — — 4 — —
Options purchased 201 1 1 2 — 4 5 1
Options written 201 — — — — — — —

77,075 237 253 490 94 286 496 99

Foreign exchange contracts
Forward contracts 5,534 77 55 131 36 49 100 22
Swaps 6,349 307 297 604 124 96 234 59
Options purchased 276 6 6 12 4 7 13 4
Options written 230 — — — — — — —

12,389 390 358 747 164 152 347 85

Other contracts(1)

Swaps 1,841 8 90 98 22 48 429 88
Futures contracts 53 — — — — — — —
Options purchased 1,985 500 154 654 211 404 540 180
Options written 2,017 — — — — — — —

5,896 508 244 752 233 452 969 268

Total derivative financial 
instruments $ 95,360 1,135 $ 855 $ 1,989 491 890 $ 1,812 452

Impact of master netting 
agreements(2) 862 306 670 277

Total derivative financial 
instruments after 
netting agreements $ 273 $ 185 $ 220 $ 175

(1) Include contracts related to indexed term savings products.
(2) Impact of offsetting credit exposure when Desjardins Group holds master netting agreements without intent to settle net or simultaneously.

NOTE 20

DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)



121NOTES TO THE COMBINED FINANCIAL STATEMENTS

The following table presents the maturities of the total notional principal amounts of derivative financial instruments:

Maturity 2006 2005

Under 1 to Over 3 to Over 
1 year 3 years 5 years 5 years Total Total

Interest rate contracts 
Swaps $ 11,596 $ 20,982 $ 17,328 $ 3,842 $ 53,748 $ 41,698
Forward rate agreements 13,795 656 — — 14,451 6,816
Futures contracts 5,251 3,072 151 — 8,474 7,872
Options purchased — 55 146 — 201 772
Options written — 55 146 — 201 2,406

30,642 24,820 17,771 3,842 77,075 59,564

Foreign exchange contracts
Forward contracts 5,454 80 — — 5,534 4,948
Swaps 591 2,616 3,005 137 6,349 2,929
Options purchased 184 92 — — 276 283
Options written 161 69 — — 230 286

6,390 2,857 3,005 137 12,389 8,446

Other contracts(1)

Swaps 1,109 205 477 50 1,841 5,438
Futures contracts 53 — — — 53 22
Options purchased 534 814 571 66 1,985 1,793
Options written 592 824 560 41 2,017 1,791

2,288 1,843 1,608 157 5,896 9,044

Total derivative financial instruments $ 39,320 $ 29,520 $ 22,384 $ 4,136 $ 95,360 $ 77,054

(1) Include contracts related to indexed term savings products.

The following table presents the derivative financial instruments according to the credit risk rating and the type of counterparty:

As at December 31 

2006 2005

Replacement Risk-weighted Replacement Risk-weighted
cost balance cost balance

Credit risk rating(1)

AAA, AA $ 1,028 $ 439 $ 550 $ 268
A 65 22 313 160
Not rated 42 30 27 24

Total 1,135 491 890 452

Impact of master netting agreements(2) 862 306 670 277

Total after master netting agreements $ 273 $ 185 $ 220 $ 175

Type of counterparty
Financial institutions $ 853 $ 326 $ 826 $ 408
Other 282 165 64 44

Total 1,135 491 890 452

Impact of master netting agreements(2) 862 306 670 277

Total after master netting agreements $ 273 $ 185 $ 220 $ 175

(1) Credit risk ratings are established by recognized credit agencies. Non-rated counterparties are mainly members or clients of Desjardins Group.
(2) Impact of offsetting credit exposure when Desjardins Group holds master netting agreements without intent to settle net or simultaneously.
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NOTE 21

INTEREST RATE SENSITIVITY AND MATURITY MATCHING
The following table illustrates Desjardins’ interest rate sensitivity position as at December 31:

2006

Non-rate-
Immediately Under 3 to Over 6 to Over 1 to Over sensitive and 

rate-sensitive 3 months 6 months 12 months 5 years 5 years provisions Total

Assets
Cash and deposits with 

financial institutions $ — $ — $ — $ — $ — $ — $ 1,798 $ 1,798
Securities 3,057 5,548 598 1,287 6,950 7,116 7,777 32,333

Effective interest rate 4.02 % 4.27 % 4.21 % 4.43 % 5.27 %
Securities borrowed or 

purchased under reverse
repurchase agreements — — — — — — 4,147 4,147

Loans 15,496 12,587 11,098 12,141 35,798 2,146 (620) 88,646
Effective interest rate 7.18 % 6.08 % 6.20 % 5.71 % 5.79 %

Other assets — — — — — — 8,202 8,202

$ 18,553 $ 18,135 $ 11,696 $ 13,428 $ 42,748 $ 9,262 $ 21,304 $135,126

Liabilities and equity
Deposits $ 12,723 $ 10,655 $ 7,458 $ 13,015 $ 23,600 $ 1,445 $ 19,247 $ 88,143

Effective interest rate 3.96 % 3.50 % 3.34 % 3.42 % 3.75 %
Subordinated debentures 

and borrowings — 4 — — 125 1,401 — 1,530
Effective interest rate 6.50 % 5.57 % 5.43 %

Commitments related 
to securities lent or sold 
under repurchase agreements — — — — — — 6,955 6,955

Commitments related 
to securities sold short 48 30 217 500 2,069 1,152 85 4,101
Effective interest rate 4.15 % 3.89 % 4.18 % 4.04 % 4.23 %

Actuarial and related liabilities — — — — — — 11,135 11,135
Other liabilities — — — — — — 14,709 14,709
Equity — — — — — — 8,553 8,553

$ 12,771 $ 10,689 $ 7,675 $ 13,515 $ 25,794 $ 3,998 $ 60,684 $135,126

On-balance sheet gap $ 5,782 $ 7,446 $ 4,021 $ (87) $ 16,954 $ 5,264 $ (39,380) $ —
Derivative financial instruments 

gap according to notional 
principal amount — (15,097) (703) 2,482 12,806 512 — —

Total gap $ 5,782 $ (7,651) $ 3,318 $ 2,395 $ 29,760 $ 5,776 $ (39,380) $ —

2005

Non-rate-
Immediately Under 3 to Over 6 to Over 1 to Over sensitive and

rate-sensitive 3 months 6 months 12 months 5 years 5 years provisions Total

Total assets $ 13,612 $ 24,458 $ 9,873 $ 13,175 $ 38,761 $ 8,357 $ 9,857 $ 118,093
Total liabilities and equity $ 10,327 $ 13,380 $ 4,871 $ 12,072 $ 26,326 $ 3,747 $ 47,370 $ 118,093

On-balance sheet gap $ 3,285 $ 11,078 $ 5,002 $ 1,103 $ 12,435 $ 4,610 $ (37,513) $ —
Derivative financial instruments 

gap according to notional 
principal amount — 1,244 (867) 243 (441) (179) — —

Total gap $ 3,285 $ 12,322 $ 4,135 $ 1,346 $ 11,994 $ 4,431 $ (37,513) $ —
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The determination of the interest rate gap, which is based on the earlier
of the repricing or maturity date of assets, liabilities and derivative
financial instruments used to manage interest rate risk, relies on various
assumptions. The effective interest rates indicated represent historical rates
for instruments at fixed rates recorded at unamortized cost and current
market rates for instruments at variable rates or instruments recorded at
fair value. The interest rate gap may change significantly in subsequent
periods based on the preferences of members and clients and the
application of Desjardins’ asset and liability management policy.

The main assumptions used are as follows:

NON-RATE-SENSITIVE INSTRUMENTS  

Some balance sheet items, such as equity investments, non-interest-bearing
deposits and non-maturity deposits with an interest rate that does not move
on a specific rate basis, such as the prime rate and equity, are not sources
of interest rate risk. These items are indicated in the non rate-sensitive
instrument column of the table.

In addition, actuarial liabilities are presented in this column. During the normal
course of business, the life and health insurance subsidiary has adopted
a policy of matching assets and liabilities that clearly defines acceptable
differences in order to prevent mismatched cash flows. One of the controls
is to test the difference between the duration of the liabilities and the
duration of assets matching them. The duration comparison measures
the sensitivity of the market value of assets and liabilities to interest rates.
The life and health insurance subsidiary performs tests for all its business
segments globally, because the matching policies set limits in this respect.

As at December 31, 2006, the durations of assets exceeded those of
liabilities by 0.1 years (the durations were equal as at December 31, 2005).
Since the valuation method already recognizes the impact of possible
changes in interest rates, a sudden increase or decrease in these interest
rates would not have a material impact on the results of the life and
health insurance subsidiary.

NOTE 22

FAIR VALUE OF FINANCIAL INSTRUMENTS
FINANCIAL INSTRUMENTS 

Although fair value is used to approximate value at which these financial
instruments could be traded in a transaction between willing parties,
a number of these financial instruments have no trading market. As a
result, their fair value is based on estimates established using discounted
value and other valuation methods which are strongly influenced by the
assumptions used concerning the amount and timing of estimated future
cash flows and discount rates, which reflect varying degrees of risk.
Furthermore, the estimated fair values presented do not reflect the
value of assets and liabilities that are not considered financial instruments,
such as land, buildings, equipment and intangible assets. Also, the value
of other non-financial assets and liabilities has been excluded. Given the
role that judgment plays in applying many of the accepted estimates and
valuation techniques for calculating fair values, the latter is not necessarily
comparable among financial institutions. Fair value reflects market conditions
on a given date and for this reason cannot be representative of future
fair values. They also cannot be considered as being realizable in the
event of immediate settlement of these instruments. 

The following methods and assumptions were used to estimate the fair
values of the financial instruments:

Financial instruments valued at carrying value

The fair values of certain financial instruments presented in the “Financial
Instruments” table that are maturing in the short term were assumed
to be approximately equal to their carrying values. These financial
instruments include the following items: “Cash and deposits with financial
institutions”, “Securities borrowed or purchased under reverse repurchase
agreements”, “Other financial assets”, “Commitments related to securities
lent or sold under repurchase agreements”, “Commitments related
to securities sold short”, and “Other financial liabilities”.

Securities

The estimated fair value of securities is disclosed in Note 3 to the Combined
Financial Statements as a function of quoted market prices when available.
When quoted market prices are not available, the estimated fair value
is determined using the market rates for similar securities.

Loans

The fair value of loans is estimated using a discounted cash flow calculation
method that uses market interest rates currently charged for similar new loans
as at December 31, applied to expected maturity amounts. For impaired loans,
the fair value is equal to their carrying value in accordance with the valuation
techniques described in Note 4 to the Combined Financial Statements.

Deposits  

The fair value of deposits with no stated maturity is assumed to be equal
to their carrying value. The estimated fair value of fixed rate deposits
is determined by discounting the contractual cash flows using market
interest rates currently being offered for deposits with relatively the same
remaining terms. 

Actuarial and related liabilities    

The fair value of actuarial and related liabilities is based in part on the fair
value of the related assets hedging them, given the interrelationship existing
between these two balance sheet items.

Subordinated debentures and borrowings   

The fair value of subordinated debentures and borrowings is based
on the market rates for similar issues or borrowings or on the rates
currently offered to Desjardins Group for debt securities with the same
remaining terms. 
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Derivative financial instruments

The estimated fair value of derivative financial instruments is calculated
using pricing models that incorporate current market prices and the
contractual prices of the underlying instruments, the time value of money,

and yield curves. The fair value of derivative financial instruments
is presented without taking into account the impact of legally binding
master netting agreements.
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FINANCIAL INSTRUMENTS (EXCLUDING DERIVATIVE FINANCIAL INSTRUMENTS)

2006 2005

Fair value Carrying value Difference Fair value Carrying value Difference

Assets
Cash and deposits with financial institutions $ 1,798 $ 1,798 $ — $ 1,278 $ 1,278 $ —
Securities 33,296 32,333 963 26,120 25,081 1,039
Securities borrowed or purchased under 

reverse repurchase agreements 4,147 4,147 — 2,389 2,389 —
Loans 88,318 88,646 (328) 82,128 82,472 (344)
Other financial assets 4,656 4,656 — 3,783 3,783 —
Liabilities
Deposits 88,377 88,143 234 83,675 83,287 388
Actuarial and related liabilities 11,992 11,135 857 11,205 10,500 705
Borrowings 179 163 16 345 345 —
Subordinated debentures 1,385 1,367 18 1,396 1,355 41
Commitments related to securities lent 

or sold under repurchase agreements 6,955 6,955 — 5,120 5,120 —
Commitments related to securities sold short 4,101 4,101 — 2,310 2,310 —
Other financial liabilities 6,823 6,823 — 5,152 5,152 —

DERIVATIVE FINANCIAL INSTRUMENTS(1)

2006 2005

Positive value Negative value Net fair value Positive value Negative value Net fair value

Interest rate contracts
Swaps $ 235 $ 237 $ (2) $ 276 $ 241 $ 35
Forward rate contracts 1 2 (1) 2 2 —
Futures contracts — 2 (2) 4 — 4
Options purchased 1 — 1 4 — 4
Options written — 1 (1) — 24 (24)

Foreign exchange contracts 
Forward contracts 77 45 32 49 62 (13)
Swaps 307 177 130 96 315 (219)
Options purchased 6 — 6 7 — 7
Options written — 6 (6) — 7 (7)

Other contracts(2)

Swaps 8 3 5 48 20 28
Futures contracts — — — — — —
Options purchased 500 — 500 404 — 404
Options written — 500 (500) — 404 (404)

1,135 973 162 890 1,075 (185)

Impact of master netting agreements(3) 862 862 — 670 670 —

Total derivative financial instruments 
after master netting agreements  $ 273 $ 111 $ 162 $ 220 $ 405 $ (185)

(1) The balances that appear in the table include derivative financial instruments recorded under “Securities – Investment account” for an amount of $37M in 2006 ($63M in 2005).
(2) Include contracts related to indexed term savings products.
(3) Impact of offsetting credit exposure when Desjardins Group holds master netting agreements without intent to settle net or simultaneously.

NOTE 22

FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
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COMMITMENTS 

Commitments related to financial instruments with contractual
amounts representing a credit risk  

The primary purpose of these instruments is to ensure that members
and clients have funds available when necessary for variable terms
to maturity and under specific conditions. The collateral security
requirements of Desjardins Group with respect to these credit
instruments are generally the same as those for loans.

The total amount of credit instruments does not necessarily represent
future cash requirements since many of these instruments will expire
or terminate without being funded. The following table represents
the contractual amounts:

2006 2005

Guarantees and standby 
letters of credit $ 466 $ 474

Securities lending(1) 1,760 1,419
Credit commitments 

Original term of one year or less 28,068 24,833
Original term of over one year 4,594 4,129

$ 34,888 $ 30,855

(1) Secured by marketable securities, generally issued by the federal and provincial governments, 
representing 102% of the contractual amount. 

Guarantees and standby letters of credit

Guarantees and standby letters of credit represent irrevocable commitments
by Desjardins Group to make payments in the event that a member
or client cannot meet its obligations to third parties. They pose the same
credit risk as loans.

Securities lending

In the normal course of operations, Desjardins Group lends its own
securities or those of members and clients. When lending securities
of clients or members, Desjardins Group acts as an agent for the owner
of a security who agrees to lend it to a borrower for a fee under the
terms of a pre-arranged contract. 

In securities lending transactions, the loans must at all times be secured
by the borrower (secured by marketable securities generally issued by the
federal and provincial governments). There is a risk of loss if the borrower
defaults in honouring its commitments and the value of the collateral
is not adequate to cover the amount of the loan. The credit risk related
to these transactions is considered to be minimal since Desjardins only
deals with reputable stock brokerage firms and financial institutions.
Furthermore, the borrower pledges securities of a value at least equivalent
to the amount of the loan adjusted on a daily basis. The securities lending
transactions for which securities were received as pledges appear in the
table above, whereas securities lending of $7B ($5.1B in 2005) for which
cash was received as pledges were excluded from the table above because
they were recorded in the Combined Balance Sheets as commitments
related to securities lent or sold under repurchase agreements.

Credit commitments

Credit commitments represent unused portions of authorizations
to extend credit in the form of loans, guarantees, or letters of credit.

Commitments under leases and service contracts

The minimum future commitments as at December 31, 2006 under leases
and service contracts are detailed as follows:

Premises and equipment Information technology 
and telecommunications

2007 $ 109 $ 278
2008 58 278
2009 51 273
2010 40 273
2011 36 144
2012 and thereafter 217 238

$ 511 $ 1,484

Building lease expenses, net of rental income, included in non-interest
expenses for the year ended December 31, 2006 were $62M 
($58M in 2005 and $45M in 2004).

GUARANTEES 

A guarantee is a contract or an indemnification agreement that contingently
requires Desjardins Group entities to make payments to the guaranteed
party pursuant to changes in i) an interest rate, an exchange rate, a security
price or commodity price, or a price or rate index, or the occurrence or
non-occurrence of a specified event, ii) a third party’s failure to perform
under an obligating agreement or, iii) a third party’s failure to repay its debt
when it becomes due and payable.

Maximum potential amount of future payments

The guarantees and the maximum potential amount of future payments
that Desjardins Group granted as guarantees to third parties are as follows:

2006 2005

Guarantees and standby letters of credit $ 447 $ 447
Derivative financial instruments 837 493
Guarantee for securities lending 

with indemnification 3,860 3,372

Guarantees and standby letters of credit

Guarantees and standby letters of credit represent irrevocable commitments
by Desjardins Group to make payments in the event that a member or client
cannot meet its obligations to third parties. These instruments are generally
collateralized in accordance with the same policy Desjardins Group has with
respect to loans. The term of these products does not exceed five years.

The general provision for credit losses covers all credit risk, including
guarantees and standby letters of credit.

Derivative financial instruments

Desjardins Group has performed credit default swaps with bank
counterparties. It has made an irrevocable commitment to the
counterparties to assume the credit risk for the bonds that constitute 
the underlying assets for the swaps. The guarantee given by Desjardins
Group is to provide partial or total payment for one security or a
group of securities following an unfavourable event leading to default
on payment. 

NOTE 23

COMMITMENTS, GUARANTEES AND CONTINGENCIES
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The maximum amount of the guarantee comprises the notional amount
of the swap. The amounts disbursed will depend on the nature of the default
and the recovery rates of the securities in collection.

The underlying assets for the swaps are corporate bonds or tranches within
high-quality securitization structures. All underlying securities are rated as
equal to or greater than BBB as at December 31, 2006. The swaps have
maturities running until October 2014.

Guarantee for securities lending with indemnification  

As part of its custodial services, Desjardins Group entered into securities
lending agreements with members and clients under which Desjardins
Group obtains guarantees in order to protect itself against any potential
losses. The guarantee for securities lending with indemnification represents
the contractual amount of members’ and clients’ securities for which
Desjardins Group is the custodian. As at December 31, 2006, commitments
related to the securities lent or sold under repurchase agreements of $7B
($5.1B in 2005) included securities lending with indemnification for which
an amount of $2.4B ($2.1B in 2005) was received in cash as a guarantee. 

An amount of $1.4B ($1.3B in 2005) received in securities was added
to this amount and is also included in the "Maximum potential amount
of future payments” table.

Other indemnification commitments

In the normal course of its operations, Desjardins Group enters into
agreements containing indemnification provisions. The indemnifications
are normally related to the sale of assets, purchase agreements, service
delivery agreements, outsourcing agreements, lease agreements,
compensation agreements, and transfers of assets or shares. Under
these agreements, Desjardins Group may be liable for indemnifying
a counterparty if certain events occur, such as amendments to statutes
and regulations (including tax rules) as well as to declared financial
positions, the existence of undeclared liabilities, and losses resulting
from third-party activities or as a result of third-party litigation. The
indemnification provisions vary from one contract to the next. In several
cases, no predetermined amount or limit appears in the contract,
and future events that would trigger a payment are difficult to foresee.
Therefore, Desjardins Group is not in a position to provide a reasonable
estimate of the maximum amount that it could be required to pay
counterparties. Historically, payments made under these commitments
have been negligible. 
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Pledged assets

Assets pledged by Desjardins Group in the normal course of business 
are presented in the following table:

2006 2005

Assets pledged to the following counterparties:
Bank of Canada $ 160 $ 140
Clearing systems, payment systems and depositories 176 156
Foreign central banks — 15

Assets pledged for the following transactions: 
Transactions on derivative financial instruments 1,319 1,307
Securities borrowing 56 86
Commitments related to securities lent or sold under repurchase agreements 6,955 5,120

$ 8,666 $ 6,824

CONTINGENCIES

Desjardins Group is party to various lawsuits arising in the normal course
of business. Many of these suits are in connection with measures taken
by the entities to collect past-due loans and exercise their rights in respect

of assets given as collateral for a loan. In Management’s opinion, the total
amount of contingent liability resulting from these lawsuits would not
have a material impact on the financial position of Desjardins Group.

A concentration of credit risk exists when a certain number of borrowers
or counterparties that engage in similar activities are located in the same
geographical region or have similar characteristics. The evolution of economic,

political or other conditions may compromise their capacities to meet their
contractual obligations. The majority of the securities, loans and deposits
of Desjardins Group are related to the Québec market.

NOTE 24

CONCENTRATION OF CREDIT RISK

NOTE 23

COMMITMENTS, GUARANTEES AND CONTINGENCIES (CONTINUED)
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Desjardins Group is a cooperative financial group. Under the authority
of the Board of Directors of the Fédération des caisses Desjardins du Québec,
the President of Desjardins Group manages the components operating
in the Personal and Commercial segment as well as the subsidiary companies.

The Personal and Commercial segment is comprised of all activities related
to financial intermediation, investment funds, and trust services. The network
of subsidiary companies is comprised of all activities related to the Life
and Health Insurance segment, the General Insurance segment, and the
Securities Brokerage, Asset Management and Venture Capital segment.
The last segment, labelled Other, includes different consolidation adjustments
attributable to all of Desjardins’ components.

The activities of the Personal and Commercial segment and those
of the subsidiary companies complement each other. Transactions among
segments in the normal course of business are valued at the exchange
value, which corresponds to the amount of consideration agreed to and
accepted by the partners. The results of the main segments reflect internal
financial reporting systems and are compatible with the rules used
in preparing the Combined Financial Statements of Desjardins Group.

NOTE 25

SEGMENTED INFORMATION

2006

Securities
Brokerage, Asset 

Life and Management 
Personal and Health General and Venture
Commercial Insurance Insurance Capital Other Combined(1)

Net interest income $ 3,091 $ — $ — $ — $ — $ 3,081
Net premiums — 2,438 1,376 — — 3,688
Investing and trading income  3 703 68 48 52 878
Other income 1,402 115 — 338 94 1,751

Total income 4,496 3,256 1,444 386 146 9,398

Provisions for credit losses (139) — — — — (139)
Claims, benefits, annuities and changes 

in insurance provisions — (2,361) (981) — — (3,342)
Non-interest expenses (3,303) (692) (284) (366) (198) (4,513)

Operating surplus earnings from 
continuing operations 1,054 203 179 20 (52) 1,404

Income taxes on surplus earnings (302) (51) (60) (6) 21 (398)
Non-controlling interests — (6) (12) — — (18)

Surplus earnings before patronage 
dividends to members 752 146 107 14 (31) 988

Provision for patronage dividends to members, 
net of income taxes recovered (335) — — — — (335)

Surplus earnings for the year after 
patronage dividends $ 417 $ 146 $ 107 $ 14 $ (31) $ 653

Segment assets $ 112,130 $ 12,440 $ 2,439 $ 7,420 $ 697 $ 135,126

(1) The difference between total results and the total results of the business segments, shown above, is due to intersegment transactions.
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2005 Securities 
Brokerage, Asset 

Life and Management
Personal and Health General and Venture
Commercial Insurance Insurance Capital Other Combined(1)

Net interest income $ 3,048 $ — $ — $ — $ — $ 3,034
Net premiums — 2,300 1,366 — — 3,547
Investing and trading income  116 688 97 46 5 965
Other income 1,199 100 — 308 82 1,525

Total income 4,363 3,088 1,463 354 87 9,071

Provisions for credit losses (107) 11 — — — (96)
Claims, benefits, annuities and changes 

in insurance provisions — (2,269) (983) — — (3,252)
Non-interest expenses (3,107) (645) (274) (336) (134) (4,212)

Operating surplus earnings from 
continuing operations 1,149 185 206 18 (47) 1,511

Income taxes on surplus earnings (311) (28) (67) (4) 7 (403)
Non-controlling interests — (10) (14) — — (24)
Discontinued operations — 5 — — — 5

Surplus earnings before patronage 
dividends to members 838 152 125 14 (40) 1,089

Provision for patronage dividends to members, 
net of income taxes recovered (288) — — — — (288)

Surplus earnings for the year after
patronage dividends $ 550 $ 152 $ 125 $ 14 $ (40) $ 801

Segment assets $ 98,022 $ 11,791 $ 2,578 $ 4,977 $ 725 $ 118,093

(1) The difference between total results and the total results of the business segments, shown above, is due to intersegment transactions.

2004 Securities 
Brokerage, Asset 

Life and Management
Personal and Health General and Venture
Commercial Insurance Insurance Capital Other Combined(1)

Net interest income $ 2,903 $ — $ — $ — $ — $ 2,882
Net premiums — 2,090 1,286 — — 3,263
Investing and trading income  160 666 84 36 2 941
Other income 1,040 91 — 282 92 1,378

Total income 4,103 2,847 1,370 318 94 8,464

Provisions for credit losses (103) 9 — — — (94)
Claims, benefits, annuities and changes 

in insurance provisions — (2,086) (884) — — (2,970)
Non-interest expenses (2,892) (583) (266) (285) (135) (3,893)

Operating surplus earnings from 
continuing operations 1,108 187 220 33 (41) 1,507

Income taxes on surplus earnings (289) (58) (77) (6) 12 (418)
Non-controlling interests — (2) (16) — — (18)
Discontinued operations — 1 — — — 1

Surplus earnings before patronage 
dividends to members 819 128 127 27 (29) 1,072

Provision for patronage dividends to members, 
net of income taxes recovered (266) — — — — (266)

Surplus earnings for the year after 
patronage dividends $ 553 $ 128 $ 127 $ 27 $ (29) $ 806

Segment assets $ 90,689 $ 10,166 $ 2,437 $ 2,510 $ 691 $ 106,493

(1) The difference between total results and the total results of the business segments, shown above, is due to intersegment transactions.
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NOTE 25

SEGMENTED INFORMATION (CONTINUED)
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In January 2005, a subsidiary of Desjardins Group sold its Bahamas
division for a cash consideration of $22M. This transaction resulted
in a gain on disposal of $5M in 2005 and $1M in 2004.

Under Desjardins’ initiative to create financial synergies through real estate
operations, the properties of the Fédération des caisses Desjardins du Québec
and its subsidiaries will be brought together and combined into a single
component of Desjardins Group, namely Desjardins Financial Security.
This combining of properties, which excludes the properties of the caisses,
involves 16 properties and will be carried out in three phases during the first

six months of 2007. Properties for which the carrying value was $303M
as at December 31, 2006 will be recorded at this value by the concerned
components in accordance with the accounting requirements applicable
to related party transactions. Because the transfer was concluded between
Desjardins components, it will not impact the Combined Statements
of Income or the Combined Balance Sheets.

Desjardins Group carries out transactions with related entities.
These transactions are recorded at the exchange value.

In 2006, the transactions with these entities resulted in income of $26M
($28M in 2005 and $30M in 2004) and expenses of $4M ($3M in 2005
and $17M in 2004), whereas the Combined Balance Sheets include assets
of $1M ($2M in 2005) as well as liabilities of $72M ($41M in 2005).

NOTE 26

DISCONTINUED OPERATIONS 

NOTE 27

RELATED PARTY TRANSACTIONS

NOTE 28

SUBSEQUENT EVENT  
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PRINCIPAL FINANCIAL RESULTS OF THE
CAISSES AND FEDERATIONS OF MANITOBA
AND NEW BRUNSWICK
The Manitoba and New Brunswick federations, comprising 40 caisses, are auxiliary members of the Fédération des caisses Desjardins du Québec.
They are governed by their own legislation, regulations and by-laws.

COMBINED BALANCE SHEETS (UNAUDITED)(1)

As at December 31 
(in millions of $)

2006 2005

Assets
Cash and securities $ 500 $432 
Loans 2,278 2,214
Land, buildings and equipment 45 44
Other assets 35 33

Total assets $ 2,858 $ 2,723 

Liabilities and equity
Deposits $ 2,547 $ 2,403 
Other liabilities 93 116
Equity

Capital stock 33 32
Undistributed surplus earnings 18 17
Reserves 167 155

Total liabilities and equity $ 2,858 $ 2,723 

(1) The Combined Balance Sheets and Combined Statements of Income include data from the caisses and federations in Manitoba and New Brunswick, after eliminating the transactions and balances 
of the caisses and federations among themselves. Because the financial years of the caisses do not coincide, the undistributed surplus earnings do not correspond to the surplus earnings presented in income.
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COMBINED STATEMENTS OF INCOME (UNAUDITED)(1)

For the years ended December 31 
(in millions of $)

2006 2005

Interest income $ 171 $ 155 
Interest expense 70 63

Net interest income 101 92
Otehr income 38 36

Total income 139 128
Provisions for credit losses 6 3
Non-interest expenses 109 100

Operating surplus earnings 24 25
Income taxes on surplus earnings 4 3

Surplus earnings before patronage dividends to members 20 22

Provision for patronage dividends to members 7 9
Tax recovery on provision for patronage dividends to members (2) (2)

Surplus earnings for the year after patronage dividends to members $ 15 $ 15

(1) The Combined Balance Sheets and Combined Statements of Income include data from the caisses and federations in Manitoba and New Brunswick, after eliminating the transactions and balances 
of the caisses and federations among themselves. Because the financial years of the caisses do not coincide, the undistributed surplus earnings do not correspond to the surplus earnings presented in income.



NUMEROUS INITIATIVES
TO STRENGTHEN 
OUR GOVERNANCE
PRACTICES 
The Fédération des caisses Desjardins du Québec has been developing
its corporate governance program since 1998 and provides leadership
to Desjardins caisses and subsidiaries in order to promote gradual, ongoing
and comprehensive improvements with respect to their governance.
The Fédération periodically reviews its policy, incorporating new guidelines
set out by the Canadian Securities Administrators. 

Although the following information is specific to the Fédération, it has
a broader application as well, since Caisse centrale Desjardins (CCD),
Desjardins Venture Capital (DVC), Desjardins Trust (DT) and Capital
Desjardins inc. (CDI) also have governance systems aligned with that
of the Fédération. In addition, the Fédération, CCD, DVC, DT and CDI
all share the same members on their boards of directors, in keeping
with the concept of a single management structure whose purpose
is to ensure the cohesion of Desjardins Group’s major orientations.

The Fédération and its subsidiaries have also adopted their own
governance policies based on that of the Fédération(1). In 2006,
we continued our work on creating a governance policy for the caisses,
which should be completed in 2007. This policy will be based on the
Fédération’s governance policy, but will take into account the reality
of the caisses and the elected officers’ expectations with respect
to the governance of the business and administrative centres.

HIGHLIGHTS
In 2006, Desjardins Group implemented various initiatives in its efforts
to strengthen its governance practices. The main initiatives were:

■ Adoption of a sound and prudent management framework
for Desjardins Group.

■ Positioning with respect to governance and the structure required
to support Desjardins’ Canadian business development.

■ Adoption of a policy on management regulations for profit-sharing
plans within Desjardins Group.

■ Review of the institutional policy on rules and regulations governing
the selection of external auditors, which led to new rules for the fiscal
year starting January 1, 2007. This policy states that management
personnel may not solicit retained auditing firms to ask them to contribute
to fundraising campaigns for non-profit organizations.

■ Continuation of work on the financial governance project, especially
in the area of assessment of internal controls with regard to internal
control documentation and assessment in accordance with the Keeping
a Promise for a Strong Economy Act (Chapter 22).

■ Adoption of a strategic plan for Desjardins Group communications
to support the disclosure of financial information and major changes
that could influence the Group’s financial situation. Work has been
performed in preparation for the adoption of a policy on this matter
in 2007.

■ Creation of two independent study committees, one for Desjardins Funds
and the other for Northwest Funds (December 2006 Board meeting).

■ Strengthening of the powers of the Assembly of Representatives
in terms of Desjardins Group orientations and consultation of this
entity with respect to the revision of standards and policies that apply
to the caisses.

■ Improvement of the process supporting the tabling of prior notice
of proposals for the Fédération and Caisse centrale Desjardins General
Meeting and the production of an explanatory DVD and a guide
for caisse elected officers.

■ Update of the guidelines clarifying how roles and responsibilities
are shared among the various decision-making bodies of the Fédération,
Caisse centrale, Desjardins Venture Capital and Desjardins Trust.

■ Publication of a guide explaining the electoral process for the
cooperative network and containing all terms and requirements
regarding the exercise of these responsibilities. An ethical regulation
to provide a framework for the conduct of caisse and Fédération
officers and employees was also added to the Desjardins Group
Code of Ethics and Professional Conduct.

■ Review of the mission and governance practices of the DVC regional
investment funds.

THE FÉDÉRATION’S
GOVERNANCE POLICY 
The governance policy adopted by the Fédération describes what it must
do to respect the industry guidelines on corporate governance, while
adapting these guidelines to the cooperative nature of Desjardins. 

The first adaptation is a fundamental one because it relates to the very
purpose behind the Fédération Board of Directors’ measures with respect
to corporate governance. Ultimately, the purpose of Desjardins’ governance
practices is to enable it to carry out its mission, which is to contribute
to the economic and social well-being of individuals and communities.
It is guided by long-term objectives and is focused on creating economic
value for its owner-users, in order words, caisse members, who therefore
benefit from:

■ A competitive, comprehensive, integrated and accessible service offering

■ Individual and collective patronage dividends

■ Active contribution to local and regional development with an eye
on sustainable development

This creation of value also allows Desjardins to help strengthen
the cooperative financial sector in Canada, primarily through strategic
partnerships. 

To reach these objectives, Desjardins seeks to achieve reliable and
sufficient profitability, which allows it to ensure its longevity and respect
its cooperative difference.
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(1) Such as Policy Statement 58-201 on Corporate Governance Guidelines and National Instrument 58-101 on Disclosure of Corporate Governance Practices.
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APPLICATION OF CORPORATE
GOVERNANCE GUIDELINES
MANDATE OF THE BOARD OF DIRECTORS 

1) Management of the Fédération 

The Board of Directors assumes explicit managerial responsibility
of the Fédération by administering its business in a sound and prudent
manner. It ensures that the procedures and structures required for it to
fully assume its role are in place. Periodically, it reviews its operations from
the standpoint of continuous improvement and safeguards the assets
of Desjardins Group, its 5.7 million members and its clients. 

The Board fulfils a dual role since its responsibilities apply both
to the Fédération as a business and to Desjardins Group as an integrated
cooperative financial group. The Fédération is the organization that
guides, plans, coordinates, monitors and ensures control of all Desjardins
Group operations.

The Board exercises all the powers of the Fédération, except for those
which it may delegate from time to time to its commissions and committees.
The Board assumes the following responsibilities in particular:

a. Culture of integrity 

The Board of Directors is responsible for ensuring compliance with
the permanent and cooperative values of Desjardins, namely: money
serving human development, democratic activities, personal commitment,
discipline and integrity, and commitment to the community. 

In this context, the Board is also responsible for enforcing the Desjardins
Group Code of Ethics and Professional Conduct among the management
staff, the employees and the elected officers. A support structure for the
activities of the Fédération’s Board of Ethics and Professional Conduct enables
it to raise awareness, conduct training and provide an advisory service,
thereby giving concrete form to Desjardins’ efforts to ensure compliance
with the Code, which in turn provides for the possibility of imposing
penalties for violations. Desjardins also has a confidential mechanism
for reporting violations of the Code and the regulatory framework.

The Desjardins Group Code of Ethics and Professional Conduct is available
to the public on desjardins.com, and the Fédération’s Intranet site.
All individuals working at Desjardins are asked to demonstrate ethical
values and behaviour based on honesty, transparency, social responsibility
and altruism. It is the responsibility of the Board of Ethics and Professional
Conduct, which reports to the Fédération General Meeting, to ensure
that the Code evolves as needed and to issue opinions and notices
as applicable. 

b. Strategic and financial planning process 

The Board of Directors has implemented a continuous strategic and financial
planning process for Desjardins Group that includes the development
of a capitalization plan. The Board is supported by the Group’s Strategic
Management Structure Committee. Specifically, this committee helps
the Board to ensure that strategic and financial orientations and plans are
incorporated throughout the caisses and the subsidiaries, and that business
development strategies are consistent throughout, all while being mindful
of the risk involved. The plan is communicated to all Desjardins components
so that there is a shared understanding. 

From the strategic and financial plan stems the cooperative network’s
business plan (known as the PARC)(2) as well as the Fédération’s activity
plan. Responsibility for implementing Desjardins’ strategic and financial
plan rests with the Group’s Strategic Management Structure Committee,
while for PARC this responsibility rests with the Fédération Management
Committee. The Board’s role in this respect is one of follow-up, supervision
and control. It also ensures that information is obtained to correct
discrepancies when necessary. 

As for CCD and DVC, their respective boards of directors adopt 
a three-year strategic and financial plan that is updated annually. 

c. Identification and management of main risks 

The Board is responsible for identifying the main risks relative to the
Fédération and Desjardins Group and ensures that the required systems
are in place for integrated management of these risks. The Fédération
is supported by the Integrated Risk Management Executive Division of
Desjardins Group. The Fédération Board of Directors is backed by a Risk
Management Commission and ensures it works consistently with the
Audit and Inspection Commission, which remains responsible for risks
relating to the process for disclosure of financial information. The same
applies to CCD, DVC, DT and CDI. The Desjardins Group Strategic
Management Structure Committee also relies on the Board of Directors
in carrying out this responsibility and annually receives a report on
the overall risk situation for the Group as a whole. 

d. Succession planning 

The Board of Directors oversees the development of the succession
planning program and is supported in this task by Desjardins Group’s
Human Resources Executive Division, which has implemented a three-year
human resources plan. The Human Resources Commission oversees the plan
and reports to the Board of Directors or makes recommendations to it. 

One of the hallmarks of Desjardins’ cooperative difference is that the
successor to the Chairman of the Board and Chief Executive Officer is chosen
by a 256-person electoral college made up of representatives from Québec
and Ontario caisses(3) and the President and Chief Executive Officer of
Desjardins Group. Although it does not have to appoint the incumbent,
the Board of Directors oversees that the succession is properly planned
by determining the main parameters for the mandate of the President
of Desjardins Group, who serves a four-year term. The electoral process
is governed by a Fédération by-law and is overseen by an election committee
made up of independent elected officers from the Board of Directors. 

e. Integrity of the internal control 
and management reporting systems 

The Board of Directors, seconded by its Audit and Inspection Commission,
ensures the implementation of effective control systems (accounting,
administrative and management) to safeguard the integrity of its operations
and obtain the required accountability from managers. The Board is supported
in this responsibility by Desjardins Group’s Internal Auditor, whose annual
plan is approved by the Audit and Inspection Commission. To meet the new
requirements of the Keeping the Promise for a Strong Economy Act, 2002
(Chapter 22), work is in progress to improve the documentation of
the controls used during the financial reporting process. These efforts
are monitored by the Chief Financial Officer of Desjardins Group who,
together with the Group’s Chief Executive Officer, is responsible for
certifying the Consolidated Financial Statements of the Fédération
and the Combined Financial Statements of the Group. 

(2) PARC is a one-year business plan that consolidates the business plans of the 549 caisses and the Fédération and integrates the subsidiaries’ contribution into the service offering for caisse member-owners. 
The process to prepare the PARC was reviewed in 2005 to respond to caisse expectations.

(3) The members of the Councils of Representatives. 
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The Board also ensures that Desjardins Group’s Strategic Management
Structure Committee and the Fédération’s Management Committee
provide the Board and its commissions and committees with information
that is reliable, timely and adapted to the particular needs of the Board
members so that they may take advantage of business opportunities
and measure the risks involved. As files are submitted, Board members
are invited to assess the quality of each decision-bearing file. In this regard,
a training session was given to staff who present files to the Fédération’s
decision-making bodies.

Management uses a trend chart by which it can more effectively monitor
primary performance indicators; this benefits the Board, as they will now
obtain decision-bearing data more expeditiously.

Board members receive a quarterly management information report
that combines the main financial and non-financial indicators that will
enable them to assess Desjardins Group’s situation and the status of
the Fédération’s projects. The Board ensures that appropriate policies
and procedures are in place to facilitate the production and presentation
of this information.

To effectively carry out its duties, the Board meets regularly according
to a predetermined schedule. Board members receive the agenda in
advance, along with any relevant documentation, to ensure productive
discussions and to facilitate the decision-making process. 

They also use technologies that give them access to meeting-related
documentation and to the management frameworks for Group activities.

f. Strategic communication policy 

The Board of Directors adopts strategic communications orientations
aligned with its strategic and financial planning by setting the actions
to be taken and the results to be measured. The Fédération also adopts
internal and external communication policies in order to improve its relations
with the caisses and their members, its employees, the subsidiaries and
their clients, socio-economic and community organizations, opinion makers,
the public, the media, rating and scoring agencies and the various levels
of government. In view of the requirements resulting from the regulations
of the Keeping the Promise for a Strong Economy Act, 2002, the Fédération
adopted a Group-wide strategic communication policy, which will incorporate
in particular the disclosure of financial information and of major changes
that can affect the Group’s financial position.

The Fédération uses various channels to communicate effectively with
its many stakeholders. These channels are: the Communications and Public
Affairs Division, the Ombudsman, the Ethics and Professional Conduct
support team of the Secretariat General, the complaint handling process
in the caisses (Your Satisfaction is Our Priority) and within Desjardins
Group, the annual general meetings, the release of Desjardins Group’s
quarterly financial results, Desjardins publications (including its InfoD
bulletins, its Annual Report, its Social Responsibility Report, the Mes
Finances – Ma Caisse (My Money), Desjardins Entreprises and Partenaires
magazines, as well as information bulletins distributed to employees),
a toll-free telephone line, an Intranet site, a Web site (desjardins.com)
including a section entitled “Relations with Members”, the Member
Services department at the Fédération (1-866-835-8444, ext. 8422)
and the mechanism for reporting actions that violate the Code of Ethics
and Professional Conduct and the regulatory frameworks. 

In addition, the Fédération communicates with international rating
and scoring agencies and coordinates the relations of the Group with
the various levels of government.

2) Composition of the Board of Directors 

The Fédération’s Board of Directors consists of 22 members, the majority
of whom are unrelated parties. The criteria for membership are listed
in paragraph 3. 

The Vice-Chairs of the Abitibi-Témiscamingue–Nord et Ouest du Québec
and the Bas-Saint-Laurent–Gaspésie Îles-de-la-Madeleine regions also serve
on the Board of Directors as managing directors.

3) Applying the definition of unrelated party

The Board of Directors includes five related officers, namely the Chairman
of the Board and Chief Executive Officer of Desjardins Group and the four
caisse general managers who serve on the Board. The first is a related party
because he is a member of the Fédération management, and the other
four are related parties because they are employees of companies – namely,
caisses – belonging to the Group. In addition, the directors have no business
or personal relationships with members of the Management Committee
of the Fédération, or interests which, in the opinion of the Board, could
significantly interfere with their ability to act in the best interests of the
Fédération or Desjardins Group, or interests of any other nature which,
again in the opinion of the Board, could reasonably be perceived as harmful.

For guidance in these matters, the Board refers to the provisions of
the Code of Ethics and Professional Conduct, which governs the actions
of its directors, and to the declarations of interests filed annually by same. 

A list of the directors with their status (related or unrelated) can be found
on pages 10 and 11 of this Annual Report.

The declarations of interests show that the directors focus all their attention
on their roles and responsibilities with Desjardins, as none of them
sits on another board of directors of any other major company with
the exception of the President and Chief Executive Officer of Desjardins
Group, who sits on the Board of the Caisse de dépôt et placement
du Québec. They generally hold one or two directorial positions with
not-for-profit organizations. 

4) Nominations process 

Given the cooperative structure of Desjardins Group and the principle
of delegation which prevails within the Group, the Fédération’s Board
of Directors is composed of persons elected by the delegates of the
Fédération’s member caisses who, at regional or group caisse meetings,
directly elect 17 of the 22 Board members. These individuals assume
the chairmanship of the Council of Representatives4. Thus, it is the caisse
delegates who must choose, from among those interested, the candidates
most capable of taking on two roles, namely, that of a director of
the Fédération and Desjardins Group as a whole and that of regional
representation. Once elected, candidates are reminded of the responsibilities
related to the position of chair of a Council of Representatives. Because
they are, at the same time, officers of a caisse, members of their Councils
of Representatives and members of the Board of Directors of the Fédération,
the Board benefits from directors with thorough knowledge of Desjardins
Group activities who are nonetheless independent of management.
This in-depth knowledge of the organization’s activities is a significant
advantage resulting from its cooperative structure. 
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(4) The Councils of Representatives are democratic bodies within the Fédération whose decision-making responsibilities are, in each of the regions or for the group caisses, to adopt the regional 
business plan, grant sponsorships and donations and designate Desjardins representatives to outside regional agencies.
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The chairs of the Councils of Representatives are also responsible for
ensuring that the orientations, as defined by the Board, are understood by
the caisses; for ensuring that the mechanisms for discussions, suggestions
and consultations are effective; and for communicating the concerns
of the caisses they represent to the Board. The energy and commitment
of caisse officers inspire the members of the Board to make decisions
for the common good of the members and other stakeholders
of Desjardins Group.

The four positions filled by caisse general managers are determined at
an election held at a meeting of Fédération representatives, and the final
position is reserved for the Chairman of the Board and Chief Executive
Officer of Desjardins Group. Consequently, the Corporate Governance
Commission is not required to play a role in selecting the members of
the Fédération Board of Directors. It is, however, in charge of the selection
process for the directors of the Desjardins Group subsidiaries.

The process of electing the directors of the Fédération therefore ensures
the independence of the members of the Board vis-à-vis the Chairman
of the Board and Chief Executive Officer of Desjardins Group, since the
latter has no influence on their selection. 

Meanwhile, the rules governing the composition of the Board foster
a certain stability and continuity with respect to the corporate governance
of Desjardins Group, given that its members have three-year renewable
terms and that each year, one third of the Board members withdraw from
their positions. This affords the directors the time needed to deepen their
understanding of issues and to make a valuable contribution to the Board.

The composition of the Board is balanced by the presence of representatives
from all regions of Québec, from the group caisses and from Ontario caisses
populaires, but also by the skills and experience they offer (chartered
accountants, lawyers, notaries, managers, a professional mediator, a
professor of management, an entrepreneur, caisse general managers, etc.). 

All the processes, terms, conditions and requirements relating to these
responsibilities have been listed in a guide that was made available to caisse
officers in 2006, to support individuals interesting in applying for positions
on the Board while also assisting those called upon to select the
Fédération officers.

5) Assessing the effectiveness of structures

The Board of Directors and its commissions and committees evaluate
their performance annually by using quantifiable objectives set by the
Board at the beginning of the year. Areas for improvement and points
to be monitored that are identified during this evaluation are written
into an action plan recommended to the Board by the Corporate
Governance Commission (which also oversees the plan). The Board
also receives a mid-year progress report. The evaluation program for all
Fédération structures also calls for a personal self-assessment followed
by a meeting with the Chairman of the Board. In 2006, the Chairman
of the Board individually met with 10 members of the Board. The Chairman
is responsible for the evaluation process, and the Corporate Governance
Commission provides oversight.

The Cooperative Orientations Commission filed a report with the Board
of Directors confirming that the Board had achieved its primary annual
objective, which was to make sure that its major decisions incorporated
the aspects of our cooperative difference.

6) Orientation and training program for new directors 

The Fédération offers its directors orientation and ongoing training,
and develops sessions tailored to their specific needs.

In 2006, as part of their continuous training program, the members
of the Board of Directors were able to learn more about venture capital.
They also learned about securities brokerage and completed a training
program on integrated risk management begun in 2005. The members
of the Board of Directors also received instruction on the Desjardins
Group treasury.

All new directors attend an integration session that involves meeting with
members of Management and receiving a reference manual containing all
the information they need to carry out their duties. Every director receives
a document reminding him or her of the expectations and duties that come
with the position. Orientation sessions are also held to ensure effective and
efficient integration of new members of Board commissions and committees.

As needed and upon request, meetings with Fédération specialists are also
organized to give new directors a more complete picture of the company
and of its main strategic projects.

The training program for directors is among the activities of the Desjardins
Cooperative Institute, a training institute created for the managers and
elected officers of Desjardins Group. The Institute’s mission is threefold:
Desjardins Awareness, Desjardins Governance and Management, and
Desjardins Innovation.

7) Size of the Board 

The Board of Directors is of a size that prioritizes adequate representation
of the caisses in the 17 regions in the province of Québec and in one part
of Ontario as well as of the group caisses. Moreover, the presence of four
caisse general managers ensures that the orientations adopted by the
Board and their implementation are adapted to the realities of the caisses.

The efficient way meetings are run and the strong discipline among
the directors themselves compensate for the relatively large number
of directors. Furthermore, the Chairman of the Board and Chief Executive
Officer holds periodic, informal meetings with the directors that serve to
increase the efficiency of the formal meetings. The results of the performance
evaluation of the Board of Directors reveal the very significant relevance
of these meetings. Since 2005, after each Board of Directors, committee
or commission meeting, a closed-door session was held without the members
of Fédération’s management, except for the Chairman of the Board and Chief
Executive Officer if he did not have to withdraw for independence reasons.

8) Remuneration policy for directors 

The Board has adopted a policy that guides the payment of remuneration
to its directors, members of the Board of Ethics and Professional Conduct
and members of the Councils of Representatives. This policy is slightly
below industry trends but reflects the responsibilities, requirements,
and risks inherent to all the functions that directors hold with respect
to the Fédération, Caisse centrale Desjardins, Desjardins Venture Capital,
Desjardins Trust and Capital Desjardins inc. Still, in 2006, the directors
did not hesitate to turn down an increase to their annual remuneration
and opted to maintain the 2005 remuneration schedule for all retainers
and allowances, out of a sense of solidarity with the Desjardins Group
productivity objectives, for which they are responsible. This decision
will also apply to 2007.
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The remuneration schedule is as follows:

REMUNERATION SCHEDULE OF BOARD MEMBERS OF THE FÉDÉRATION, CAISSE CENTRALE DESJARDINS
AND DESJARDINS VENTURE CAPITAL(5), AS WELL AS MEMBERS OF THE BOARD OF ETHICS AND
PROFESSIONAL CONDUCT OF THE FÉDÉRATION AND OF CAISSE CENTRALE DESJARDINS 

Desjardins Caisse centrale
Fédération Venture Capital Desjardins Subsidiaries

Chair of the Board of Directors(6) None, as it is assumed $15,000 paid to the  $15,000 paid to the $15,000, of which 
by the President and Fédération because Fédération because $10,000 is earmarked 

Chief Executive Officer it is assumed by the it is assumed by the for the director and 
of the Group President and CEO President and CEO $5,000 for the Chairman

of Desjardins Group of Desjardins Group of the Board

Annual retainer for the Chair 
of a commission $6,500* $6,500* $6,500* $6,500*

Annual retainer for a member 
of the Board(7)-(8) $6,670 $6,670 $6,670 $10,000

Attendance allowance 
for Board meetings $1,000 $1,000 $1,000 $1,000

(maximum per day)(9) (maximum per day)(9) (maximum per day)(9) (maximum per day)(9)

Attendance allowance for committee 
or commission meetings $500 $500 $500 $500

(per half-day)(9) (per half-day)(9) (per half-day)(9) (per half-day)(9)

Conference calls $200 $200 $200 $200

Attendance allowance for members 
of the Board of Ethics and Professional 
Conduct or the Board of Ethics $1,500 for the Chair $500 $1,500 for the Chair $500

$750 for members (per half-day) $750 for members (per half-day)

Compensation for the Chair 
of a Council of Representatives $10 000 N/A N/A N/A

Attendance allowance for members 
of the Councils of Representatives $250 per meeting N/A N/A N/A

Chair of a discussion forum $1,000 for preparation time N/A N/A N/A
$1,000 for the day 

N/A: Not applicable
*For committees that hold fewer than four meetings, the attendance allowance is doubled and replaces the annual retainer.

(5) The directors of the Fédération normally do not receive remuneration for their functions at DVC and CDI, unless meetings are held outside of the regular meetings of the Fédération Board of Directors.
(6) The Chair of the Board of a subsidiary is generally held by a member of the Board of Directors of the Fédération.
(7) A member of the Board of the Fédération receives $20,000 (3 x $6,670) as an annual retainer to serve as director of the Fédération, Caisse centrale and Desjardins Venture Capital. The bonus amounts 

to $15,500 for the two Managing Directors, to which an amount of $5,000 is added for their roles as Vice-Chairs of their respective Councils of Representatives.
(8) Concerning the four general managers who are members of Boards of Directors, the policy stipulates that the Board of Directors for their caisse is responsible for deciding if they keep all of their remuneration.
(9) Regardless of the number of Board, commission and committee meetings held on the same day, the maximum daily retainer is $1,000 because every effort is made to concentrate meetings in a single day 

to keep costs down as much as possible.
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REMUNERATION OF MEMBERS OF THE BOARD OF DIRECTORS 

Disclosure of the amounts of remuneration paid to each Board member for the duties they assume for the Federation, Caisse centrale Desjardins (CCD),
Desjardins Venture Capital (DVC), or for their role as the Chair on the Board of a subsidiary.

Received from FCDQ,
DVC and CCD Other Fees(11)

Attendance Annual Attendance Annual Total
Name Allowance Retainer Allowance Retainer for 2006

BARIL, Jacques $ 37,850 $ 41,500 $ 79,350

BLAIS, Thomas (Chair of FCPO Board) $ 39,350 $ 35,579 $ 3,100 $ 15,000 $ 93,029

BOUDREAULT, Laurier $ 21,150 $ 15,000 $ 36,150

BUREAU, Jean-Guy(10) $ 18,300 $ 8,750 $ 27,050

CHAMBERLAND, Serges $ 20,800 $ 26,250 $ 47,050

CHARBONNEAU, Louise $ 29,350 $ 20,000 $ 49,350

DUMAS, Alain $ 34,400 $ 20,000 $ 54,400

GAGNÉ, André (Chair of DAM Board) $ 30,400 $ 30,000 $ 10,000 $ 21,500 $ 91,900

GAGNÉ, Raymond (Chair of DGIG Board) $ 32,900 $ 30,000 $ 12,600 $ 21,500 $ 97,000

GRANT, Norman $ 34,000 $ 22,125 $ 56,125

GRENON, Pierre $ 32,350 $ 35,000 $ 67,350

LACHAPELLE, André (Chair of CRDC Board) $ 35,750 $ 43,000 $ 14,000 $ 28,000 $ 120,850

LAFONTAINE, Daniel $ 29,400 $ 20,000 $ 49,400

LAFORTUNE, Andrée $ 47,000 $ 61,000 $ 108,000

LAUZON, Marcel (Chair of DID Board) $ 35,350 $ 31,250 $ 3,200 $ 7,500 $ 77,300

LAVOIE, Olivier(10) $ 7,850 $ 7,500 $ 1,000 $ 2,500 $ 18,850

LEBLANC, Pierre $ 49,300 $ 41,250 $ 90,550

MERCIER, Daniel $ 26,450 $ 41,500 $ 67,950

PARÉ, Denis $ 37,650 $ 45,000 $ 82,650

ROY, Michel $ 30,600 $ 34,875 $ 3,030(12) $ 68,505

SAMSON, Clément $ 32,350 $ 38,125 $ 12,000(12) $ 82,475

ST-PIERRE BABIN, Sylvie (Chair of DFS Board) $ 23,000 $ 20,500 $ 22,350(13) $ 21,500 $ 87,350

TARDIF, Pierre (Chair of Desjardins Securities Board) $ 36,900 $ 30,000 $ 9,200 $ 21,500 $ 97,600

TOURANGEAU, Serge $ 30,500 $ 26,250 $ 56,600

TURCOTTE, Benoit $ 46,300 $ 39,875 $ 12,095(12) $ 98,270

Total $ 799,100 $ 764,329 $ 99,695 $ 105,805 $1,768,929(14)

(10) Term of office ended in March 2006.
(11) Amounts received for chairing the board of a subsidiary.

There were no other types of fees paid to Board members.
(12) Amount received as a trainer at Desjardins Cooperative Institute.
(13) Includes an amount of $9,050 received as a trainer at Desjardins Cooperative Institute.
(14) 63% of this amount is related to duties assumed at the Fédération alone.
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REMUNERATION OF MEMBERS OF THE FÉDÉRATION
BOARD OF ETHICS AND AUDIT 

Name Attendance Allowance

Béchard, Éric $ 8,450
Bourgeois, Isabelle $ 9,200
Cardinal, Marcel $ 8,450
Douvry, Josyane $ 9,200
Lee-Gosselin, Hélène $ 16,700
Méthot, Marc $ 9,200
Sarrazin, Claire $ 9,200
St-Aubin, Jacques $ 8,450

In accordance with the Act respecting financial services cooperatives,
the total budget for the payment of attendance allowances to members
of the Board of Directors, the Councils of Representatives and the Board
of Ethics and Professional Conduct is authorized by the Fédération’s
General Meeting. Moreover, it is the total remuneration budget (annual
retainers and attendance allowances), not only the attendance allowances,
that the General Meeting approves. The Meeting receives a report
on changes to the remuneration budget from one year to the next.
The budget allowance grew from $1,654,000 in 2005 to $2,011,000
in 2006, for an increase of $357,000, which was explained to delegates
at the Fédération General Meeting.

9) Composition of commissions and committees

The Board has created a number of committees and commissions and defined
their mandates in order to support and streamline its orientation, planning,
control and monitoring activities. These commissions and committees
are comprised entirely or almost entirely of unrelated parties. The mandate
of these commissions and committees is reviewed annually.

10) Responsibility for corporate governance 

The Board has given the Corporate Governance Commission
the responsibility of applying and updating the governance program
in light of industry trends. The commission reports on its observations
and makes recommendations to the Board of Directors. 

11) Defining the authority of the management committee 

The responsibilities of the Chairman of the Board and Chief Executive Officer
of Desjardins Group are set out in the Fédération’s corporate governance
internal by-laws. The responsibilities of the President and Chief Operating
Officer of the Fédération are also defined in these by-laws. In addition, the
Board has set out in writing a clear distribution of responsibilities between
the Board of Directors and the Management Committee. The Board
continually clarifies this distribution to enhance governance effectiveness.

The annual objectives of the Chairman of the Board and Chief Executive
Officer of Desjardins Group are recommended to the Board of Directors
by the Committee on the Aggregate Remuneration of the President and
Chief Executive Officer of Desjardins Group. The objectives of the President
and Chief Operating Officer of the Fédération are established by the President
and Chief Executive Officer as part of his profit-sharing plan. The Board
of Directors relied on guidelines for setting objectives to ensure sound
management of profit-sharing plans and an equitable application for all
Desjardins components. The degree to which these objectives are achieved
is measured through an annual review process. Under the supervision of
the abovementioned Committee, each director participates anonymously
in the review process for the performance of the Chairman of the
Board and Chief Executive Officer of Desjardins Group, using a model
prepared in advance by this Committee in the absence of the members
of Management.

12) The Board’s independence from the Management Committee 

The Board has created different structures and procedures to ensure
its independence from the Management of the Fédération. These include
the following: 

1) Having only one member of Fédération Management who is also an
officer elected by representatives of members (Chairman of the Board
and Chief Executive Officer of Desjardins Group).

2) The position of Vice-Chair of the Board of Directors, created by the General
Meeting, the holder of which presides over the Board’s meetings when
the issues being discussed require the withdrawal of the Chairman of
the Board and Chief Executive Officer. The internal by-laws specify that
the Vice-Chair of the Board replaces the Chairman of the Board when
the latter cannot act.

3) Periodic informal meetings among the directors, of which the Chairman
of the Board and Chief Executive Officer updates the President and Chief
Operating Officer, who is not present at these meetings. Both unrelated
directors and related directors, however, are present at these meetings,
given that the discussions pertain to matters that do not bear any risk
of conflicts of interest for the related directors.

4) Holding closed-door meetings, without the participation of management
(except for the Chairman of the Board and Chief Executive Officer),
at the end of each meeting of the Board of Directors or of the Executive
Committee. The same is true for Board commissions.

5) The Chair of the Audit and Inspection Commission (AIC) 
is an unrelated director.
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6) Assigning responsibility to the Corporate Governance Commission
(of which only one member is a related party) for:

a)  Managing relations between the Board and the Management
Committee of the Fédération, and

b)  Ensuring that the Board fulfills its duties. In addition, the
responsibility of developing or supervising agendas for the Board
of Directors and its committees is assigned to the Chairman of the
Board and Chief Executive Officer of Desjardins Group.

7) The creation of the Committee on the Aggregate Remuneration
of the Chairman of the Board and Chief Executive Officer of Desjardins
Group on which only unrelated directors serve.

8) Ensuring that the members of the Human Resources Commission
and the Committee on the Aggregate Remuneration of the President
and Chief Executive Officer of Desjardins Group are seconded by an
external consultant with respect to matters dealing with the aggregate
remuneration of officers. 

The Fédération also has a Board of Ethics and Professional Conduct,
the members of which are elected at the General Meeting. Its members
are all independent from management and the Board of Directors.

POSITION AGAINST SEPARATING THE FUNCTIONS
OF THE CHAIRMAN OF THE BOARD AND THE CHIEF
EXECUTIVE OFFICER

Desjardins does not intend to separate the functions of the Chairman
of the Board and of the President and Chief Executive Officer of Desjardins
Group. This position stems from a decision made by the General Meeting
of members (1,500 elected officers) and was reflected in the internal by-laws. 

Listed hereunder are the main reasons behind this decision:

■ Unlike other companies, where the Chief Executive Officer is appointed
by the Board of Directors, Desjardins elects this officer through an
electoral college of 256 representatives of the members. The CEO’s
primary responsibility is to protect the interests of the 5.7 million
members of Desjardins. The CEO’s interests are therefore aligned with
those of the members, who are also the owners of the business. 

■ Unlike with other companies, the Chairman and Chief Executive Officer
of Desjardins has no influence over the choice of members who serve
on the Board of Directors, which is one of the main arguments in favour
of the separation of the two functions. In fact, all the directors of the
Fédération are elected at a regional or group caisse general meeting
or at an assembly of representatives, as discussed in Point 4 above.
In addition, the Board of Directors created the Committee on the
Aggregate Remuneration of the President and Chief Executive Officer
of Desjardins Group, which is made up entirely of independent directors,
to eliminate any conflict of interest with respect to remuneration.

■ The General Meeting believes that, owing to the complex nature
of management of Desjardins Group activities, the Chairman of the
Board must possess in-depth knowledge about the activities, business
and affairs of both the Fédération and Desjardins Group in order
to effectively act as a leader, whether it be among elected officers,
members or the management teams of various Desjardins components.
This position results from an experiment that led the General Meeting
to decide, in the early 1990s, not to have “two-headed” management
for Desjardins Group’s orientation, planning, coordination and monitoring
body. The Board assigned the Chairman of the Board, through a by-law,
the responsibility of being the authorized spokesperson for the Fédération
and Desjardins Group .

■ The General Meeting created the position of President and Chief
Operating Officer of the Fédération to release the Chairman of the
Board and Chief Executive Officer from operational considerations.
Moreover, the Management Committee of the Fédération is chaired
by the President and Chief Operating Officer; the Chairman of the Board
and Chief Executive Officer is a member of the Committee to ensure
that the orientations set by the Board are adequately reflected in the
various projects.

13) Audit and Inspection Commission – Mandate and Composition

The Audit and Inspection Commission (AIC), established under the
Act respecting financial services cooperatives, acts as an audit committee
for the Fédération for activities related to the inspection of caisses. It is
composed entirely of unrelated officers; four of the members, including
the Committee Chair, have accounting expertise. 

The roles and responsibilities of the AIC have been defined in such a way
so as to give its members a very clear understanding of their oversight duties.
The AIC has all the power and information it needs to fulfill its mandate.
Its role is to review all financial information and supervise the implementation
of an effective control process and the required rendering of accounts.
It has direct communication channels with the persons responsible for
internal audit at Desjardins Group, with the Desjardins Bureau for Financial
Monitoring and Enforcement(14) and with the external auditors in order
to discuss and review certain issues. The AIC may, as needed, discuss
these issues without the managers responsible being present.

The AIC ensures the independence of the internal audit division
of Desjardins Group and adopts its annual action plan.

14) Hiring outside advisors 

A director may hire the services of an outside advisor at the Fédération’s
expense. However, to ensure that such services are relevant, a request must
be submitted to the Corporate Governance Commission.

(15) The Desjardins Bureau for Financial Monitoring and Enforcement provides independent opinions on caisse management and the caisses’ financial statements. Consequently, through inspections and audits,
it monitors the risks associated with network activities and determines whether these risks are managed based on sound and prudent management practices in compliance with legislation, standards and
the rules of conduct in force; moreover, it audits the caisses’ financial statements and co-audits the financial statements of Desjardins Group based on recognized audit standards and expresses an opinion
on these statements.
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MANDATES AND COMPOSITION
OF THE COMMISSIONS AND
COMMITTEES AND THE
BOARD OF ETHICS AND
PROFESSIONAL CONDUCT
OF THE FÉDÉRATION

As at December 31, 2006
N.B.: * means an unrelated person

** means a managing director

EXECUTIVE COMMITTEE (EC) 
(composed of seven directors) 

This committee has the same functions and powers as the Board
of Directors, with the exception of those which the Board may reserve
for itself or assign to another committee or commission. Its mandate
was drawn up by the Board of Directors. The EC held 10 meetings
and one conference call in 2006.

Members

Alban D’Amours, Chairman of the Board 
Pierre Tardif, Vice-Chair of the Board*
André Lachapelle, Secretary of the Board*
André Gagné*
Daniel Lafontaine
Marcel Lauzon*(i)

Clément Samson*(i)

(i) Started their mandates at the end of March 2006.
Jacques Baril* and Denis Paré* ended their mandates in March 2006.

COOPERATIVE ORIENTATIONS COMMISSION (COC)
(composed of five directors) 

This commission ensures compliance with the cooperative values
and the permanent values of Desjardins Group as well as aspects
of its cooperative difference. If required, it submits recommendations
to the Board. The COC held five meetings and one conference call
in 2006.

Members

Clément Samson, Chair*
Laurier Boudreault(i)

Louise Charbonneau(i)

Norman Grant**
Michel Roy*

(i) Started their mandates at the end of March 2006.
Jean-Guy Bureau and Alain Dumas ended their mandates in March 2006.

AUDIT AND INSPECTION COMMISSION (AIC)
(composed of five directors)

This commission oversees the internal audit activities of Desjardins Group
and the Desjardins Bureau for Financial Monitoring and Enforcement,
supports the Board in its monitoring and control responsibilities for the
Fédération and the Group, and examines in detail all elements related
to the disclosure of financial information. The AIC held 14 meetings 
and two training sessions in 2006.

Members

Andrée Lafortune, FCA, Chair*
Thomas Blais*(i)

Pierre Leblanc*
Serge Tourangeau*(i)

Benoit Turcotte*

(i) Started their mandates at the end of March 2006.
Jean-Guy Bureau and Marcel Lauzon ended their mandates in March 2006.

RISK MANAGEMENT COMMISSION (RMC) 
(composed of five directors)

This commission assists the Board of Directors in the identification
and tracking of major risks to the Fédération and Desjardins Group.
The RMC met five times in 2006.

Members

André Lachapelle, Chair*
Raymond Gagné*
Norman Grant**(i)

Pierre Grenon*
Pierre Tardif, Vice-Chair of the Board*
Andrée Lafortune sits as an observer.

(i) Started his mandate at the end of March 2006.
Thomas Blais ended his mandate in March 2006.

HUMAN RESOURCES COMMISSION (HRC)  
(composed of five directors)

This commission’s mandate is the periodic review of the positioning
of Desjardins Group’s overall remuneration system in order to enable
Desjardins to remain competitive. It ensures that the remuneration
practices in effect within Desjardins comply with the Group’s policies
and guiding principles. The mandate of this commission excludes
the examination of issues concerning the conditions of employment
of the Chairman of the Board and Chief Executive Officer. The HRC
held nine meetings and two conference calls in 2006.

Members

Alban D’Amours, Chair of the Board
Pierre Tardif, Vice-Chair of the Board*
André Lachapelle, Secretary of the Board*
Raymond Gagné*
Denis Paré*

COMMITTEE ON THE AGGREGATE REMUNERATION
OF THE CHAIRMAN AND CHIEF EXECUTIVE OFFICER
OF DESJARDINS GROUP (CAR) 
(composed of four directors) 

This committee, all the members of which are unrelated parties, is mandated
to make recommendations to the Board regarding the remuneration
and working conditions, as well as the annual objectives, of the
President and Chief Executive Officer. The CAR held three meetings
and one conference call in 2006.

Members

Pierre Tardif, Vice-Chair of the Board*
André Lachapelle, Secretary of the Board*
Raymond Gagné*
Denis Paré*
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CORPORATE GOVERNANCE COMMISSION (CGC)  
(composed of five directors)

This commission is mandated to support the Board of Directors in applying
and updating the corporate governance program. It also oversees the
process for recommending candidates for seats on the boards of directors
of Desjardins Group subsidiaries. In addition, it is responsible for supervising
the performance review program for members of the Board of Directors
and its commissions and committees as well as for implementing
the sustainable development policy and the policy on voting rights.
The Corporate Governance Commission held five meetings in 2006.

Members

Alban D’Amours, Chair
André Gagné*
Pierre Leblanc*
Daniel Mercier*
Sylvie St-Pierre Babin**

INVESTMENT COMMISSION (IC) 
(composed of four directors and an external member)

This commission is mandated to support the Board of Directors in
establishing and monitoring the investment policies of Desjardins Funds
and in overseeing the selection of portfolio advisors. It also examines
the fund performance and discretionary management and ensures
that investment fund transactions are compliant. The Investment
Commission held five meetings in 2006.

Members

Daniel Mercier, Chair*
Jacques Baril*
Pierre Leblanc*
Denis Paré*
Normand Grégoire*

DESJARDINS GROUP RETIREMENT 
COMMITTEE (DGRC)  
(composed of representatives of employers, participants
and retirees, plus one external member)

By virtue of the powers vested in it by the Supplemental Pension
Plans Act and by the Desjardins Group Retirement Plan Regulation,
the Retirement Committee is in charge of properly administering
of the Pension Plan, managing the Pension Fund and paying members
and their survivors the promised benefits. The members representing
employees, employers and retirees share the role of Pension Fund trustees.
The Retirement Committee met five times and held one training
session in 2006.

The Fédération des caisses Desjardins du Québec represents all Desjardins
employers with respect to the Desjardins Group Pension Plan. The Fédération’s
Board of Directors has decision-making power in certain areas, including
the Plan Regulation, the nature and terms of benefit payments to members
and retirees, contribution rates and the use of any surplus. Through its Board
of Directors, the Fédération stands surety for the obligations (employee
pensions) resulting from the participation of all Desjardins Group employers
in the Plan.

Employer representatives are appointed by the Fédération’s Board
of Directors. Representatives of members and retirees are elected
democratically by the group they represent.

Members from the Board of Directors, 
representing the employer

Denis Paré, Chair*
Jacques Baril*
Thomas Blais*
Serges Chamberland*(i)

Pierre Grenon*
Daniel Mercier*

(i) Became a member at the end of March 2006.
Pierre Leblanc was a member until March 2006.

Representing the participants 

Odette Breton
Simon Garneau
Michel Michaud
Clément Roberge
Reynald Harpin* (external representative)

Representing the retirees and participants 
entitled to a deferred pension

Normand Deschênes

Observers representing the participants

Johanne Rock
Yvon Lesiège

INVESTMENT COMMITTEE (IC) 

Under the responsibility of the Retirement Committee, which establishes
investment policy, the Investment Committee’s mandate is to ensure
the execution of the policy as well as to coordinate the activities
of the fund managers to whom management mandates are entrusted.
The Investment Committee held six meetings and one conference
call in 2006.

Members

Denis Paré, Chair*
Jacques Baril*
Serges Chamberland*(i)

Reynald Harpin*
Clément Roberge

(i) Became a member at the end of March 2006.
Pierre Leblanc was a member until March 2006.

AUDIT, PROFESSIONAL PRACTICES 
AND COMPLIANCE COMMITTEE

This committee is responsible for overseeing the financial reporting
process, rules governing professional conduct and ethics, the complaint
handling policy, regulatory compliance management and governance.
The committee held two meetings and two training sessions in 2006.

Members

Pierre Grenon, Chair*(i)

Normand Deschênes, Secretary
Daniel Mercier*

(i) Became a member at the end of March 2006.
Pierre Leblanc was a member until March 2006.
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DESJARDINS GROUP STRATEGIC 
MANAGEMENT STRUCTURE COMMITTEE
(composed of 13 members of management) 

This committee supports the Chairman of the Board and Chief Executive
Officer of Desjardins Group and the Board of Directors in their responsibility
of providing Desjardins Group with a single management structure.
To achieve this, it helps the Board incorporate the strategic orientations
and implement business development strategies of the cooperative
network and the subsidiaries. The committee held 13 meetings in 2006.

Members: 

Alban D’Amours, Chief Executive Officer of Desjardins Group
and Chairman of the Committee
Bertrand Laferrière, President and Chief Operating Officer 
of the Fédération and Vice-Chair of the Committee
Pierre Brossard, Senior Executive Vice-President 
of Desjardins Group
Germain Carrière, President and Chief Operating Officer 
of Desjardins Securities
Jacques Dignard, Senior Vice-President, Human Resources 
of Desjardins Group
Louis-Daniel Gauvin, Senior Vice-President, Integrated Risk 
Management of Desjardins Group
Gérard Guilbault, President and Chief Operating Officer, 
Desjardins Asset Management
Richard Fortier, President and Chief Operating 
Officer, Desjardins Financial Security(i)

Jean-Guy Langelier, President and Chief Operating Officer, 
Caisse centrale Desjardins, and Chief of the Treasury 
of Desjardins Group
Monique F. Leroux, Senior Executive Vice-President 
and Chief Financial Officer of Desjardins Group
Jude Martineau, President and Chief Operating Officer, 
Desjardins General Insurance Group
Marcel Pepin, Senior Vice-President, Strategic Planning 
and Canadian Business Development of Desjardins Group
Louis L. Roquet, President and Chief Operating Officer, 
Desjardins Venture Capital

This committee created Group-wide coordination sub-committees
in the following areas: Asset/Liability, Integrated Risk Management,
Information Technology, Real Estate and Image (Branding). 

(i) Succeeded François Joly in October 2006.

BOARD OF ETHICS AND PROFESSIONAL CONDUCT  
(composed of elected officers) 

Under the law, the Fédération has a Board of Ethics and Professional
Conduct that is independent of the Board of Directors, the members
of which are elected officers of Desjardins. The Board of Ethics and
Professional Conduct is supported by a team that reports to the
Secretariat General of the Fédération. In 2006, the Board held six regular
meetings, eight special meetings, of which six were conference calls
and one training session.

One of the main responsibilities of the Board of Ethics and Professional
Conduct is to ensure independence and objectivity of the Fédération’s
inspection and audit services (Desjardins Bureau for Financial Monitoring
and Enforcement – see footnote on page 139) with respect to the caisses
and to make recommendations to the Chairman of the Board and Chief
Executive Officer of Desjardins Group for the appointment of the person
responsible for managing these services. 

In addition to the responsibilities mentioned above, the role of the Board
of Ethics and Professional Conduct is to adopt the rules of conduct applicable
to the officers and employees of Desjardins Group, present them for
approval to the Board of Directors and ensure that they are complied
with by the caisses and the Fédération, support the caisses and the
Fédération in applying the rules of conduct, issue notices, observations
and recommendations with respect to ethical and professional conduct
issues (especially in cases of misconduct), notify the Board of violations
to the rules of ethics and professional conduct and, if the Fédération
violates the provisions of the Act respecting financial services cooperatives
or the regulations governing restricted party transactions and conflicts
of interest, ensure that complaints regarding the Fédération originating
from the caisses or other members of the Fédération (Caisse centrale
Desjardins and subsidiaries) are handled. 

Members

Hélène Lee-Gosselin, Chair*
Claire Sarrazin, Secretary*
Éric Béchard*
Isabelle Bourgeois*
Marcel Cardinal*
Josyane Douvry*
Marc Méthot*
Jacques St-Aubin*
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RECORD OF ATTENDANCE OF THE BOARD MEMBERS OF THE FÉDÉRATION

IC- APPCC
Name BD EC COC AIC RMC HRC CAR CGC IC DGRC DGRC DGRC CORE

Baril, Jacques 21/21 2/2 4/4 5/5 6/6 7/7 13/13

Blais, Thomas 21/21 13/13 2/2 5/6 8/8

Boudreault, Laurier 14/14 4/4 7/7

Bureau, Jean-Guy 7/7 2/2 7/7 2/2

Chamberland, Serges 14/14 4/4 5/5 9/9

Charbonneau, Louise 20/20 4/4 13/13

D’Amours, Alban 21/21 11/11 11/11 5/5

Dumas, Alain 21/21 2/2 9/9

Gagné, André 21/21 11/11 5/5 10/10

Gagné, Raymond 21/21 5/5 11/11 3/4 10/10

Grenon, Pierre 21/21 5/5 5/6 3/3 11/12

Lachapelle, André 21/21 11/11 5/5 10/11 4/4 10/10

Lafontaine, Daniel 20/21 11/11 9/12

Lafortune, Andrée 20/21 20/20 5/5 12/12

Lauzon, Marcel 21/21 9/9 7/7 11/11

Lavoie, Olivier 6/7 3/3

Leblanc, Pierre 21/21 20/20 5/5 5/5 2/2 1/2 1/1 9/9

Mercier, Daniel 20/21 5/5 5/5 5/6 3/4 11/12

Paré, Denis 21/21 2/2 10/11 4/4 4/5 6/6 7/7 11/12

Roy, Michel 21/21 4/6 10/10

Samson, Clément 21/21 8/9 6/6 9/9

Tardif, Pierre 21/21 11/11 5/5 11/11 4/4 12/12

Tourangeau, Serge 14/14 13/13 9/9

Turcotte, Benoît 21/21 20/20 9/9

Grant, Norman** 21/21 6/6 3/3 5/5 10/10

St-Pierre Babin, Sylvie** 21/21 4/5 9/10

Note
For the Board of Directors, 21 attendance allowance payments were made. The Board actually held seven two-day meetings and four one-day meetings. The policy allows for a payment of $1,000 per day. 
The other three meetings were conference calls.

For the EC, one of the 11 meetings was a conference call. The policy therefore allows for attendance allowance payments of $200.

For the Audit and Inspection Commission, there were 20 attendance allowance payments. The Commission actually held four two-day meetings, ten one-day meetings and two training sessions.
The Commission oversees the activities of the Fédération, DVC, CCD, Capital Desjardins and Desjardins Trust. It also gives advisory opinions to the boards of the various Investment Funds and to the board 
of the Financial Services Firm. 
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RECORD OF ATTENDANCE OF MEMBERS OF THE
BOARD OF ETHICS AND PROFESSIONAL CONDUCT
OF THE FÉDÉRATION

Name Number of Meetings 

Béchard, Éric 14/15
Bourgeois, Isabelle 15/15
Cardinal, Marcel 14/15
Douvry, Josyane 15/15
Lee-Gosselin, Hélène 14/15
Méthot, Marc 15/15
Sarrazin, Claire 15/15
St-Aubin, Jacques 14/15

The absences of the directors were due to professional duties or to the illness
of relatives. In addition, when they are absent, the chairs of Councils of
Representatives are replaced by the vice-chairs in the capacity of Managing
Directors, thus assuring a continuous presence in the region.

MEMBERS OF THE COUNCILS OF REPRESENTATIVES 

Considering that 255 people are involved, the Board of Directors has
decided to publish the attendance rate at the meetings of the 17 Councils
of Representatives:

Attendance Number of 
2006 Rate Meetings

Ontario 91 8
Bas-Saint-Laurent–Gaspésie–

Îles-de-la-Madeleine 94 10
Kamouraska–Chaudière-Appalaches 91 10
Québec-Est 87 10
Québec-Ouest–Rive-Sud 92 9
Saguenay–Lac-Saint-Jean–Charlevoix–
Côte-Nord 86 9
Centre-du-Québec 86 12
Mauricie 82 9
Estrie 89 12
Richelieu-Yamaska 89 12
Lanaudière 87 10
Rive-Sud de Montréal 87 12
Laval-Laurentides 84 11
Ouest de Montréal 84 12
Est de Montréal 87 13
Abitibi-Témiscamingue–Nord** 95 9 **

et Ouest du Québec* 90 10 *
Caisses de groupes 82 11
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This report has been printed on paper containing 100% post-consumer fibers certified FSC
(Forest Stewardship Council), processed chlorine free and manufactured using biogas
energy. Paper made with FSC certified fibre and bearing the FSC logo is your guarantee
that it has come from responsibly managed forests that maintain the highest environmental
and social standards according to the Forest Stewardship Council.

DESJARDINS,
THE LARGEST
COOPERATIVE
FINANCIAL GROUP
IN CANADA
■ Assets of $135.1 billion

■ More than 5.7 million members in Québec and Ontario, including
over 400,000 business members, close to 40,000 dedicated
employees, and nearly 7,000 highly committed elected officers

■ 1,439 points of service in Québec and Ontario: 549 caisses
and 890 service centres

■ 113 points of service in Manitoba and New Brunswick: 40 affiliated
caisses and 73 service centres

■ 53 business centres in Québec and 3 in Ontario

■ 32 Desjardins Credit Union points of service in Ontario

■ Approximately 20 companies offering a wide range of financial
services, with many of them active in several Canadian provinces

■ 3 service centres of the Desjardins Bank in Florida and Caisse centrale
Desjardins U.S. Branch

■ A state-of-the-art virtual network on automated teller machines
and the Internet

HEAD OFFICE
Fédération des caisses Desjardins du Québec
100, avenue des Commandeurs
Lévis (Québec)  G6V 7N5
Canada
Telephone: 418-835-8444
1-866-835-8444
Fax: 418-833-5873

VERSION FRANÇAISE
On peut obtenir la version française de ce Rapport annuel
sur demande.

This annual report was produced by the Corporate
Executive Division of Desjardins Group (Communications
and Public Affairs Division) and the Financial Executive
Division of Desjardins Group (Planning and Financial
Performance Management Division; Disclosure and
Accounting Standardization Executive Department),
Fédération des caisses Desjardins du Québec.

Graphic Design: lg2boutique
Production: lg2boutique
Photoengraving and Printing: J.B. Deschamps

PRINTED IN CANADA



REFLECTING OUR COMMUNITIES

The communities currently served by Desjardins, and those in which it hopes to enhance its presence, are becoming
increasingly diversified. The position of women, young people and cultural communities in our society today is very
different from their status in 1900, when the first caisse was founded in Lévis.

Both as a financial institution and as an instrument of community development, Desjardins has always proven its ability
to adapt to change. That is why, as our most recent advertising campaign shows, we want to further embrace this diversity
by saluting people’s differences and by welcoming them all without discrimination.

We believe that embracing diversity can only be a positive thing, both for Desjardins and for its members, clients,
officers and employees. This is why, throughout all our components, we seek to uphold and even strengthen an attitude
that will enable us to warmly welcome all our members and, in so doing, help us accurately reflect the society in which
we live today. 

desjardins.com    1-800-CAISSES


