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Annual report by the Audit Committee

The role of the Audit Committee (AC) is to support the Board of Directors of Capital Desjardins inc. (Capital Desjardins) in its oversight responsibilities. Its
mandate consists primarily of analyzing the financial statements, their presentation and the quality of the accounting principles adopted, risk management
relating to financial reporting, internal control systems, internal audit and independent audit processes, the procedures applied to these audits, and the
management of regulatory compliance.

The AC reviews Capital Desjardins’s interim and annual financial statements, interim and annual Management’s Discussion and Analysis, and all
prospectuses. The AC ensures that management has designed and implemented an effective internal control system with respect to the organization’s
business processes, financial reporting, asset protection, fraud detection, and regulatory compliance. It also ensures that management has set up systems
to manage the principal risks that may influence the financial results of Capital Desjardins. The AC analyzes the information resulting from this financial
governance process every quarter.

The independent auditor is under the authority of the AC. To fulfill its responsibilities in this regard, the AC ensures and preserves the independent
auditor’s independence by authorizing all of its non-audit services, by recommending its appointment or the continuance of its engagement to Capital
Desjardins’s Board of Directors, by setting and recommending auditor compensation and by conducting annual auditor evaluations. In addition, the AC
supervises the work of the independent auditor and examines its audit proposal, its mandate, its annual strategy, its reports, its letter to management, and
management’s comments. Desjardins Group has adopted a policy that governs the awarding of contracts for related services, which addresses the
following issues: (a) services that can or cannot be provided by the independent auditor, (b) governance procedures that must be followed before
mandates can be awarded, and (c) responsibilities of the key players involved. Accordingly, the AC receives a quarterly report on the contracts awarded to
the independent auditor by Capital Desjardins.

The AC ensures the independence of the internal audit function, which is performed by the Desjardins Group Monitoring Office. The AC analyzes the
annual internal audit strategy for Capital Desjardins as well as the internal audit team’s responsibilities, performance, objectivity and staffing. It also
reviews the internal audit team’s summary reports and, if necessary, takes appropriate follow-up action. As part of this review, the AC meets with the head
of internal audit at Desjardins Group to discuss any major issues submitted to management.

With respect to Capital Desjardins’s relations with the Autorité des marchés financiers (AMF) in Quebec, the AC reviews and follows up on the inspection
reports issued by the AMF and reviews the financial reports that are submitted each quarter to the AMF. The AC meets privately with: the independent
auditor; the General Manager of Capital Desjardins; the Chief Financial Officer of Capital Desjardins; the Chief Monitoring Officer of Desjardins Group; and
AMF representatives. It reports to the Board of Directors on a quarterly basis and, if necessary, makes recommendations.

Lastly, in accordance with sound corporate governance practices, once a year the AC reviews the degree of efficiency and effectiveness with which it has
executed the tasks set out in its charter.

The AC is made up of five independent directors and one observer. The observer is a caisse general manager who sits on the Board of Directors of the
Fédération des caisses Desjardins du Québec (the Federation). Except for this general manager, none of the AC members receives direct or indirect
compensation from Desjardins Group for services other than those rendered as a member of the Board of Directors of the Federation or other Desjardins
Group entities, including their committees and commissions.

All AC members possess the knowledge required to read and interpret the financial statements of a financial institution, according to the criteria
established in the AC’s charter. In light of the significant changes made to accounting and financial reporting requirements, the AC members attended a
number of presentations and one training session during the year. The subjects covered in these activities included changes to the International Financial
Reporting Standards as well as the impact of changes to the normative and regulatory frameworks to which capital management and corporate
governance are subject.

The AC held six meetings and its members attended one training session in fiscal 2016. During the year, André Gagné, CPA, CGA, and Donat Boulerice
left the AC and Serges Chamberland and Stéphane Corbeil became members. As at December 31, 2016, the five independent directors who are
members of the AC are: Jacques Baril, Serges Chamberland, Stéphane Corbeil, Luc Forand and Benoît Turcotte. The observer is Alain Raîche.

Serges Chamberland
Chair

Montreal, Quebec
February 21, 2017
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Management’s responsibility for financial reporting

The financial statements of Capital Desjardins inc. (Capital Desjardins) and all information included in its annual Management’s Discussion and Analysis
are the responsibility of management, which is responsible for ensuring reporting integrity and accuracy.

These financial statements have been prepared in accordance with the International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board, and the accounting requirements of the Autorité des marchés financiers (AMF) in Quebec, which do not differ from IFRS.
These financial statements necessarily contain amounts established by management based on estimates which it deems fair and reasonable. All financial
information in the annual Management’s Discussion and Analysis is consistent with the audited financial statements.

Capital Desjardins management is responsible for the accuracy of its financial statements and related information, as well as the accounting systems from
which they are derived, for which purpose it maintains controls over transactions and related accounting practices. Such controls include an organizational
structure that ensures effective segregation of duties, a code of ethics, hiring and training standards, policies and procedure manuals, and regularly
updated control methods, designed to ensure adequate supervision of operations. The internal control system is supported by a compliance team, which
helps management ensure that all regulatory requirements are met, and a team from the Desjardins Group Monitoring Office, which has full and
unrestricted access to the Audit Committee. Management has also implemented a financial governance structure based on market best practices to
ensure the controls and disclosure procedures for financial information presented in the annual and interim filings of Capital Desjardins are adequately
designed and effective. As at December 31, 2016, in our capacities as Chief Executive Officer and Chief Financial Officer of Capital Desjardins, we
conclude that internal control over financial reporting is effective.

For the purposes of approving the financial information contained in the annual report, the Board of Directors of Capital Desjardins relies on the
recommendation of the Audit Committee. The Audit Committee is mandated by the Board of Directors to review Capital Desjardins’s financial statements
and its Management's Discussion and Analysis. In addition, the Audit Committee, comprising independent directors and one observer who are neither
management nor staff of Capital Desjardins, exercises an oversight role to ensure that management has developed and implemented adequate control
procedures and systems to deliver quality financial reporting that includes all the required disclosures within the required timeframes.

The financial statements were audited by PricewaterhouseCoopers LLP, the independent auditor appointed by the Federation’s General Meeting, whose
report follows. The independent auditor may meet with the members of the Audit Committee at any time to discuss its audit and any issues related thereto,
including the integrity of the financial information provided and the quality of internal control systems.

Guy Cormier Alain Leprohon CPA, CA
Chair of the Board of Directors Vice-President and Chief Financial Disclosure
and Chief Executive Officer of Capital Desjardins inc.
Capital Desjardins inc.

Montreal, Quebec
February 24, 2017
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Independent auditor’s report

TO THE SHAREHOLDER OF CAPITAL DESJARDINS INC.

We have audited the accompanying financial statements of Capital Desjardins inc., which comprise the balance sheets as at December 31, 2016 and
2015, and the statements of comprehensive income, changes in shareholder’s equity and cash flows for the years ended December 31, 2016 and 2015,
and the accompanying notes, including a summary of significant accounting policies and other explanatory information.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Financial Reporting
Standards (IFRS), and for such internal control as management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial statements based on our audits. We conducted our audits in accordance with Canadian
generally accepted auditing standards. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected
depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Capital Desjardins inc. as at December 31, 2016 and
2015, and its financial performance and its cash flows for the years ended December 31, 2016 and 2015 in accordance with International Financial
Reporting Standards.

PricewaterhouseCoopers LLP(1)

(1) CPA auditor, CA, public accountancy permit No. A111799

Montreal, Quebec
February 24, 2017
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BALANCE SHEETS

As at As at

(in thousands of Canadian dollars) Notes December 31, 2016 December 31, 2015
ASSETS

Current assets

Cash and deposits with financial institutions $ 14,657 $ 13,456

Interest receivable 8,697 11,109

Income taxes receivable 380 -

Total current assets 23,734 24,565
Non-current assets

Subordinated notes issued by Desjardins caisses of Quebec, at cost

Series F - 500,000

Series G 900,000 900,000

Series J 500,000 500,000

Total non-current assets 1,400,000 1,900,000

TOTAL ASSETS $ 1,423,734 $ 1,924,565

LIABILITIES AND SHAREHOLDER'S EQUITY

LIABILITIES

Current liabilities

Interest payable $ 8,363 $ 10,672

Other accrued liabilities 128 124

Income taxes payable - 298

Total current liabilities 8,491 11,094

Non-current liabilities

Senior notes

Series F - 499,809

Series G 898,257 897,794

Series J 498,478 498,212

1,396,735 1,895,815

Deferred tax liabilities 878 1,126

Total non-current liabilities 1,397,613 1,896,941

TOTAL LIABILITIES 1,406,104 1,908,035

SHAREHOLDER'S EQUITY

Capital stock 1,010 1,010

Retained earnings 16,620 15,520

TOTAL SHAREHOLDER'S EQUITY 17,630 16,530

TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 1,423,734 $ 1,924,565

The accompanying notes are an integral part of the Financial Statements.

On behalf of the Board of Directors of Capital Desjardins inc.,

Guy Cormier Yvon Vinet, LL.L, D.D.N.

Chair of the Board of Directors and Chief Executive Officer Vice-Chair of the Board of Directors
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STATEMENTS OF COMPREHENSIVE INCOME

For the years ended December 31

(in thousands of Canadian dollars) Note 2016 2015

INTEREST INCOME

Subordinated notes issued by Desjardins caisses of Quebec
Series F $ 12,065 $ 28,955
Series G 48,483 48,483
Series H - 25,338
Series J 25,770 25,770

Cash 95 85

86,413 128,631

INTEREST EXPENSE

Senior notes

Series F 11,735 28,145

Series G 47,148 47,124

Series H - 24,398

Series J 25,036 25,023

83,919 124,690

NET INTEREST INCOME 2,494 3,941

NON-INTEREST EXPENSE

Professional fees 933 1,038

INCOME BEFORE INCOME TAXES 1,561 2,903

Income tax expense 421 781

NET INCOME AND COMPREHENSIVE INCOME FOR THE YEAR $ 1,140 $ 2,122

The accompanying notes are an integral part of the Financial Statements.
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STATEMENTS OF CHANGES IN SHAREHOLDER'S EQUITY

For the years ended December 31

(in thousands of Canadian dollars) Capital stock
Retained
earnings

Total shareholder's
equity

BALANCE AS AT DECEMBER 31, 2014 $ 1,010 $ 13,438 $ 14,448
Net income and comprehensive income for the year - 2,122 2,122
Dividends on common shares - (40) (40)
BALANCE AS AT DECEMBER 31, 2015 $ 1,010 $ 15,520 $ 16,530

Net income and comprehensive income for the year - 1,140 1,140
Dividends on common shares - (40) (40)
BALANCE AS AT DECEMBER 31, 2016 $ 1,010 $ 16,620 $ 17,630

The accompanying notes are an integral part of the Financial Statements.
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STATEMENTS OF CASH FLOWS

For the years ended December 31

(in thousands of Canadian dollars) 2016 2015

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES
Income before income taxes $ 1,561 $ 2,903
Non-cash adjustments:

Net change in interest receivable and payable 103 178
Net change in other receivables and other accrued liabilities 4 60
Capitalized expenses on senior notes 920 1,760

Income taxes paid (1,347) (797)
1,241 4,104

CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES
Redemption of series F senior notes (500,000) -
Redemption of series H senior notes - (700,000)
Dividends paid on common shares (40) (40)

(500,040) (700,040)

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES

Redemption of Desjardins caisses of Quebec Series F subordinated notes 500,000 -

Redemption of Desjardins caisses of Quebec Series H subordinated notes - 700,000
500,000 700,000

Net increase in cash and cash equivalents 1,201 4,064

Cash and cash equivalents at beginning of year 13,456 9,392

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 14,657 $ 13,456

Supplemental information on cash flows from (used in) operating activities
Interest paid $ 85,307 $ 125,735
Interest received 88,824 131,614

The accompanying notes are an integral part of the Financial Statements.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 – INFORMATION ON CAPITAL DESJARDINS INC.

NATURE OF OPERATIONS

Capital Desjardins inc. (Capital Desjardins), incorporated under Part 1A of the Companies Act (Quebec) and continued under the Business Corporations
Act (Quebec), was established to issue its own senior notes on capital markets and invest the proceeds thereof in subordinated notes issued by the
Desjardins caisses of Quebec. The Desjardins caisses are governed by the Act respecting financial services cooperatives and are affiliated with the
Fédération des caisses Desjardins du Québec (the Federation), the parent company of Capital Desjardins. The address of Capital Desjardins’ head office
is 100 Des Commandeurs Street, Lévis, Quebec, Canada.

NOTE 2 – BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

STATEMENT OF COMPLIANCE

These Financial Statements have been prepared by Capital Desjardins’ management in accordance with International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards Board (IASB) and the accounting requirements of the Autorité des marchés financiers (AMF) in
Quebec, which do not differ from IFRS.

The Financial Statements for the year ended December 31, 2016 were approved by the Board of Directors of Capital Desjardins on February 24, 2017.

The significant measurement and presentation rules applied to prepare these Financial Statements are described below.

SIGNIFICANT JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of financial statements in accordance with IFRS requires management to make judgments and estimates and rely on assumptions which
have an impact on the reported amount of certain assets, liabilities, income and expenses as well as related disclosures. The significant accounting
policies that required management to make difficult, subjective or complex judgments, often about matters that are inherently uncertain are related to the
determination of the fair value of financial instruments, the expected life of senior notes, income and expenses for the relevant years and income taxes.
Consequently, actual results could differ from those estimates and assumptions.

PRESENTATION AND FUNCTIONAL CURRENCY

These Financial Statements are expressed in Canadian dollars, which is also the functional currency of Capital Desjardins. Dollar amounts presented in
the tables of the Notes to the Financial Statements are in thousands of dollars, unless otherwise stated.

SIGNIFICANT ACCOUNTING POLICIES

a) Financial assets and liabilities

Financial assets and liabilities are recognized on the date that Capital Desjardins becomes a party to their contractual provisions, namely the date of
acquisition or issuance of the financial instrument.

CLASSIFICATION AND MEASUREMENT

Financial assets and liabilities are classified based on their characteristics and the intention of management upon their acquisition.

The classification of financial assets and liabilities can be summarized as follows:

Categories
Recognition
Initial Subsequent

Financial assets Loans and receivables (i) Fair value Amortized cost

Financial liabilities At amortized cost (ii) Fair value Amortized cost
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(i) Securities classified in the “Loans and receivables” category are non-derivative financial assets with fixed or determinable income that are not quoted
in an active market and that are not held for sale upon their acquisition or their granting.

Outstanding securities classified in this category are initially recognized at fair value in the Balance Sheets and, at subsequent reporting dates, they
are measured at amortized cost using the effective interest method. Income recognized on securities classified in the “Loans and receivables”
category is presented under “Interest income” in the Statements of Comprehensive Income.

(ii) All financial liabilities are classified in the “At amortized cost” category. They are initially recognized at fair value in the Balance Sheets and, at
subsequent reporting dates, they are measured at amortized cost using the effective interest method. Interest expense on securities classified in the
“At amortized cost” category is recognized under “Interest expense” in the Statements of Comprehensive Income.

DETERMINATION OF THE FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date.

There is little subjectivity in the determination of the fair value of financial instruments obtained from quoted prices on active markets. This fair value is
based on the quoted price within the bid-ask spread that is most representative of fair value in the circumstances.

If there are no quoted prices on active markets, fair value is determined using models that maximize the use of observable inputs and minimize the use of
unobservable inputs. In such cases, fair value estimates are established using valuation techniques such as cash flow discounting, comparisons with
similar financial instruments, option pricing models and other valuation techniques commonly used by market participants, if these techniques have been
demonstrated to provide reliable estimates. Valuation techniques rely on assumptions concerning the amount and timing of estimated future cash flows
and discount rates that are mainly based on observable data, such as interest rate yield curves, exchange rates, credit curves and volatility factors. When
one or several material inputs are not observable on the market, fair value is determined mainly based on internal inputs and estimates that take into
account the characteristics specific to the financial instrument and any factor relevant to the measurement. For complex financial instruments, significant
judgment is made in determining the valuation technique to be used and in selecting inputs and adjustments associated with this technique. Due to the
need to use estimates and make judgments when applying many valuation techniques, fair value estimates for identical or similar assets may differ
between entities. Fair value reflects market conditions on a given date and may not be representative of future fair values. It should not be considered as
being realizable in the event of immediate settlement of these instruments.

Subordinated notes

The fair value of subordinated notes is determined by discounting future cash flows using rates Capital Desjardins could obtain at period-end for securities
with similar terms and maturities.

Senior notes

The fair value of senior notes is based on brokers’ quotes.

Financial instruments whose fair value equals their carrying amount

The carrying amount of certain financial instruments that mature in the next 12 months is a reasonable approximation of their fair value. These financial
instruments include the following items: “Cash and deposits with financial institutions,” “Interest receivable,” “Other receivables,” “Interest payable” and
“Other accrued liabilities.”

TRANSACTION COSTS

Transaction costs for financial instruments are capitalized and then amortized over the life of the instrument using the effective interest method.

b) Cash and deposits with financial institutions

“Cash and deposits with financial institutions” includes cash and cash equivalents. Cash equivalents correspond to deposits with financial institutions.
These financial instruments mature in the short term, are readily convertible to known amounts of cash and are subject to an insignificant risk of changes
in value.

c) Impairment of financial assets

At the reporting date, Capital Desjardins assesses whether there is any objective evidence that a financial asset or a group of financial assets is impaired.

d) Revenue recognition

Revenues are recognized to the extent that it is probable that the economic benefits will flow to Capital Desjardins and that they can be measured reliably.
In addition to the items mentioned in section a), “Financial assets and liabilities”, the specific recognition criteria that follow must also be met before
revenue can be recognized.

Net interest income

Interest income and expense are recognized using the effective interest method for all financial instruments measured at amortized cost.
The effective interest method is a method of calculating the amortized cost of a financial asset or liability and of allocating the interest income or interest
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expense over the relevant period. The effective interest rate is the rate that exactly discounts future payments or receipts through the expected life of the
financial instrument or, when appropriate, over a shorter period, to obtain the net carrying amount of the financial instrument.

When calculating the effective interest rate, Capital Desjardins estimates cash flows considering all contractual terms of the financial instrument (for
example, prepayment options) but does not consider future credit losses. The calculation includes transaction costs and income between parties to the
contract as well as premiums or discounts.

e) Income taxes

The income tax expense recognized in the Statements of Comprehensive Income comprises the current and deferred tax expense.

The total income tax expense is based on the expected tax treatment of the transactions. To determine the current and deferred portions of income taxes,
management must make judgments to establish the assumptions concerning the dates on which deferred income tax assets and liabilities will be
reversed. Significant judgment must be used to interpret the relevant tax legislation in order to determine the income tax expense. If Capital Desjardins’
interpretation differs from that of the taxation authorities or if the reversal dates do not correspond with the forecasted dates, the provision for income taxes
may increase or decrease in subsequent years.

CURRENT INCOME TAXES

Current income tax assets and liabilities for the current year and prior years are measured based on the amount that Capital Desjardins expects to recover
from or pay to the taxation authorities. Tax laws and tax rates applied to determine these amounts are those that have been enacted or substantively
enacted at the reporting date.

DEFERRED INCOME TAXES

Deferred taxes are recognized, using the balance sheet liability method, for all temporary differences existing at the reporting date between the tax basis
of assets and liabilities and their carrying amount in the Balance Sheets.

Deferred tax liabilities are recognized for all taxable temporary differences. Deferred tax assets are recognized for all deductible temporary differences as
well as all tax loss carryforwards and unused tax credits, to the extent that it is probable that a taxable profit will be available against which these
deductible temporary differences, tax loss carryforwards and unused tax credits can be utilized.

The carrying amount of a deferred tax asset is reviewed at each reporting date and reduced to the extent that it is no longer probable that sufficient taxable
profit will be available to allow the benefit of part or all of a deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed at each
reporting date and are recognized to the extent that it becomes probable that a future taxable profit will be available to recover them.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply during the period when the asset is realized or the liability is
settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to set off current tax assets against current tax liabilities, and if these
deferred taxes relate to the same taxable entity and the same taxation authority.

FUTURE ACCOUNTING CHANGES

The accounting standard discussed below was issued by the IASB and will affect Capital Desjardins. It was not yet effective as at December 31, 2016.
Regulatory authorities have stated that early adoption of this standard will not be permitted, unless they indicate otherwise.

IFRS 9, “Financial Instruments”

In July 2014, the IASB issued the complete and final version of IFRS 9, “Financial Instruments”, which will replace IAS 39, “Financial Instruments:
Recognition and Measurement”. IFRS 9 includes the requirements for the classification and measurement of financial assets and liabilities and the
impairment of financial assets as well as the general requirements for hedge accounting.

Capital Desjardins will have to retrospectively adopt IFRS 9 as at January 1, 2018. However, the restatement of comparative periods is not mandatory, as
the standard includes an exemption under which comparative periods may be presented using the previous accounting framework in certain conditions. In
such case, any adjustment resulting from the application of IFRS 9 will be recognized in the opening Combined Balance Sheet. Capital Desjardins decided
not to restate comparative periods upon adopting the provisions of IFRS 9. Consequently, the retrospective impact of applying IFRS 9 will be recognized in
the Combined Balance Sheet as at January 1, 2018, which is the effective date of the new standard on financial instruments.

Capital Desjardins continues to assess the impact of adopting IFRS 9 and pursues its implementation efforts.

Following is a summary of the new IFRS 9 concepts.

Classification and measurement

IFRS 9 sets out a new classification and measurement model for financial assets to determine whether a financial asset should be classified as measured
at amortized cost, at fair value through profit or loss or at fair value through other comprehensive income. This model is based on the contractual cash flow
characteristics of the financial asset and the business model under which the financial asset is held.
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The classification of debt instruments giving rise to cash flows that are solely payments of principal and interest will be determined, at initial recognition,
based on the business model for managing these financial assets:

 Financial assets held within a business model whose objective is to collect contractual cash flows will be classified as measured at amortized
cost;

 Financial assets held within a business model whose objective is achieved by both collecting contractual cash flows and selling financial assets
will be classified as measured at fair value through other comprehensive income;

 Financial assets managed either for trading purposes or on a fair value basis will be classified as measured at fair value through profit or loss.

In all cases, if a debt instrument does not meet the criteria of the contractual cash flow test performed to determine whether cash flows are solely
payments of principal and interest, the financial asset will be classified as measured at fair value through profit or loss.

Lastly, Capital Desjardins may make, at initial recognition, an irrevocable election to classify a debt instrument as measured at fair value through profit or
loss if such designation eliminates or significantly reduces a measurement or recognition inconsistency for the financial asset and if regulatory
requirements are met.

Equity instruments will be classified as measured at fair value through profit or loss unless, at initial recognition, an irrevocable election is made, on an
instrument-by-instrument basis, to classify them as measured at fair value through other comprehensive income. If such election is made, gains and
losses will be recognized in other comprehensive income with no subsequent reclassification to profit or loss.

Derivative financial instruments will continue to be recognized at fair value through profit or loss.

For the classification and measurement of financial liabilities, the new standard essentially carries forward the current requirements of IAS 39, without any
significant difference, except for financial liabilities designated as measured at fair value, for which the change in fair value related to a change in the
issuing entity’s own credit risk will have to be recognized in other comprehensive income.

Capital Desjaridns is currently in the process of completing the analysis of its business models and the tests on the cash flow characteristics of its financial
assets. The measurement basis for certain financial assets, namely amortized cost or fair value, as well as the recognition of unrealized gains and losses
resulting from changes in fair value might be modified once the ongoing analysis is finalized.

Impairment

IFRS 9 introduces a new single financial asset impairment model requiring the recognition of expected credit losses instead of incurred losses, as the
current impairment model requires. Under the current standard, loss allowances are recognized solely when there is objective evidence of impairment
(identified on an individual or collective basis), which is when a loss event occurred after initial recognition, but before the reporting date, and this has an
impact of the estimated cash flows from the financial asset. Under IFRS 9, credit losses will be recognized before a loss event occurs. The impairment
model under IFRS 9 is therefore more forward-looking in nature than the current impairment model. Under IFRS 9, assessing changes in credit risk since
initial recognition and estimating expected credit losses must take into account the relevant information available at the reporting date, including
information about past events and current conditions, as well as reasonable and supportable forward-looking information about economic conditions and
future events. In addition, loss allowances for expected credit losses will reflect an unbiased amount, based on a probability-weighted present value of
cash flow shortfalls.

The impairment model applies to all financial assets as well as loan commitments and financial guarantee contracts, except financial instruments
measured or designated as at fair value through profit or loss and those designated as at fair value through other comprehensive income. The general
expected credit loss impairment model comprises three different stages: 1) for financial instruments that have not had a significant increase in credit risk
since initial recognition and are not considered as impaired financial assets, a loss allowance amounting to 12-month expected credit losses is recognized;
2) for financial instruments that have had a significant increase in credit risk since initial recognition but are not considered as impaired financial assets, a
loss allowance amounting to the lifetime expected credit losses is recognized; 3) for financial assets considered as impaired, a loss allowance amounting
to the lifetime expected credit losses continues to be recognized.

Hedge accounting

IFRS 9 sets out a new hedge accounting model to align hedge accounting more closely with risk management activities. However, the standard permits
the continued application of the hedge accounting requirements of IAS 39 instead of adopting the provisions of IFRS 9. Capital Desjardins does not apply
hedge accounting.

.
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Series G Series J

Carrying amount $900.0 million $500.0 million

Acquisition date May 5, 2010 December 15, 2011

Maturity date May 5, 2020 December 15, 2026

Fixed annual interest rate 5.387%
May 5, 2010
to May 4, 2020

5.154%
December 15, 2011
to December 14, 2021

Fixed interest payments Biannual until
May 5, 2020

Biannual until December 15,
2021

Variable annual interest rate N/A 90-day bankers’ acceptance rate
plus 2.8665%
December 15, 2021 to December
14, 2026

Variable interest payments N/A Quarterly,
March 15, 2022
to December 15, 2026

Total or partial early redemption at the option of Capital Desjardins to
finance the early redemption of the corresponding senior notes

Early redemption subject to prior
approval from the AMF

No early redemption before
December 15, 2021

On or after December 15, 2021,
early redemption subject to prior
approval from the AMF

Interest receivable $7.5 million $1.2 million

On June 1, 2016, Capital Desjardins requested the repayment of all Series F subordinated notes in order to proceed with the early redemption of the
Series F senior notes which had a carrying amount of $500.0 million.

In 2015, Capital Desjardins requested the repayment of all Series H subordinated notes in order to proceed with the early redemption of the Series H
senior notes which had a carrying amount of $700.0 million.

NOTE 4 – BANK LOAN

Just as it did one year earlier, as at December 31, 2016, Capital Desjardins had a subordinated operating line of credit with an authorized limit of
$5.0 million. The credit is repayable on demand and bears interest at Caisse centrale Desjardins’ cost of funds, plus a rate equal to that of a two-year loan
plus 0.75%. Caisse centrale Desjardins, an entity included in the group scope of Desjardins Group, is mandated to meet the funding requirements of the
Desjardins Group entities. As at December 31, 2016 and 2015, no amount was drawn on this line of credit.
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Series G Series J

Nominal value $900.0 million $500.0 million

Issuing date May 5, 2010 December 15, 2011

Maturity date May 5, 2020 December 15, 2026

Fixed annual interest rate 5.187%
May 5, 2010
to May 4, 2020

4.954%
December 15, 2011
to December 14, 2021

Fixed interest payments Biannual until
May 5, 2020

Biannual until December 15,
2021

Variable annual interest rate N/A 90-day bankers’ acceptance rate
plus 2.67%
December 15, 2021 to
December 14, 2026

Variable interest payments N/A Quarterly,
March 15, 2022
to December 15, 2026

Early redemption Callable in whole or in part
subject to prior approval from
the AMF

Not callable before
December 15, 2021

On or after December 15, 2021,
callable in whole or in part
subject to prior approval from the
AMF

Interest payable $7.3 million $1.1 million

These senior notes are secured by a first hypothec on the corresponding subordinated notes of each of the above-mentioned series.

REDEMPTIONS

In 2016, Capital Desjardins called all Series F senior notes for early redemption, in the amount of $500.0 million.

In 2015, Capital Desjardins called all Series H senior notes for early redemption, in the amount of $700.0 million.
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AUTHORIZED

Unlimited number of shares, without par value:

 Common shares, voting and participating

 Class A preferred shares, non-voting and non-participating, with no dividend rights, redeemable at the paid-up capital amount

 Class B preferred shares, non-voting and non-participating, with no dividend rights, redeemable at the paid-up capital amount

ISSUED AND PAID SHARES

As at December 31, 2016 As at December 31, 2015

Number
of shares Amount

Number
of shares Amount

Common shares 10,000 $ 10 10,000 $ 10

Class A preferred shares 1,000,000 1,000 1,000,000 1,000

$ 1,010 $ 1,010

During fiscal 2016 and 2015, Capital Desjardins paid a dividend of $40,400 on its common shares, or $4.04 per common share.

NOTE 7 – FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value measurement of financial instruments is determined using the following three-level fair value hierarchy:

 Level 1 – Measurement based on quoted prices (unadjusted) in active markets for identical assets or liabilities;
 Level 2 – Valuation techniques based primarily on observable market data;
 Level 3 – Valuation techniques not based primarily on observable market data.

The following tables present, by hierarchy level, financial instruments whose carrying amount does not equal fair value.

Carrying Fair
As at December 31, 2016 amount value Level 1 Level 2 Level 3

Financial assets

Subordinated notes $ 1,400,000 $ 1,541,192 $ - $ 1,541,192 $ -

Financial liabilities

Senior notes 1,396,735 1,541,813 - 1,541,813 -

Carrying Fair
As at December 31, 2015 amount value Level 1 Level 2 Level 3

Financial assets

Subordinated notes $ 1,900,000 $ 2,073,136 $ - $ 2,073,136 $ -

Financial liabilities

Senior notes 1,895,815 2,074,008 - 2,074,008 -



FINANCIAL STATEMENTS – 2016 ANNUAL REPORT OF CAPITAL DESJARDINS INC.

NOTE 8 – INCOME TAXES

39

INCOME TAX EXPENSE FOR THE YEAR

The income tax expense recognized in the Statements of Comprehensive Income for the years ended December 31 is detailed as follows:

2016 2015
Current income taxes

Current income tax expense $ 668 $ 1,049

Deferred income taxes
Origination and reversal of temporary differences (247) (268)

Total income tax expense $ 421 $ 781

The income tax expense recognized in the Statements of Comprehensive Income for the years ended December 31, 2016 and 2015 does not differ from
the income tax expense that would be determined using the Canadian statutory rate of 26.9%.

DEFERRED INCOME TAXES

The deferred income tax sources are as follows:

Balance Sheets Statements of Comprehensive Income

As at December 31, 2016 As at December 31, 2015 2016 2015
Deferred tax assets

Professional fees $ - $ - $ - $ 74

Deferred tax liabilities
Senior notes 878 1,126 (247) (342)

Net deferred income tax liabilities (assets)(1) $ 878 $ 1,126 $ (247) $ (268)

(1) Deferred income taxes will be reversed mainly in the long term.

NOTE 9 – FINANCIAL INSTRUMENT RISK MANAGEMENT

Capital Desjardins is exposed to different types of financial instrument risks in the normal course of operations, such as credit risk, market risk and liquidity
risk. The manner in which Capital Desjardins assesses these risks as well as the objectives, policies and methods it uses to manage them are presented
in the “Risk Management” section of the Management’s Discussion and Analysis. The shaded areas containing text and tables presented in these pages
are an integral part of these Financial Statements.

NOTE 10 – CAPITAL MANAGEMENT

The goal of capital management at Capital Desjardins is to ensure that a sufficient level of high-quality capital is maintained to ensure the continuity of its
operations, to pay regular dividends to its shareholder, and to maintain favourable credit ratings and the confidence of financial markets.

As a wholly-owned subsidiary of the Federation, Capital Desjardins is not itself bound by regulatory requirements regarding its capital, such conditions
applying instead to Desjardins Group as a whole. Capital Desjardins’ assets are consolidated for the purposes of evaluating the composition and
adequacy of Desjardins Group’s capital, which is conducted according to the guideline on adequacy of capital base standards applicable to financial
services cooperatives issued by the AMF.

In addition, during the second quarter of 2016, Capital Desjardins called all of its outstanding Series F senior notes in the amount of $500.0 million for
early redemption.
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Capital Desjardins’ related parties mainly include its parent company, the Federation, Caisse centrale Desjardins, other entities included in the group
scope of Desjardins Group and entities for which the substance of the relationship indicates that they are related to Capital Desjardins. They also include
Capital Desjardins’ key management personnel and close members of their family, as well as entities over which these persons exercise, directly or
indirectly, control, joint control or significant influence.

TRANSACTIONS WITH CAPITAL DESJARDINS’ RELATED PARTIES

Transactions with Capital Desjardins’ related parties were entered into under normal market terms and conditions and were initially recognized at fair
value.

The main transactions are associated with interest income on the subordinated notes issued by Desjardins caisses of Quebec and interest expense on
borrowings. They are also associated with professional fees. The main assets with related parties include the subordinated notes issued by Desjardins
caisses of Quebec and interest receivable, while the main liabilities include the senior notes and other accrued liabilities.

These transactions and balances as at the reporting dates are as follows:

2016 2015
Other Other

Desjardins related Desjardins related
Federation caisses parties Total Federation caisses parties Total

Statements of Comprehensive
Income

Interest income on
subordinated notes issued by
Desjardins caisses of Quebec $ - $ 86,318 $ - $ 86,318 $ - $ 128,546 $ - $ 128,546

Interest income on cash
and deposits with
financial institutions - - 95 95 - - 85 85

Interest expense on senior
notes - - 1,100 1,100 - - 1,738 1,738

Professional fees 183 - 500 683 277 - 500 777

Balance Sheets

Cash and deposits with
financial institutions $ - $ - $ 14,657 $ 14,657 $ - $ - $ 13,456 $ 13,456

Interest receivable - 8,687 10 8,697 - 11,100 9 11,109

Subordinated notes
issued by Desjardins
caisses of Quebec, at cost - 1,400,000 - 1,400,000 - 1,900,000 - 1,900,000

Interest payable - - 85 85 - - 127 127
Other accrued liabilities 15 - - 15 23 - - 23
Senior notes - - 19,765 19,765 - - 17,851 17,851

Other
Credit commitments received $ - $ - $ 5,000 $ 5,000 $ - $ - $ 5,000 $ 5,000

KEY MANAGEMENT PERSONNEL COMPENSATION

Capital Desjardins’ key management personnel comprises the members of its Board of Directors and its Management Committee. These individuals have
the authority and responsibility for planning, directing and controlling the activities of Capital Desjardins. In the normal course of operations, Capital
Desjardins does not carry out financial transactions with its management personnel. Management personnel’s compensation is paid by the Federation.


