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Independent Auditor’s Report

To the Members of
Innovation Federal Credit Union

Opinion

We have audited the consolidated financial statements of Innovation Federal Credit Union (the “Credit
Union”), which comprise the consolidated statement of financial position as at December 31, 2025, and
the consolidated statements of comprehensive income, changes in equity and cash flows for the year
then ended, and notes to the consolidated financial statements, including material accounting policy
information (collectively referred to as the “financial statements”).

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Credit Union as at December 31, 2025, and its financial performance and its cash flows for
the year then ended in accordance with IFRS Accounting Standards as issued by the International
Accounting Standards Board (“IASB”).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards
(“Canadian GAAS”). Our responsibilities under those standards are further described in the

Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Credit Union in accordance with the ethical requirements that are relevant to our
audit of the financial statements in Canada, and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Other Information

Management is responsible for the other information. The other information comprises the information,
other than the financial statements and our auditor’s report thereon, in the Annual Report.

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon. In connection with our audit of the financial statements, our
responsibility is to read the other information identified above and, in doing so, consider whether the
other information is materially inconsistent with the financial statements or our knowledge obtained in
the audit, or otherwise appears to be materially misstated.

We obtained the Annual Report prior to the date of this auditor’s report. If, based on the work we have
performed on this other information, we conclude that there is a material misstatement of this other
information, we are required to report that fact in this auditor’s report. We have nothing to report in this
regard.



Responsibilities of Management and Those Charged with Governance for the
Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS Accounting Standards as issued by the IASB, 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.

In preparing the financial statements, management is responsible for assessing the Credit Union’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Credit Union or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Credit Union’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian GAAS will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with Canadian GAAS, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e |dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

e Obtain an understanding of internal control relevant to the audit 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 Credit Union’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Credit Union’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Credit Union to
cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.



e Plan and perform the group audit to obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business units within the Credit Union as a basis for forming an
opinion on the financial statements. We are responsible for the direction, supervision and review of
the audit work performed for purposes of the group audit. We remain solely responsible for our audit
opinion.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

olettc (1P

Chartered Professional Accountants
Regina, Saskatchewan
March 30, 2026



INNOVATION FEDERAL CREDIT UNION

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

(in thousands of Canadian $)
As at December 31, 2025

Note 2025 2024
ASSETS
Cash and cash equivalents 4 S 321,072 220,178
Investments 5 276,010 233,066
Loans 6 3,816,480 3,733,405
Accounts receivable 8,519 6,687
Prepaid expenses 17,549 16,209
Derivative assets 8 157 748
Property and equipment 9 13,192 13,940
Investment property 9 1,014 1,100
Right-of-use assets 10 762 817
Intangible assets 11 1,096 1,237
Income taxes receivable 504 -
Deferred income tax asset 22 9,540 12,568
$ 4,465,895 4,239,955
LIABILITIES
Deposits 12 S 3,660,230 3,601,175
Securitized borrowings 14 155,289 110,210
Accounts payable and accrued liabilities 26,237 16,690
Short-term notes payable 13 199,055 109,518
Derivative liabilities 8 - 177
Lease liabilities 10 815 867
Income taxes payable - 4,266
Deferred income tax liabilities 22 3,749 3,519
Deferred revenue 396 388
Membership shares and distributions 16 33,248 31,154
4,079,019 3,877,964
Commitments 21
EQUITY
Retained earnings 386,876 361,991
386,876 361,991
$ 4,465,895 4,239,955

The accompanying notes are an integral part of the consolidated financial statements

APPROVED BY THE BOARD

o~ Signed by:

[

rmmenarresnsennnns - Director

....... Director



INNOVATION FEDERAL CREDIT UNION
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(in thousands of Canadian $)

Year ended December 31, 2025

Note 2025 2024
INTEREST INCOME
Loans S 211,433 S 214,427
Investments 19,989 21,440
Derivative instruments 581 820
232,003 236,687
INTEREST EXPENSE
Deposits 87,585 104,903
Borrowings 9,107 4,676
Member distributions 16 5,374 5,271
102,066 114,850
REALIZED GAIN ON FVTPL INVESTMENTS 417 240
REALIZED GAIN ON SECURITIZATION 948 -
NET INTEREST INCOME BEFORE CREDIT LOSSES 131,302 122,077
PROVISION FOR CREDIT LOSSES 7 10,219 9,553
NET INTEREST INCOME AFTER PROVISION FOR
CREDIT LOSSES 121,083 112,524
UNREALIZED GAIN ON FVTPL INVESTMENTS 3,030 3,355
UNREALIZED LOSS ON DERIVATIVES (414) (855)
OTHER INCOME 15 18,389 17,494
NET INTEREST AND OTHER INCOME 142,088 132,518
OPERATING EXPENSES
Personnel 59,796 57,822
Security 2,327 2,420
Organizational 1,668 1,301
Occupancy 4,265 4,257
General business 36,858 33,351
104,914 99,151
INCOME BEFORE PROVISION FOR INCOME TAXES 37,174 33,367
PROVISION FOR (RECOVERY OF) INCOME TAXES
Current 22 9,031 9,480
Deferred 22 3,258 (787)
12,289 8,693
NET INCOME AND COMPREHENSIVE INCOME S 24,885 S 24,674

The accompanying notes are an integral part of the consolidated financial statements



INNOVATION FEDERAL CREDIT UNION
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
(in thousands of Canadian $)

Year ended December 31, 2025

Note 2025 2024
RETAINED EARNINGS
Balance, beginning of year S 361,991 S 337,317
Net income and comprehensive income 24,885 24,674
Balance, end of year S 386,876 S 361,991

The accompanying notes are an integral part of the consolidated financial statements



INNOVATION FEDERAL CREDIT UNION
CONSOLIDATED STATEMENT OF CASH FLOWS
(in thousands of Canadian $)

Year ended December 31, 2025

Note 2025 2024
OPERATING ACTIVITIES
Net income and comprehensive income S 24,885 S 24,674
Adjustments for non-cash items:
Net interest income before credit losses (131,302) (122,077)
Provision for credit losses 7 10,219 9,653
Unrealized gain on financial instruments (2,616) (2,500)
Gain (loss) on disposal of property and equipment (14) 35
Depreciation - property and equipment 9 2,363 2,247
Depreciation - right of use assets 10 338 328
Depreciation - investment property 9 86 224
Securitized borrowings 77 (153)
Amortization - intangible assets 11 141 147
Current income tax expense 22 9,031 9,480
Deferred income tax expense (recovery) 22 3,258 (787)
Changes in non-cash working capital
Loans (90,778) (538,383)
Accounts receivable (1,832) (456)
Prepaid expenses (1,340) 64
Deposits 70,787 281,065
Accounts payable and accrued liabilities 9,547 (18,842)
Deferred revenue 8 (4)
Dividends received 988 1,173
Interest received 227,942 223,744
Interest paid (104,088) (93,175)
Income taxes paid (13,801) (8,870)
13,899 (232,513)
INVESTING ACTIVITIES
Purchases of investment securities (112,281) (116,987)
Proceeds on sale of investment securities 73,342 69,946
Purchase of property and equipment 9 (1,649) (2,586)
Purchase of investment property 9 - (238)
Proceeds from disposal of property and equipment 48 132
(40,540) (49,733)
FINANCING ACTIVITIES
Repayment of lease liabilities 10 (335) (298)
Payment of membership distributions (5,374) (5,271)
Proceeds on membership distributions 2,094 1,672
Repayment of securitized borrowings (77,146) (39,233)
Proceeds from securitized borrowings 123,095 80,580
Repayment of short term deposit notes (522,000) (75,000)
Proceeds of short term deposit notes 607,201 183,195
127,535 145,645
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 100,894 (136,600)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 220,178 356,779
CASH AND CASH EQUIVALENTS, END OF YEAR S 321,072 $ 220,178

The accompanying notes are an integral part of the consolidated financial statements



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

REPORTING ENTITY

Innovation Federal Credit Union and its subsidiaries (collectively “Innovation”) is a
federal credit union domiciled in Canada. The address of Innovation’s registered office
is 198 1st Avenue NE, Swift Current, Saskatchewan. Innovation is a financial service
provider.

Innovation Federal Credit Union operates as a federal credit union pursuant to
subsection 35(1) of The Bank Act (Canada).

Innovation operates 28 (2024 — 29) advice centers and serves members and non-
members in North Battleford, Swift Current, Meadow Lake and surrounding areas.
Innovation Federal Credit Union is a member of the Canada Deposit Insurance
Corporation (“CDIC").

BASIS OF PREPARATION AND STATEMENT OF COMPLIANCE

The consolidated financial statements have been prepared in accordance with IFRS
Accounting Standards as issued by the International Accounting Standards Board
(“IASB”) and the accounting guidelines as issued by the Office of the Superintendent
of Financial Institutions Canada (“OSFI”), as required under Section 308(4) of the Bank
Act.

The consolidated financial statements for the year ended December 31, 2025 were
authorized for issue by the Board of Directors (the “Board”) on March 30, 2026.

The consolidated financial statements have been prepared using the historical cost
basis unless otherwise noted in the accounting policies. The consolidated financial
statements are presented in Canadian dollars, which is Innovation’s functional
currency.

MATERIAL ACCOUNTING POLICIES

Accounting policy information is material if, when considered together with other
information included in the entity’s financial statements, it can reasonably be expected
to influence decisions that the primary users of general-purpose financial statements
make on the basis of those financial statements. Accounting policy information may be
material because of the nature of the related transactions, other events or conditions,
even if the amounts are immaterial. However, not all accounting policy information
relating to material transactions, other events or conditions is itself material.



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

The accounting policies used in the preparation of these consolidated financial
statements are summarized below. These accounting policies have been applied
consistently to all periods presented in these consolidated financial statements.

Use of Estimates, Key Judgments and Assumptions

The preparation of the consolidated financial statements in conformity with IFRS®
Accounting Standards as issued by the IASB requires management to make
judgments, estimates and assumptions that affect the application of accounting
policies and the reported amounts of assets, liabilities, and disclosure of contingent
assets and contingent liabilities at the date of these consolidated financial statements
as well as the reported amounts of income and expenses during the reporting year.

Accordingly, actual results could differ from those estimates. Estimates and underlying
assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the year in which the estimate was revised and in any future years
affected.

The most significant uses of judgments, estimates and assumptions are as follows:

a) Valuation of Financial Instruments

Innovation determines the fair value of financial instruments for which there is no
observable market price using a variety of valuation techniques. The inputs to these
models are derived from observable market data where possible, but where
observable market data is not available, judgment is required to establish fair values.
The judgments include consideration of liquidity and other risks affecting the specific
instrument.

b) Determination of Allowance for Credit Losses

Innovation measures loss allowances at an amount equal to lifetime expected credit
loss (“ECL"), except for debt investments that are determined to have low credit risk at
the reporting date, and loans where credit risk has not increased significantly since their
initial recognition. The measurement of loss allowances on loans is an area that
requires the use of complex models and significant assumptions about future economic
conditions and credit behavior.



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Use of Estimates, Key Judgments and Assumptions (continued)

b) Determination of Allowance for Credit Losses (continued)

A number of significant judgments are also required in applying the account
requirements for measuring the ECL, such as:

c)

Determining criteria for significant increase of credit risk: IFRS 9 does not define
what constitutes a significant increase in credit risk. In assessing whether the credit
risk of an asset has significantly increased Innovation takes into account qualitative
and quantitative reasonable and supportable information.

Choosing appropriate models and assumptions: Innovation uses various models
and assumptions in estimating ECL. Judgment is applied in identifying the most
appropriate model for each type of asset, as well as for determining the
assumptions used in these models and key drivers of credit risk.

When measuring ECL Innovation uses reasonable and supportable forward-
looking information, which is based on assumptions for the future movement of
different economic drivers.

Probability of default (“PD”): PD constitutes a key input in measuring ECL. PD is an
estimate of the likelihood of default over a given time horizon, the calculation of
which includes historical data, and assumptions/expectations of future conditions.
Loss Given Default (“LGD”): LGD is an estimate of the loss arising on default. It is
based on the difference between the contractual cash flows due and those that the
lender would expect to receive, considering cash flows from collateral.

Exposure at Default (“EAD”): EAD is an estimate of the exposure at a future default
date.

Securitized Borrowings

Innovation securitizes groups of assets by selling them to an independent special
purpose or qualifying special purpose entity (“SPE”) or trust. Such transactions create
liguidity for Innovation and release capital for future needs. If Innovation remains
exposed to credit risk, the underlying loans have not been derecognized and are
reported in Innovation’s consolidated statement of financial position as securitized
borrowings. Securitized loans are derecognized from the consolidated statement of
financial position when substantially all the risks and rewards of ownership are
transferred to the SPE. Judgment is required in making this determination.



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

d) Property and Equipment

Depreciation methods, useful lives and residual values require estimation and are
reviewed annually and adjusted if appropriate.

e) Investment property

Investment property consists of land and buildings held to earn rental income.
Investment property is measured at cost less accumulated depreciation and
accumulated impairment losses. Property held for use in the supply of service to
members or for administrative use that has a portion that earns rental income is
allocated between investment property and property and equipment, based on the
floor space usage.

Depreciation is recorded in occupancy expense in the consolidated statement of
comprehensive income on a straight-line basis over the estimated useful life,
commencing in the month the asset becomes available for use. The estimated useful
lives of investment property are determined on the same basis as those of property and
equipment above. Depreciation methods, residual values and estimates of useful lives
are reviewed annually.

f) Intangible Assets

Amortization methods, useful lives and residual values require estimation and are
reviewed annually and adjusted if appropriate.

g) _Impairment of Non-Financial Assets

For the purpose of impairment testing, assets that cannot be tested individually are
grouped together into the smallest group of assets that generates cash inflows from
continuing use that are largely independent of cash inflows of other assets or groups
of assets. These are called cash-generating units (*“CGUs”) and the allocation of assets
to CGUs requires estimation and judgment.

An impairment loss is recognized immediately in profit and loss if the carrying amount
of an asset or a CGU exceeds its recoverable amount. There is estimation uncertainty
in the determination of the recoverable amounts for CGUs.



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)
Use of Estimates, Key Judgments and Assumptions (continued)

g) Impairment of Non-Financial Assets (continued)

Impairment losses recognized in prior periods are assessed at each reporting date for
any indications that the loss has decreased or no longer exists. An impairment loss is
reversed immediately through profit and loss if there has been a change in the
estimates used to determine the recoverable amount. An impairment loss is reversed
only to the extent that the asset’s carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation, if no impairment loss
had been recognized.

h) Classification of Financial Assets

Business Model Assessment

Innovation assesses the objective of a business model in which an asset is held at a
portfolio level because this best reflects the way the business is managed, and
information is provided to management. The information considered includes:

e the stated policies and objectives for the portfolio and the operation of those
policies in practice. In particular, whether management’s strategy focuses on
earning contractual interest revenue, maintaining a particular interest rate profile,
matching the duration of the financial assets to the duration of the liabilities that
are funding those assets or realizing cash flows through the sale of the assets;

e how the performance of the portfolio is evaluated and reported to Innovation’s
management;

o therisks that affect the performance of the business model (and the financial assets
held within that business model) and how those risks are managed;

e how managers of the business are compensated,;

e the stated objective for managing the financial asset, frequency, volume and timing
of sales in prior periods, the reasons for such sales and its expectations about future
sales activity.

Financial assets are held in business models categorized into three areas:

e Held-to-Collect - Primary objective is to hold financial assets to collect contractual
cash flows.



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Use of Estimates, Key Judgments and Assumptions (continued)

h) Classification of Financial Assets (continued)

e Both Held-to-Collect and For-Sale - Both collecting contractual cash flows and
sales are integral to achieving the objective of the business model.

e Other - Business model is neither held-to-collect nor held-to-collect and for-sale
and includes trading, managing assets on a fair value basis, or maximizing cash
through sale.

Assessment whether contractual cash flows are solely payments of principal and
interest

In assessing whether the contractual cash flows are solely payments of principal and
interest, Innovation considers the contractual terms of the instrument. This includes
assessing whether the financial asset contains a contractual term that could change
the timing or amount of contractual cash flows such that it would not meet this
condition. Examples of events that could change the amount and timing of cash flows
are leverage features, prepayment and extension terms, terms that limit Innovation’s
claim to cash flows from specified assets and features that modify consideration of the
time value of money.

Basis of Consolidation

The consolidated financial statements include the financial statements of Innovation
and its subsidiaries. Assets, liabilities, income and expenses of subsidiaries are included
in the consolidated financial statements after eliminating inter-company transactions
and balances.

Subsidiaries are entities controlled by Innovation. Control is achieved where Innovation
has the power to govern the financial and operating policies of an entity so as to obtain
benefits from its activities. The financial statements of subsidiaries are included in the
consolidated financial statements from the date control commences until the date that
control ceases. The consolidated financial statements have been prepared using
uniform accounting policies for like transactions and other events in similar
circumstances.

10



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Basis of Consolidation (continued)

Included in the consolidated financial statements are the following entities controlled
by Innovation:

Book value
of shares
Subsidiary Head office (actual $) Voting rights
Innovative Holdings Inc. Swift Current, SK S 102 100%
Innovation Wealth Ltd. Swift Current, SK S 1,100 100%

Financial Instruments
Recognition and initial measurement

Financial assets and financial liabilities are recognized when Innovation becomes a
party to the contractual provisions of the instrument.

Recognized financial assets and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition or issue of financial
assets and financial liabilities (other than financial assets and financial liabilities at fair
value through profit and loss (“FVTPL”")) are added to or deducted from the fair value
of the financial assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets or financial
liabilities at FVTPL are recognized immediately in profit or loss.

Classification and Subsequent Measurement

a) Financial assets: debt instruments

Financial assets which meet the definition of debt, including loans, certain investments
and derivatives are classified into one of the following measurement categories:

e  Amortized cost; or
e  Fair value through other comprehensive income (“FVOCI”); or
e  Fair value through profit or loss

11



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)
Financial Instruments (continued)
Classification and Subsequent Measurement (continued)

a) Financial assets: debt instruments (continued)

Debt instruments may be designated at FVTPL upon initial recognition if doing so
eliminates or significantly reduces an accounting mismatch which would otherwise
arise. For all other debt instruments, classification is determined based on an
assessment of: (i) the business model under which the asset is held; and (ii) the
contractual cash flow characteristics of the instrument.

Innovation does not hold debt instruments measured at FVOCI.
ai) Debt instruments measured at amortized cost

Debt instruments are measured at amortized cost if they are held within a business
model whose objective is to hold for collection of contractual cash flows where those
cash flows represent strictly payments of principal and interest (“SPPI”). After initial
measurement, debt instruments in this category are carried at amortized cost using the
effective interest rate method. The effective interest rate is the rate that discounts
estimated future cash payments or receipts through the expected life of the financial
asset to the gross carrying amount of a financial asset. Amortized cost is calculated
considering any discount or premium on acquisition, transaction costs and fees that are
an integral part of the effective interest rate. Amortization of premiums, discounts and
other transaction costs is included in interest income in the consolidated statement of
comprehensive income.

Impairment of debt instruments measured at amortized cost is calculated using the ECL
approach. Debt instruments, including loans and certain investments are presented net
of the related allowance for impairments on the consolidated statement of financial
position.

aii) Debt instruments measured at FVTPL

Debt instruments measured at FVTPL include assets held for trading purposes, assets
held as part of a portfolio managed on a fair value basis, assets whose cash flows do

12



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Classification and Subsequent Measurement (continued)

aii) Debt instruments measured at FVTPL (continued)

not represent payments that are SPPI, and assets which are designated as such at
initial recognition. These instruments are measured at fair value in the consolidated
statement of financial position, with transaction costs recognized immediately in the
consolidated statement of comprehensive income. Realized and unrealized gains and
losses are recognized as part of realized and unrealized gains on FVTPL investments
and derivatives in the consolidated statement of comprehensive income.

b) Financial assets: equity instruments

Financial assets which meet the definition of equity are measured at FVTPL, unless an
election is made to designate them at FVOCI upon purchase.

For equity instruments measured at FVTPL, changes in fair value are recognized as part
of the consolidated statement of comprehensive income.

Innovation can elect to classify non-trading equity instruments at FVOCI. This election
will be used for certain equity investments for strategic or longer-term investment
purposes. The FVOCI election is made upon initial recognition, on an instrument-by-
instrument basis and once made is irrevocable. Both realized and unrealized gains and
losses on these instruments are recorded in Other Comprehensive Income (*OCI”) and
are not subsequently reclassified to the consolidated statement of comprehensive
income. Dividends received are recorded in interest income in the consolidated
statement of comprehensive income. Any transaction costs incurred upon purchase of
the security are added to the cost basis of the security and are not reclassified to the
consolidated statement of comprehensive income on sale of the security.

c) Financial liabilities

Financial liabilities are classified as measured at amortized cost or FVTPL. A financial
liability is classified as at FVTPL if it is classified as held for trading, it is a derivative or
it is designated as such on initial recognition. Financial liabilities may be designated at
FVTPL when one of the following criteria is met:

13



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Classification and Subsequent Measurement (continued)

c) Financial liabilities (continued)

e The designation eliminates or significantly reduces an accounting mismatch which
would otherwise arise; or

e The financial liability contains one or more embedded derivatives which
significantly modify the cash flows otherwise required.

Financial liabilities at FVTPL are measured at fair value with changes in fair value being
recognized in the consolidated statement of comprehensive income. Other financial
liabilities are subsequently measured at amortized cost using the effective interest
method.

With the exception of its derivative financial instruments which are FVTPL, Innovation’s
holdings in financial liabilities are classified as measured at amortized cost.

d) Derecognition

Financial assets are derecognized when the contractual rights to receive the cash flows
from these assets have ceased to exist or when Innovation has transferred
substantially all the risks and rewards of ownership of the assets.

Where substantially all the risks and rewards of ownership of the financial asset are
neither retained nor transferred, Innovation derecognizes the transferred asset only if
it no longer controls the asset. Control is represented by the practical ability to sell the
transferred asset without the need to impose additional restrictions. If Innovation
retains control over the asset, it will continue to recognize the asset to the extent of its
continuing involvement. When a financial asset is derecognized in full, a gain or loss is
recognized in net income for an amount equal to the difference between the carrying
amount of the asset and the value of the consideration received, including any new
assets and/or liabilities recognized.

Financial liabilities are derecognized when the associated obligation has been
discharged, cancelled, or otherwise extinguished.

14



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Classification and Subsequent Measurement (continued)

e) Derivative Financial Instruments

Innovation enters into derivative contracts to manage exposure to changes in interest
rates and the variability of cash flows associated with securitized mortgages. These
cash flows may be affected by changes in the timing of repayments, including
prepayments, of the underlying mortgage loans.

Derivative contracts are not designated in hedge accounting relationships and are
recorded at fair value through profit or loss. Innovation has transferred substantially all
of the risks and rewards of ownership of the securitized mortgages and has no ongoing
control over the transferred assets.

f) Embedded derivatives

Derivatives embedded in non-derivative host contracts are evaluated using the solely
payments of principal and interest test along with the business model test. Innovation
has embedded derivatives in its index-linked deposit products.

g) Financial asset impairment

Innovation establishes an allowance for credit losses for the following categories of
financial assets that are not measured at FVTPL:

e Financial assets at amortized cost; and
e Undrawn lending commitments.

gi) ECL impairment model

Innovation uses an ECL methodology to measure impairment of its financial
instruments. ECLs reflect the present value of all cash shortfalls related to default
events which may occur over a specified period of time. Innovation’s allowance for
credit losses are outputs of models with a number of underlying assumptions regarding
the choice of variable inputs and their interdependencies. The allowances reflect an
unbiased, probability-weighted outcome which considers multiple scenarios, based on
reasonable and supportable forecasts.
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INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

a)

Financial asset impairment (continued)

gi) ECL impairment model (continued)

Innovation’s ECL impairment model measures loss allowances using a three-stage
approach based on the change in credit risk since origination:

12-month ECL (Stage 1) — Where there has not been a significant increase in credit
risk since initial recognition of a financial instrument, an amount equal to 12 months
ECL is recorded. The ECL is computed using a probability of default occurring over
the next 12 months.

Lifetime ECL not credit-impaired (Stage 2) — When a financial instrument
experiences a significant increase in credit risk subsequent to origination but is not
considered to be in default, it is included in Stage 2. This requires the computation
of ECL based on the probability of default over the remaining estimated life of the
financial instrument.

Lifetime ECL credit-impaired (Stage 3) — Financial instruments that are considered
to be in default are included in this stage. Similar to Stage 2, the allowance for
credit losses captures the lifetime ECLs.

Financial assets may migrate forward or backward through the three stages as their
credit risk deteriorates or improves. When measuring ECLs, Innovation considers the
maximum contractual period over which it is exposed to credit risk (expected Llife). All
contractual terms are considered when determining the expected life, including
prepayment and extension options.

gii) Model parameters

The following variables represent the key inputs in Innovation’s ECLs:

Probability of Default (“PD”) — an estimate of the likelihood of default over a given
time horizon.

Loss Given Default (*LGD”) — an estimate of the loss arising in the case where a
default occurs at a given time. It is based on the difference between the contractual
cash flows due and those that the lender would expect to receive, including from
the realization of any collateral.
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INNOVATION FEDERAL CREDIT UNION
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(in thousands of Canadian $)
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MATERIAL ACCOUNTING POLICIES (continued)
Financial Instruments (continued)

g) Financial asset impairment (continued)

gii) Model parameters (continued)

e Exposure at Default (‘EAD”) — an estimate of the exposure at a future default date,
taking into account expected changes in the exposure after the reporting date,
including repayments of principal and interest, whether scheduled by contract or
otherwise, and expected drawdowns on committed facilities.

These parameters are generally derived from Innovation’s own historical loss data by
major asset class.

giii) Significant increase in credit risk

At each reporting date, Innovation assesses whether there has been a significant
increase in credit risk for exposures since initial recognition by comparing the risk of
default occurring over the remaining expected life from the reporting date and the date
of initial recognition. In making this assessment, Innovation considers both quantitative
and qualitative information that is reasonable and supportable, including historical
experience and forward-looking information that is available without undue cost or
effort.

Innovation allocates its loans to a relevant credit risk grade depending on their credit
quality. The quantitative information is primary indicator of significantincrease in credit
risk and is based on the change in lifetime PD.

Significant increase in credit risk is evaluated based on the risk rating migration of the
exposures with consideration of forward-looking macroeconomic factors.

For corporate lending there is a particular focus on assets that are included on a ‘watch
list, given an exposure is on a watch Llist once there is a concern that the
creditworthiness of the specific counterparty has deteriorated. For retail lending
Innovation considers the credit score changes of its members and events such as
bankruptcy.

There is a rebuttable presumption that the credit risk of the financial instrument has

increased significantly since initial recognition when contractual payments are more
than 30 days overdue. Innovation currently does not rebut this presumption.
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INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)
Financial Instruments (continued)

g) Financial asset impairment (continued)

giv) Forward-looking information

The measurement of ECLs for each stage and the assessment of significant increases
in credit risk considers information about past events and current conditions as well as
reasonable and supportable forecasts of future events and economic conditions. The
estimation and application of forward-looking information requires significant
judgment.

In its models, Innovation relies on forward-looking macroeconomic factors, such as
debt service ratios, unemployment rates, housing price indexes and bond yields.

Innovation utilizes multiple probability-weighted scenarios to estimate the forward-
looking macroeconomic factors. Innovation considers both internal and external
sources of information in order to achieve an unbiased measure of the scenarios used.
Innovation relies upon forecasts generated by an external vendor.

The external vendor provides multiple forecasted scenarios which are then assessed
and probability-weighted by Innovation using judgment.

Typically, Innovation will probability-weight the “base case” scenario most heavily as
it represents the most likely outcome and is aligned with information used by
Innovation for other purposes such as strategic planning and budgeting. The other
scenarios represent more optimistic and more pessimistic outcomes.

Change in accounting estimate

During the year, Innovation used additional macroeconomic factors through forward-
looking information and adjusted PD, LGD and EAD factors in estimating ECL. This
change was applied on a prospective basis. The impact of the change on the
impairment losses on financial assets of Innovation resulted in an increase in the 12-
month ECL (Stage 1) by $822 and a decrease to the lifetime ECL not credit-impaired
(Stage 2) by $544. As a result, the set of macroeconomic factors used in 2025 differs
from those used in 2024. Accordingly, certain forward-looking disclosures are not
directly comparable to the prior period.
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INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

MATERIAL ACCOUNTING POLICIES (continued)
Financial Instruments (continued)

g) Financial asset impairment (continued)

giv) Forward-looking information (continued)

The economic scenarios used in the determination of ECLs at December 31, 2025
include the following ranges of macroeconomic factors:

12 Month Average Forecast 5 Year Average Forecast
% Change ! Base Case Best Case Worst Case Base Case Best Case Worst Case
Debt Service Ratio -0.09% 1.55% -3.84% 0.27% 1.04% -0.39%
Unemployment Rate -3.30% -14.37% 17.38% -2.54% -3.69% 0.72%
Housing Price Index (HPI) 2.67% 5.83% -3.47% 2.39% 3.62% 0.93%
Benchmark Bond Yields 2-year 4.41% 75.48% -29.98% 280% 13.82% 0.32%
Benchmark Bond Yields 5-year 8.56% 79.34% -14.15% 354% 14.85% 1.33%
Target Rate -10.29% 51.09% -50.42% 1.10% 7.78% -3.04%
Treasury Bills 3-month -3.23% 68.07% -45.05% 264% 11.65% -2.97%

' The % change represents the change in the macro economic factor as a % difference from the most recent publicly
available results as of December 31, 2025

The economic scenarios used in the determination of ECLs at December 31, 2024
include the following ranges of macroeconomic factors:

12 Month Average Forecast 5 Year Average Forecast
% Change * Base Case Best Case Worst Case Base Case Best Case Worst Case
3 Month GOC Bond Rate -33.26% -0.84% -57.96% -886% -6.12% -12.09%
3 Month BA Rate -29.93% 0.24% -53.29% -830%  -6.08% -12.10%
Unemployment Rate 6.60% 5.85% 7.67% 5.30% 4.85% 6.52%
Housing Price Index (HPI) 2.80% 4.28% -4.30% 2.75%% 3.98% -0.76%

! The % change represents the change in the macro economic factor as a % difference from the most recent publicly
available results as of December 31, 2024

The sensitivity of ECLs to future economic conditions is measured by assuming each
forward-looking scenario (i.e. baseline, upside and downside) were weighted 100%
instead of applying scenario probability weights across the three scenarios. The
resulting increase (decrease) in the allowance for credit losses arising under these
range of scenarios for the year ended December 31, 2025 would be $335 to ($154)
(2024 - $253 to (5143)).
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MATERIAL ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

g) Financial asset impairment (continued)

gv) Modified financial assets

If the terms of a financial asset are modified, Innovation evaluates whether the cash
flows of the modified instrument are substantially different by comparing the present
value of the original cash flows to the revised cash flows discounted at the effective
interest rate. If the cash flows are substantially different, then the contractual rights to
the cash flows from the original financial instrument are deemed to have expired. In
this case, the original financial asset or liability is derecognized and a new financial
asset or liability is recognized in the consolidated statement of financial position at fair
value.

If the cash flows of the modified financial instrument carried at amortized cost are not
substantially different, then the modification does not result in derecognition and the
gross carrying amount of the asset or liability is adjusted to match the present value of
the revised contractual cash flows. The difference between the original and revised
gross carrying amount is recognized as a modification gain or loss in the consolidated
statement of comprehensive income.

If such a modification is carried out on a credit-impaired (Stage 3) loan, then the gain
or loss is included within the net impairment losses on financial assets. In all other
cases, it is recorded as other income.

gvi) Definition of default

Innovation considers a financial instrument to be in default (Stage 3) as a result of one
or more loss events that occurred after the date of initial recognition of the instrument
and the loss event has a negative impact on the estimated future cash flows of the
instrument that can be reliably estimated. This includes events that indicate:

e Significant financial difficulty of the borrower;

e High probability of the borrower entering a phase of bankruptcy or a financial
reorganization;

e Measurable decrease in the estimated future cash flows from the loan or value of
the underlying collateral.
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MATERIAL ACCOUNTING POLICIES (continued)
Financial Instruments (continued)

g) Financial asset impairment (continued)

gvi) Definition of default (continued)

In addition to these observable indicators, there is a rebuttable presumption that
default does not occur later than when a financial asset is 90 days past due. Innovation
does not currently rebut this presumption except for certain insured loans where, due
to the strength of the underlying credit enhancement, it is reasonably certain that
collection efforts will result in a full recovery of the defaulted loan.

gvii) Write-off policy

Innovation writes off an impaired financial asset (and the related impairment
allowance), either partially or in full, when there is no realistic prospect of recovery.
Where financial assets are secured, write-off is generally after receipt of any proceeds
from the realization of security. In circumstances where the net realizable value of any
collateral has been determined and there is no reasonable expectation of further
recovery, write-off may occur earlier. In subsequent periods, any recoveries of amounts
previously written off are credited to the net impairment on financial assets in the
consolidated statement of comprehensive income.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and highly liquid securities with an original
maturity of less than or equal to three months. They are subject to insignificant risk of
changes in fair value and are used to manage short-term cash commitments. Cash and
cash equivalents are carried at amortized cost on the consolidated statement of
financial position.

Loans

Loans and retained interests in loans from securitization closed to prepayments are
measured initially at fair value plus transaction costs, and subsequently at amortized
cost using the effective interest method, less any impairment losses. All loans are non-
derivative financial assets with fixed or determinable payments that are not quoted in
an active market.
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MATERIAL ACCOUNTING POLICIES (continued)

Loans (continued)

Retained interests in loans from securitization on pools open to prepayment are
recognized initially at fair value, and subsequently at FVTPL. The retained interest
would not meet the criteria to be recognized at amortized cost since the variability in
cash flows resulting from possible future prepayments would not meet the SPPI
criteria under IFRS 9.

Property and Equipment

Property and equipment are reported at cost less accumulated depreciation and
any accumulated impairment losses. Depreciation is recognized in profit and
loss and is calculated using the straight-line method over the estimated useful
life of the related asset as follows (with the exception of land, which is not
depreciated):

Facilities 10 - 40 years
Computer hardware 4 - 8 years
Furniture and equipment 5 years
Automotive 5 years

The estimated useful lives, residual values and depreciation methods are reviewed
annually and adjusted if appropriate.

Gains and losses on the disposal or retirement of property and equipment are
determined as the difference between the sales proceeds and the carrying amount of
the asset and are recorded in profit or loss in the year of disposal or retirement.

Intangible Assets
Intangible assets include certain computer software, naming rights and low-cost core
deposits arising from stable member relationships obtained through business

combinations where Innovation is considered the acquirer. All intangibles are initially
recorded at cost or at their assessed fair value at the time of the business combination.
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MATERIAL ACCOUNTING POLICIES (continued)
Intangible Assets (continued)

AllInnovation’s intangible assets have a finite life, and are amortized using the straight-
line method over the useful life of the asset as follows:

Software 2 - 10 years
Naming rights 40 years
Core deposits 9 years

Amortization is included in the consolidated statement of comprehensive income. The
estimated useful lives and amortization methods are reviewed annually and adjusted
if appropriate. Gains and losses on the disposal of intangible assets are recorded in
profit or loss in the year of disposal.

In determining if a SaaS (Software as a Service) arrangement is eligible for
capitalization as an intangible asset, Innovation assesses the arrangement to determine
if it has control of the software or a specific portion of the software. For those
arrangements, or specific portions of arrangements where control does not exist,
Innovation recognizes any related implementation costs as prepaid expenses or
operating expenses as incurred through netincome and comprehensive income. Where
control exists the costs are capitalized as intangible assets and depreciated over the
respective useful lives.

Impairment of Tangible and Intangible Assets

Annually, Innovation reviews the carrying amounts of its tangible and intangible assets
to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss, if any. Where it is
not possible to estimate the recoverable amount of an individual asset, Innovation
estimates the recoverable amount of a group of assets (or CGU) to which the asset
belongs. Where a reasonable and consistent basis of allocation can be identified,
corporate assets are also allocated to individual CGUs, or otherwise they are allocated
to the smallest group of CGUs for which a reasonable and consistent allocation basis
can be identified.

The recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, Innovation estimates future cash flows it expects to derive from
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MATERIAL ACCOUNTING POLICIES (continued)

Impairment of Tangible and Intangible Assets (continued)

the asset or group of assets along with expectations about possible variations in the
amount and timing of those cash flows. The estimated cash flows are discounted to
their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which
the estimates of future cash flows have not been adjusted. If the recoverable amount
of a CGU is estimated to be less than the carrying amount, the carrying amount of the
asset or assets within a CGU is reduced to its recoverable amount. An impairment loss
is recognized immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset or
CGU is increased to the revised estimate of its recoverable amount. The increased
carrying amount will not exceed the carrying amount that would have been determined
had no impairment loss been recognized for the asset or CGU in prior years. A reversal
of an impairment loss is recognized immediately in profit or loss.

Income Taxes

Income tax expense comprises of current and deferred income tax. Current and
deferred income taxes are recognized in profit or loss except to the extent that they
relate to items recognized directly in equity or in other comprehensive income.

Current income tax is the expected tax payable or receivable on the taxable income or
loss for the year, using tax rates enacted or substantively enacted at the reporting date,
and any adjustment to tax payable in respect of previous years.

Deferred income tax assets and liabilities are recognized for the future tax
consequences attributable to temporary differences between financial statement
carrying amounts and amounts used for taxation purposes. These amounts are
measured using enacted or substantively enacted tax rates at the reporting date and
re-measured annually for rate changes. Deferred income tax assets are recognized for
the benefit of the deductions available to be carried forward to future periods for tax
purposes to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences can be utilized.

Deferred tax assets are reviewed at each reporting date and are reduced to the extent
that it is no longer probable that the related tax benefit will be realized.
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MATERIAL ACCOUNTING POLICIES (continued)
Income Taxes (continued)

Any effect of the re-measurement or re-assessment is recognized in the year of change,
except when they relate to items recognized directly in other comprehensive income.

Deferred income taxes are offset when there is a legally enforceable right to offset
current tax liabilities against current tax assets, and when they relate to income taxes
levied by the same tax authority on the same taxable entity, or on different tax entities,
but Innovation intends to settle its current tax liabilities and assets on a net basis or
simultaneously.

Leases

a) As lessor

At inception, Innovation classifies a lease which transfers substantially all of the risks
and rewards incidental to ownership of the underlying asset as a finance lease. All
other leases are classified as operating leases.

When assets are held subject to a finance lease, Innovation recognizes a finance lease
asset included in loans in the consolidated statement of financial position representing
its net investment in the lease. Interest income is recognized over the term of the lease
using the implicit interest rate, which reflects a constant rate of return.

For operating leases, Innovation recognizes lease payments received as income on a
straight-Lline basis over the term of the lease.

b) As lessee

Innovation classifies a contract, or component of a contract, as a lease if it conveys a
right to control the use of an identifiable asset for a period of time in exchange for
consideration. With the exception of certain short-term and low-value leases,
Innovation recognizes a right-of-use asset and lease liability for all leases at
commencement.

Lease liabilities are initially measured at the present value of the lease payments due
over the term of the lease, discounted using the interest rate implicit in the lease or, if
that rate cannot be readily determined, at Innovation’s incremental borrowing rate.
Lease payments included in the measurement of the lease liability include fixed
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MATERIAL ACCOUNTING POLICIES (continued)
Leases (continued)

b) As lessee (continued)

contractual payments, variable contractual payments based upon a rate or index and
any amounts payable with respect to purchase, extension and/or termination options
when it is reasonably certain that Innovation will exercise the option. Subsequent to
initial recognition, lease liabilities are measured at amortized cost using the effective
interest method.

Right-of-use assets are initially measured at cost, which comprises the initial amount
of the lease liability plus initial direct costs and estimated decommissioning costs, less
any lease incentives received. Right-of-use assets are subsequently amortized on a
straight-line basis over the term of the lease or the estimated useful life of the asset,
whichever is shorter.

Revenue Recognition

Revenue is recognized when Innovation satisfies a performance obligation by
transferring the promised good or service to the customer, and the customer obtains
control of the good or service. The recognition of revenue can either be over time or at
a pointin time, depending on when the performance obligation is satisfied. Determining
the timing and transfer of control, at a point in time or over time, requires judgment.

Interest income is accrued on a time basis, by reference to the principal outstanding
and at the effective interest rate applicable, which is the rate that exactly discounts
estimated future cash receipts through the expected life of the financial asset to that
asset’s net carrying amount on initial recognition. The interest income is calculated by
applying the effective interest rate to the gross carrying amount of the non-credit
impaired financial assets. For credit-impaired financial assets the interest income is
calculated by applying the effective interest rate to the amortized cost of the credit-
impaired financial assets.

Other income includes service charges on products, transaction fees, other fees and

commissions and insurance fees, which are recognized over the period the services are
performed.
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MATERIAL ACCOUNTING POLICIES (continued)
Membership Equity

Membership shares are classified as financial liabilities in the consolidated statement
of financial position in accordance with their terms. All shares are redeemable at the
option of the member after one year from the request of membership withdrawal.

Foreign Currency Translation

Transaction amounts denominated in foreign currencies are translated into their
Canadian dollar equivalents at exchange rates prevailing at the transaction date.
Carrying values of monetary assets and liabilities reflect the exchange rates at the
reporting date. Carrying values of non-monetary assets and Lliabilities that are
measured in terms of historical cost reflect the exchange rates at the date of the
transaction. Non-monetary assets and liabilities that are measured at fair value are
translated to Canadian dollars at the exchange rate at the date that the fair value was
determined.

Translation gains and losses are included in other income in the consolidated statement
of comprehensive income.

Employee Future Benefits

Innovation’s employee future benefit program consists of a defined contribution
pension plan. A defined contribution plan is a post-employment benefit plan under
which Innovation pays fixed contributions into a separate entity. Innovation has no legal
or constructive obligation to pay further contributions if the plan does not hold
sufficient assets to pay all employees the benefits relating to employee service in the
current and prior periods.

Innovation’s contributions to the defined contribution plan are expensed as incurred.
Pension benefits of $2,717 (2024 - $2,639) were paid to defined contribution
retirement plans during the year.

Future Accounting Changes

Innovation actively monitors developments and changes in accounting standards from
the IASB, as well as requirements from the other regulatory bodies, including OSFI.
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MATERIAL ACCOUNTING POLICIES (continued)
Future Accounting Changes (continued)
a) Presentation and disclosure in financial statements (IFRS 18)

In April 2024, the IASB issued a new standard — IFRS 18 - Presentation and Disclosure
in Financial Statements. The standard becomes effective January 1, 2027,
prospectively. The key objective is to set requirements for the presentation of general-
purpose financial statements. It is expected that Innovation will have structural
changes to the financial statements which are currently being assessed.

b) Classification and disclosures (Amendments to IFRS 9)

In May 2024, the IASB issued amendments to IFRS 9, which will become effective
prospectively on January 1, 2026. These amendments include clarifying the
classification of financial assets with environmental, social, and corporate governance
impacts. The amendments also introduce new disclosure requirements for equity
investments. Innovation is currently assessing the impact.

c) Electronic transfer payments (Amendments to IFRS 9)

In May 2024, the IASB also issued amendments to IFRS 9 regarding the
derecognition of electronic transfer payments. These will become effective on January
1, 2026. The amendments clarify that financial assets and liabilities should be
derecognized on the settlement date rather than the initiation date. Additionally, the
IASB has developed an accounting policy option that allows a company to
derecognize a financial liability before delivering cash on the settlement date,
provided certain criteria are met. Innovation is currently assessing the impact.

CASH AND CASH EQUIVALENTS

2025 2024
Cash on hand S 33,899 S 12,361
Cash held with financial institutions 280,108 207,817
Short-term investments 7,065 -
Total S 321,072 S 220,178
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5.

INVESTMENTS

The following table provides information on the investments held by Innovation.

2025 2024

Debt Investments (Amortized Cost)

Mortgage-backed securities S 9,904 S 25,878

Corporate debt and covered bonds 85,006 81,792

Deposits and debt securities 70,648 60,099

Accrued interest 2,384 2,231

Impairment (113) (107)
Debt Investments (FVTPL)

Other debt securities 72,247 28,037

Accrued interest 1,035 129
Equity Securities (FVTPL)

Investment funds and other entities 34,872 34,483

Accrued interest 27 524
Total Investments S 276,010 ) 233,066

Innovation’s investment securities portfolio is comprised of a large number of
investment securities carrying a wide variety of terms, conditions and issuers held for
the purpose of liquidity management and effective utilization of excess funds.

At December 31, 2025, $207,873 (2024 - $126,904) of debt investments mature more
than 12 months after the reporting date.

SaskCentral Membership Shares

Currently Innovation holds $6,329 in Class B membership shares (2024 - $8,182) of
SaskCentral. The voting rights, characteristics, and value of membership shares are set
out in the bylaws of SaskCentral. Membership shares of SaskCentral carry an issuance
and redemption price of $10 (not in thousands) per share.

These shares are classified as FVTPL. There is no active market for these shares as they
are issued only by virtue of membership in SaskCentral. The shares are redeemable
upon withdrawal of membership or at the discretion of the board of directors of
SaskCentral. The shares may be surrendered upon withdrawal from membership for
proceeds equal to the paid-in value, to be received in accordance with a SaskCentral
by-law providing for the redemption of its share capital.
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LOANS

2025

ECL Allowance
Performing Impaired 12-month ECL LcI:::itm-?r::aLir:Zt cr:l:ieittrr:pi\i:d Net
(Stage 1)
(Stage 2) (Stage 3)

Agriculture $ 529,355 $ 1,930 $ (1,808) $ (1,094) $ (20) $ 528,363
Commercial® 1,064,435 112,741 (3,599) (2,200) (9,044) 1,162,333
Consumer 2,071,652 22,518 (1,773) (1,072) (3,248) 2,088,077
Finance Leases 5,425 376 (16) - (250) 5,635
Foreclosed Property - 82 - - - 82
Accrued Interest 23,765 8,325 - - - 32,090
Total Loans $ 3,694,632 $ 145972 S (7,196) $ (4,366) S (12,562) $ 3,816,480

! Loans are measured at amortized cost, except for $3,647 (2024 - $nil) in retained interests
from securitized loan pools open to prepayment, which are measured at fair value through profit

or loss (FVTPL).

2024
ECL Allowance
Lifetime ECL not Lifetime ECL
Performing Impaired 12-month ECL credit-impaired credit-impaired Net
(Stage 1)
(Stage 2) (Stage 3)
Agriculture S 483,653 S -$ (674) S (843) S - S 482,136
Commercial 1,318,013 28,949 (1,831) (3,295) (6,742) 1,335,094
Consumer 1,883,252 2,330 (1,388) (2,773) (1,363) 1,880,058
Finance Leases 6,402 376 (27) - (250) 6,501
Foreclosed Property - 36 - - - 36
Accrued Interest 25,508 4,072 - - - 29,580
Total Loans S 3716828 $ 35763 $ (3920) $ (6,911) $ (8,355) $ 3,733,405

The aging of loans, including those that were past due but not impaired and those that
were individually impaired, as at December 31 was:

2025 2024
Performing Impaired Performing Impaired
Current $ 3,646,975 S 3,287 S 3,646,727 S 1,340
31-60 days 17,253 200 23,584 12
61-90 days 5,808 530 2,246 79
Over 90 days 831 132,930 18,761 30,260
Accrued Interest 23,765 8,325 25,510 4,072
Total $ 3,694,632 $ 145,972 S 3,716,828 S 35,763
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LOANS (continued)

Innovation holds collateral against loans to customers in the form of interests over
property, other securities over assets, and guarantees.

During the year, Innovation obtained residential property and commercial property with
carrying values of $82 and (2024 - $36) by taking possession of collateral held as
security. Repossessed property is sold as soon as practicable, with the proceeds used

to reduce the outstanding indebtedness.

ALLOWANCE AND NET PROVISION FOR CREDIT LOSSES

The following tables show reconciliations from the opening to the closing balance of
the allowance for impairment by class of financial instrument.

2025
Lifetime ECL not  Lifetime ECL
12-month ECL credit-impaired credit-impaired
Total (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2025 S 3920 S 6911 § 8355 $ 19,186
Transfer to 12-month ECL 1,029 (1,029) - -
Transfer to lifetime ECL not credit-impaired (180) 254 (74) -
Transfer to lifetime ECL credit-impaired (126) (1,378) 1,504 -
Net remeasurement of loss allowance 1,305 2,539 4351 8,195
New financial assets originated 2,553 399 1811 4,763
Financial assets that have been derecognized (1,305) (3,330) 1,890 (2,745)
Write-offs - - (5,851) (5,851)
Recoveries - - 576 576
Balance at December 31, 2025 $ 7,196 $ 4366 $ 12,562 $ 24,124
Lifetime ECL not Lifetime ECL
12-month ECL  credit-impaired  credit-impaired

Agricultural (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2025 S 685 $ 843 § 250 $ 1,778
Transfer to 12-month ECL 72 (72) - -
Transfer to lifetime ECL not credit-impaired (28) 28 - -
Transfer to lifetime ECL credit-impaired (27) (31) 58 -
Net remeasurement of loss allowance® 617 548 (37) 1,128
New financial assets originated 596 98 - 694
Financial assets that have been derecognized (91) (320) 25 (386)
Write-offs - - (26) (26)
Recoveries - - - -
Balance at December 31, 2025 S 1824 S 1,094 S 270 S 3,188

YIncludes finance leases from our agricultural borrowers with a total allowance of $257.
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ALLOWANCE AND NET PROVISION FOR CREDIT LOSSES (continued)

Lifetime ECL not Lifetime ECL

12-month ECL  credit-impaired  credit-impaired
Commercial (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2025 S 1847 $ 3,295 $ 6,742 S 11,884
Transfer to 12-month ECL 455 (455) - -
Transfer to lifetime ECL not credit-impaired (52) 52 - -
Transfer to lifetime ECL credit-impaired (92) (9106) 1,008 -
Net remeasurement of loss allowance? 1,033 1,715 3,347 6,095
New financial assets originated 1,023 107 - 1,130
Financial assets that have been derecognized (615) (1,598) 1,720 (493)
Write-offs - - (3,866) (3,866)
Recoveries - - 93 93
Balance at December 31, 2025 S 3599 $ 2,200 $ 9,044 S 14,843
2Includes finance leases from our commercial borrowers with a total allowance of $9.

Lifetime ECLnot  Lifetime ECL

12-month ECL  credit-impaired  credit-impaired
Consumer (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2025 S 1,388 S 2773 S 1,363 S 5,524
Transfer to 12-month ECL 502 (502) - -
Transfer to lifetime ECL not credit-impaired (100) 174 (74) -
Transfer to lifetime ECL credit-impaired (7) (431) 438 -
Net remeasurement of loss allowance (345) 276 1,041 972
New financial assets originated 934 194 1811 2,939
Financial assets that have been derecognized (599) (1,412) 145 (1,866)
Write-offs - - (1,959) (1,959)
Recoveries - - 483 483
Balance at December 31, 2025 S 1,773 S 1,072 S 3248 S 6,093
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ALLOWANCE AND NET PROVISION FOR CREDIT LOSSES (continued)

2024
Lifetime ECL not  Lifetime ECL
12-month ECL  credit-impaired  credit-impaired
Total (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2024 S 3,148 S 4652 S 4986 $ 12,786
Transfer to 12-month ECL 1,069 (1,026) (43) -
Transfer to lifetime ECL not credit-impaired (233) 249 (16) -
Transfer to lifetime ECL credit-impaired (1,499) (786) 2,285 -
Net remeasurement of loss allowance 528 4,016 4,563 9,107
New financial assets originated 1,358 535 14 1,907
Financial assets that have been derecognized (451) (729) (351) (1,531)
Write-offs - - (3,480) (3,480)
Recoveries - - 397 397
Balance at December 31, 2024 S 3920 S 6,911 § 8355 § 19,186
Lifetime ECL not Lifetime ECL
12-month ECL  credit-impaired  credit-impaired

Agricultural (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2024 S 334 S 822 S 253 & 1,409
Transfer to 12-month ECL 265 (265) - -
Transfer to lifetime ECL not credit-impaired (10) 10 - -
Transfer to lifetime ECL credit-impaired - - - -
Net remeasurement of loss allowance® (218) 327 - 109
New financial assets originated 343 52 - 395
Financial assets that have been derecognized (29) (103) (9) (141)
Write-offs - - (1) (1)
Recoveries - - 7 7
Balance at December 31, 2024 S 685 S 843 S 250 S 1,778

YIncludes finance leases from our agricultural borrowers with a total allowance of $261.
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ALLOWANCE AND NET PROVISION FOR CREDIT LOSSES (continued)

Lifetime ECL not Lifetime ECL
12-month ECL  credit-impaired  credit-impaired

Commercial (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2024 S 1,061 S 2,188 § 3449 S 6,698
Transfer to 12-month ECL 309 (309) - -
Transfer to lifetime ECL not credit-impaired (24) 24 - -
Transfer to lifetime ECL credit-impaired (134) (392) 526 -
Net remeasurement of loss allowance? 317 1,983 3,601 5901
New financial assets originated 411 72 - 483
Financial assets that have been derecognized (93) (271) (273) (637)
Write-offs - - (679) (679)
Recoveries - - 118 118
Balance at December 31, 2024 S 1847 S 3295 § 6,742 § 11,884
?Includes finance leases from our commercial borrowers with a total allowance of $16.
Lifetime ECL not Lifetime ECL

12-month ECL  credit-impaired  credit-impaired
Consumer (Stage 1) (Stage 2) (Stage 3) Total ECL
Beginning Balance, January 1, 2024 S 1,753 § 1,642 $ 1,284 $ 4,679
Transfer to 12-month ECL 495 (452) (43) -
Transfer to lifetime ECL not credit-impaired (199) 215 (16) -
Transfer to lifetime ECL credit-impaired (1,365) (394) 1,759 -
Net remeasurement of loss allowance 429 1,706 962 3,097
New financial assets originated 604 411 14 1,029
Financial assets that have been derecognized (329) (355) (69) (753)
Write-offs - - (2,800) (2,800)
Recoveries - - 272 272
Balance at December 31, 2024 S 1,388 S 2773 S 1363 S 5,524

The proportion of allowance relating to undrawn commitments included above is $121

(2024- $138).
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7.

ALLOWANCE AND NET PROVISION FOR CREDIT LOSSES (continued)

2025
Lifetime ECL not Lifetime ECL
12-month ECL  credit-impaired  credit-impaired
Debt instruments at Amortized Cost (Stage 1) (Stage 2) (Stage 3) Total
Agriculture loans S 1,122 § 326§ (12) $ 1,436
Commercial loans 1,441 224 5,067 6,732
Consumer loans (10) (942) 2,997 2,045
Investments 6 - - 6
Net impairment losses on financial assets  $ 2559 $ (392) $ 8,052 $ 10,219
2024
Lifetime ECL not Lifetime ECL
12-month ECL  credit-impaired  credit-impaired
Debt instruments at Amortized Cost (Stage 1) (Stage 2) (Stage 3) Total
Agriculture loans S 9% S 276 S 9 S 363
Commercial loans 635 1,784 3,328 5,747
Consumer loans 704 1,762 907 3,373
Investments 70 - - 70
Net provision for credit losses S 1,505 $ 3822 S 4226 S 9,553

DERIVATIVE FINANCIAL INSTRUMENTS

The table below shows the fair values of derivative financial instruments, recorded as
assets or liabilities, together with their notional amounts. The notional amount,
recorded gross, is the amount of a derivative’s underlying asset, reference rate or index
and is the basis upon which changes in the value of the derivatives are measured. The
notional amounts indicate the volume of transactions outstanding at December 31,
2025 and are not indicative of either the market risk or the credit risk.

Interest rate swaps
Innovation currently enters into interest rate swaps to manage exposure to interest rate
risk. Interest rate swaps are contractual agreements between two parties to exchange

a series of cash flows based on agreed upon rates to a notional amount. Generally,
counterparties exchange a fixed and floating interest rate payment to manage
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DERIVATIVE FINANCIAL INSTRUMENTS (continued)

Interest rate swaps (continued)

exposure to interest rate risk by modifying the interest rate characteristics of assets or

liabilities.
Maturities of derivatives (notional amount) Net fair value
2025 2024 2025 2024
Over 5

Under 1 year 1to5years years Total Total Assets Liabilities Assets Liabilities
Derivatives at FVTPL
Interest rate swaps $ 40,000 $ 60,000 $ - $100,000 $40,000 | $157 $ - $ 571 S -
Index-linked options - - - - 457 - - 1727 177

$ 40,000 $ 60,000 $ - $100,000 $40,457 [ $157 § - S 748 S 177

PROPERTY AND EQUIPMENT AND INVESTMENT PROPERTY

Property and equipment

2025
Computer Furniture &
Land Facilities Hardware Equipment Automotive Total

Cost

Balance at January 1, 2025 $1,718 $32650 $15303 $ 4381 $§ 1,247 $55,299

Additions - 57 1,277 27 288 1,649

Disposals - - - - (153) (153)
Balance at December 31, 2025 $1,718 $32,707 $16,580 $ 4,408 $ 1,382 $56,795
Depreciation

Balance at January 1, 2025 S - $25094 $11641 S 3,839 S 785 $ 41,359

Depreciation expense - 951 1,130 138 144 2,363

Disposals - - - - (119) (119)
Balance at December 31, 2025 S - $26,045 $12,771 $ 3,977 § 810 $43,603
Net Book Value
Balance at December 31, 2025 $1,718 $ 6,662 $ 3,809 $ 431 S 572 $13,192
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PROPERTY AND EQUIPMENT AND INVESTMENT PROPERTY (continued)

Property and equipment (continued)

Computer Furniture &

2024

Land Facilities Hardware Equipment Automotive Total
Cost
Balance at January 1, 2024 $1,718 $32,319 $13826 S 4207 S 1,072 $53,142
Additions - 569 1,580 174 263 2,586
Disposals - - (103) - (88) (191)
Transfer to investment property - (238) - - - (238)
Balance at December 31, 2024 $1,718 $32650 $15303 S 4,381 $§ 1,247 $55,299
Depreciation
Balance at January 1, 2024 S - $24298 $10,650 S 3,697 S 729 $39,374
Depreciation expense - 934 1,032 142 139 2,247
Disposals - - (41) - (83) (124)
Transfer to investment property - (138) - - - (138)
Balance at December 31, 2024 S - $25094 $11641 S 3,839 S 785 $ 41,359
Net Book Value
Balance at December 31, 2024 $1,718 S 7556 $ 3,662 S 542 S 462 $ 13,940
Investment Property
2025 2024
Cost
Balance at January 1 S 2658 $§ 2420

Transfer from property and equipment

- 238

Balance at December 31 S 2658 S 2658
Depreciation
Balance at January 1 S 1558 $§ 1334
Transfer from property and equipment - 138
Depreciation expense 86 86
Balance at December 31 S 1644 S 1558
Net Book Value
Balance at December 31 S 1014 S 1,100

The fair value of the investment property above as at December 31, 2025 is $1,752

(2024 - $1,752).
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10. LEASES

Right-of-use (ROU) assets

2025 2024
Facilities Other Total Facilities Other Total
Cost
Balance atJanuary 1 S 1416 S 72 $ 1488 S 1533 S 72 S 1,605
Additions 283 - 283 396 - 396
Disposals (279) (35) (314) (513) - (513)
Balance at December 31 S 1,420 S 37 $§ 1457 $ 1416 S 72 S 1488
Depreciation
Balance atJanuary 1 S 624 S 47 S 671 S 816 $ 40 S 856
Depreciation expense 331 7 338 321 7 328
Disposals (279) (35) (314) (513) - (513)
Balance at December 31 $ 676 S 19 §$ 695 S 624 S 47 S 671
Net Book Value
Balance at December 31 S 744 S 18 § 762 S 792 § 25 S 817
Lease liabilities
2025 2024
Interest expense on lease liabilities S 42 S 53
Expense relating to variable lease payments 161 152
Total amounts recognized in profit or loss $ 203 S 205
Repayment of lease liabilities 293 300
Total cash outflows for leases S 496 S 504

The variable lease payments that are not included in the calculation of the lease
liability include operating costs associated with the lease that are not based on an
index or rate.

The lease liability carrying value as at December 31, 2025 is $815 (2024- $867).

The contractual maturity of future lease payments are as follows:

2025 2024
1 year or less S 368 S 374
1 to 5 years S 565 S 754
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11. INTANGIBLE ASSETS

2025
Software Naming Rights Core Deposits Total
Cost
Balance atJanuary 1 S 6483 S 1,500 $ 901 8,884
Balance at December 31 $ 6,483 $ 1,500 $ 901 $ 8,884
Amortization
Balance at January 1 S 6482 S 550 $ 615 7,647
Amortization expense - 37 104 141
Balance at December 31 S 6,482 $ 587 $ 719 §$ 7,788
Carrying Value
Balance at December 31 S 1 4 913 $ 182 $ 1,096
2024
Software Naming Rights  Core Deposits Total
Cost
Balance at January 1 S 6483 S 1500 $ 901 $ 8,884
Balance at December 31 ) 6483 S 1500 $ 901 S 8,884
Amortization
Balance at January 1 S 6477 S 512 § 511 $ 7.500
Amortization expense 5 38 104 147
Balance at December 31 S 6482 S 550 $ 615 $ 7,647
Carrying Value
Balance at December 31 ) 1S 950 $ 286 S 1,237
12. DEPOSITS
2025 2024
Demand $ 1,751,037 S 1602901
Term 1,489,357 1,591,703
Registered Plans 380,789 355,792
Interest Payable 39,047 50,779
Total Deposits S 3,660,230 S 3,601,175

At December 31, 2025, $1,044,906 (2024 - $800,141) of deposits are expected to be
settled more than 12 months after the reporting date.
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13. FUNDING FACILITIES

Loans Payable

2025 2024

Balance CreditLimit Balance Credit Limit

SaskCentral Line of Credit S - § 2,000 S - $ 10,000
Central 1 Line of Credit - 45,000 - 45,000
National Bank Credit Line - 50,000 - 50,000
Desjardins Credit Line - 70,000 - 50,000
Total Credit Facilities (CDN) S - $167,000 $ - $155,000
SaskCentral Line of Credit - 100 - 100
Central 1 Line of Credit - 500 - 500
Total Credit Facilities (USD) $ - S 600 S -8 600

Innovation has two committed credit facilities with SaskCentral in the amount of
$2,000 (2024 - $10,000) and $100 in U.S. funds (2024 - $100). The interest rate on
both lines of credit is the SaskCentral prime interest rate plus an applicable spread.
Innovation pledges securities issued by the Federal Government as collateral for both
facilities. Innovation is required to have assets pledged and held as collateral for these
facilities at all times. The market value of the pledged securities was $2.47 million as
of December 31, 2025.

Innovation has two committed credit facilities with Central 1 in the amount of $45,000
(2024 - $45,000) and $500 in U.S. funds (2024 - $500). The interest rate on both lines
of credit is the Central 1 prime interest rate plus an applicable spread. Innovation
pledges securities issued by the Federal Government as collateral for both facilities.
IFCU is required to have assets pledged and held as collateral for these facilities at all
times. The market value of the pledged securities was $49.30 million as of December
31, 2025.

Innovation has a committed credit facility with Desjardins in the amount of $70,000
(2024 - $50,000). The facility can be drawn with two business days’ notice. The
interest rate depends on the type of draw and collateral pledged but is based on the
Desjardins cost of funds or prime rate plus an applicable spread. Collateral is only
required when a draw is made. Forms of collateral include eligible insured, insurable
and uninsured residential mortgages.

40



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

13.

14.

FUNDING FACILITIES (continued)
Loans Payable (continued)

Innovation has a committed credit facility with National Bank in the amount of $50,000
(2024 - $50,000). The facility can be drawn with two business days’ notice. The
interest rate is based on CORRA or National Bank prime rate plus an applicable spread.
Collateral is only required when a draw is made. Forms of collateral include eligible
insured residential mortgages, cash and Government securities.

Short-term Notes Payable
IFCU issues Bearer Deposit Notes (BDNs), which are recorded as short-term notes

payable. BDNs are unsecured debt instruments issued at a discount to their face value.
The purchaser receives the face value at maturity.

2025 2024
Face value S 200,000 S 110,000
Discount (945) (482)
Total short-term notes payable S 199,055 S 109,518

In 2025 interest expense of $4,336 (2024 - $1,323) was recognized in the income
statement as part of borrowings related to the BDNs.

SECURITIZED BORROWINGS
Securitizations not qualifying for derecognition

Innovation participates in the Canada Mortgage and Housing Corporation (*CMHC")
sponsored National Housing Act Mortgage-Backed Securities (“NHA MBS”) program
where Innovation assigns all legal rights, interest and title in certain insured residential
mortgages to CMHC in exchange for NHA MBS certificates. As Innovation continues
to be exposed to substantially all of the risks and rewards of ownership of the original
mortgages, Innovation has determined that the assignment of the mortgages does not
constitute a transfer.

At December 31, 2025, the carrying value of the residential mortgage loans, including
accrued interest is $156,737 (2024 - $111,736). Due to retention of substantially all
the risks and rewards of ownership of these assets, Innovation continues to recognize
them within loans on the consolidated statement of financial position, and the transfers
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14.

SECURITIZED BORROWINGS (continued)
Securitizations not qualifying for derecognition (continued)

are accounted for as secured financing transactions. The associated liability of
$155,289 (2024 - $110,210), secured by these assets, is included in securitized
borrowings on the consolidated statement of financial position and is carried at
amortized cost.

Innovation also retains certain amounts of its issued NHA MBS certificates as part of
its liquidity management strategy. As at December 31, 2025 residential mortgages of
$224,722 (2024 -$237,622) with a fair value of $223,455 (2024 - $230,188) were
assigned to NHA MBS certificates and retained by Innovation. These unsold NHA MBS
certificates are reported in consumer loans on the consolidated statement of financial
position.

Securitizations qualifying for derecognition

Certain securitization transactions undertaken by Innovation result in Innovation
derecognizing the transferred assets in their entirety. This is the case where Innovation
purchases, securitizes and sells pools of multi-family and social housing mortgages
with no prepayment option to third parties. Innovation does not retain substantially all
the risks and rewards of ownership and transfers control over the assets. Innovation
retains some continuing involvement in the transaction which is represented by the
retained interests. Innovation is compensated for servicing through retained interest,
no separate servicing asset or liability is recognized. There is no credit risk associated
with the securitization retained interest as the derecognized loans are fully insured.

Innovation achieves derecognition on the securitization and sale of certain pools of
multi-family and social housing mortgages with a prepayment option. In these
transactions, Innovation purchases, securitizes, and sells pools of multi-family and
social housing mortgages and then engages in a transaction to transfer its rights in the
excess interest spread and/or any prepayment risk, thereby transferring substantially
all the risks and rewards of ownership in the asset and derecognizing the asset in its
entirety. During the year Innovation purchased, and derecognized $117,826 (2024 —
Snil) of multi-unit residential loans with prepayment options.

The following table provides quantitative information of Innovation’s securitization
activities and transfers that are derecognized in their entirety during the year:
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14.

15.

16.

SECURITIZED BORROWINGS (continued)

Securitizations qualifying for derecognition (continued)

2025 2024

Multi-family securitization activity

Principal balance of multi-family loans securitized and derecognized during the year S 228,712 S -
Gain on multi-family loans securitized and derecognized during the year 948 -
Continuing involvement

Outstanding principal balance of derecognized multi-family loans subject to servicing

agreements 228,712 =
Carrying value of retained interests 7,107 -
Cumulative servicing expense on derecognized multi-family loans during the year 18 -

OTHER INCOME

2025 2024
Service charges on products $ 1,247 S 1,183
Loan fees, commissions and insurance 5,297 4927
Other fees and commissions 3,188 4,138
Innovation Wealth 7,150 6,200
Other revenue 1,507 1,046
Total $ 18,389 S 17,494

MEMBERSHIP SHARES AND DISTRIBUTIONS

Innovation may issue an unlimited number of membership shares and consists of fully
paid shares with a par value of S5 per share (not in thousands). The membership shares
are redeemable under certain conditions stipulated in the Bank Act and in the by-laws
of Innovation. Innovation has the ability to distribute to members surplus earnings in
the form of patronage allocations and/or dividends.

Membership shares and distributions are comprised of the following:

2025 2024
Membership Shares - par value $ 363 S 338
Membership Shares - patronage allocations 21,255 20,160
Membership rewards - unrestricted 11,630 10,656

Total Membership Shares and Distributions $ 33,248 S 31,154
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16.

17.

MEMBERSHIP SHARES AND DISTRIBUTIONS (continued)

Unrestricted Member Rewards included available distributions made to members
including dividends. These balances are disbursable at the option of the member.

The Board of Directors declared total member distributions in the amount of $5,374
(2024 - $5,271) based on 2025 earnings. The member distributions approved by the
Board of Directors quarterly were based on the balance of active Member Reward
accounts, members under the age of 19 as of that quarter, loan interest paid and
deposit interest earned by each member during the quarter (excluding credit cards and
registered products deposits), and digital transaction activity.

The member distributions are reported on the consolidated financial statements as
follows: $1,242 (2024 - $1,359) cash dividends, $139 (2024 - $125) youth cash
dividends, $425 (2024 — $437) Monthly Transaction Rewards, and $3,568 (2024 -
$3,350) patronage allocations to Membership Shares.

CAPITAL MANAGEMENT

Innovation conducts its capital management in accordance with OSF| Capital Adequacy
Requirements (CAR) - Guideline. Innovation has established a Capital Plan that is
approved by the Board of Directors. A Capital Contingency Plan is also in place to
identify, measure, monitor, and control capital during a stressed event.

Regulatory standards require small to medium size deposit taking institutions (SMSBs)
to maintain the following minimum ratios as a percentage of risk weighted assets,
these minimums include a 2.5% capital conservation buffer:

Common equity tier 1 (CET1) 7.00%
Tier 1 capital 8.50%
Total capital 10.50%

Total capital is the combination of tier 1 and tier 2 capital.

Tier 1 capital is comprised of the highest quality capital elements. It consists of two
components: CET1 and additional Tier 1 capital. CET1 includes common shares,
retained earnings, contributed surplus, accumulated other comprehensive income and
applied regulatory adjustments. Deductions from CET1 include items such as goodwill,
intangible assets, deferred tax assets (except those arising from temporary differences)
and significant investments in commercial entities. Additional Tier 1 capital consists of
qualifying shares and other instruments issued by Innovation that meet the criteria for
inclusion in additional tier 1 capital and are not included in CET1.
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17.

18.

CAPITAL MANAGEMENT (continued)

Tier 2 capital includes items such as collective allowance for credit losses,
subordinated debt, preferred shares or other instruments issued by Innovation that
meet the criteria for inclusion in tier 2 capital and are not included in tier 1 capital.

Regulatory standards also require category Il SMSBs to maintain a minimum leverage
ratio of 3.0% (2024 — 3.0%). This ratio is calculated by dividing Tier 1 capital by on
balance sheet exposures, derivative exposures, securities financing transactions and

off-balance sheet items.

During the year, Innovation complied with all regulatory capital requirements.

The following table summarizes key capital information:

Capital Summary 2025 2024
Common equity tier 1 capital S 407,397 S 381,252
Total tier 1 capital 407,397 381,252
Total tier 2 capital 11,597 10,938

Total capital S 418,994 S 392,190

Risk-weighted assets S 2,552,183 S 2,579,181

Leveraged assets 4,584,492 4,467,918

Common equity tier 1 to risk weighted assets 15.96% 14.78%

Total Tier 1 to risk weighted assets 15.96% 14.78%

Total capital to risk weighted assets 16.42% 15.21%

Total Tier 1 capital to leveraged assets 8.89% 8.53%

RELATED PARTY TRANSACTIONS

Related parties exist when one party has the ability to directly or indirectly exercise
control, joint control, or significant influence over the other or is a member, or close
family of a member, of the key management personnel of Innovation. Related party
transactions are in the normal course of operations and are measured at the
consideration established and agreed to by the parties.
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18.

RELATED PARTY TRANSACTIONS (continued)
Loans

At December 31, 2025, certain directors, senior management and their spouses,
children and dependents were indebted to Innovation for an amount totaling $4,990
(2024 - $4,183). The loans to the directors were granted under the same lending
policies applicable to other members. Certain management loans qualify for the staff
lending program at preferential rates. These loans have been recorded at amortized
cost with the discount amortized using the effective interest method. Director and
management loans are included in loans on the consolidated statement of financial
position.

There were no loans forgiven or written down during the year with related parties.
Deposits

As of December 31, 2025, certain directors, senior management and their spouses,
children and dependents over which the director or executive has substantial control
had deposits at Innovation for an amount totaling $2,346 (2024 - $2,400).

Directors and other key management personnel may hold deposit accounts. These
accounts are maintained under the same terms and conditions as the accounts of other
members and are included in deposits on the consolidated statement of financial
position.

Remuneration

Compensation for directors and other key management personnel was comprised of:

2025 2024
Salaries and other short-term employee benefits $5354 S 4,702
Other long-term benefits 193 190
$5548 S 4,892
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19. CLASSIFICATION AND FAIR VALUE OF FINANCIAL INSTRUMENTS

The following tables summarize the classification of Innovation’s financial instruments:

2025 2024
FVTPL Amortized Total Carrying FVTPL Amortized Cost Total Carrying
Cost Value Value

FINANCIAL ASSETS
Cash and cash equivalents S - $ 321,072 $ 321,072 S - S 220,178 $ 220,178
Investments 108,181 167,829 276,010 63,173 169,893 233,066
Loans 3,647 3,812,833 3,816,480 - 3,733,405 3,733,405
Accounts receivable - 6,529 6,529 - 6,687 6,687
Derivative assets 157 - 157 748 - 748
FINANCIAL LIABILITIES
Deposits S - $ 3,660,230 $ 3,660,230 $ - $ 3601,175 $ 3,601,175
Securitized borrowings - 155,289 155,289 - 110,210 110,210
Accounts payable and accrued liabilities - 24,246 24,246 - 16,690 16,690
Short term notes payable - 199,055 199,055 - 109,518 109,518
Derivative liabilities - - - 177 - 177
Membership shares and distributions - 33,248 33,248 31,154 31,154

Fair value of financial instruments

The fair value of a financial instrument is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s
length transaction on the measurement date.

Fair values are determined, where possible, by reference to quoted bid or asking prices
in an active market. In the absence of an active market, Innovation determines fair value
based on internal or external valuation models, such as discounted cash flow analysis
or using observable market-based inputs (bid and ask price) for instruments with
similar characteristics and risk profiles.

Innovation classifies fair value measurements of financial instruments recognized in the
consolidated statement of financial position using the following three-tier fair value
hierarchy, which reflects the significance of the inputs used in measuring fair value as
follows:

e Level 1: Quoted market prices (unadjusted) are available in active markets for
identical assets or liabilities; and

o Level 2: Fair value measurements are derived from inputs other than quoted prices
that are included within Level 1 that are observable for the asset or liability, either
directly or indirectly; and
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19.

CLASSIFICATION AND FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

Fair value of financial instruments (continued)

e Level 3: Fair value measurements derived from valuation techniques that include
significant unobservable inputs.

Fair value measurements are classified in the fair value hierarchy based on the lowest
level input that is significant to that fair value measurement. This assessment requires
judgment, considering factors specific to an asset or a liability and may affect
placement within the fair value hierarchy.

Fair values represent estimates of value at a particular point in time and may not be
relevant in predicting future cash flows or income. Estimates respecting fair values are
based on subjective assumptions and contain significant uncertainty. Potential income
taxes or other expenses that may be incurred on actual disposition have not been
reflected in the fair values disclosed.

The following methods and assumptions were used to estimate fair values of financial
instruments:

e The carrying values for cash and cash equivalents, accounts receivable, accounts
payable and accrued liabilities and membership shares and distributions
approximated their fair values.

e The terms for short-term deposit notes are consistently three months; therefore,
the face value of the notes approximates the fair value.

e Estimated fair values of investments are based on quoted market prices of similar
investments (Level 2). Venture capital funds are carried at the last disclosed net
asset value (Level 3).

e For variable interest rate loans that re-price frequently, carrying values are
assumed to be fair values. Fair values of other loans are estimated using
discounted cash flow calculations with market interest rates for similar groups of
loans to expected maturity amounts.

e Fair value of deposits without a specified maturity term is the stated value. Fair
value for other deposits is estimated using discounted cash flow calculations at
market rates for similar deposits.

e Fair values of securitized borrowings are estimated using discounted cash flow
calculations with market interest rates for similar groups of loans to expected
maturity amounts.
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19.

CLASSIFICATION AND FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

Fair value of financial instruments (continued)

e The fair value of derivative financial instruments is estimated by referring to the
appropriate current market yields with matching terms to maturity. These
instruments have been valued assuming they will not be sold, using present value
or other techniques, and are not necessarily representative of the amounts
realizable in an immediate settlement of the instrument.

The interest rates used to discount estimated cash flows, when applicable, are based
on the government treasury bill rates for investments with maturities less than a year
and government bond rates for longer-term investments. Loan discount rates are
based on Innovation's residential mortgage floor rates for insured loans and
commercial mortgage renewal rates for all other lending. These are as follows:

2025 2024
Investments 247% -3.79% 2.07% -3.13%
Loans 4.01% -6.13% 4.09% -6.67%
Deposits 290% - 3.10% 3.30% -3.45%

The fair value and related carrying value of the financial instruments have been
summarized in the table below by level within the fair value hierarchy, except for those
financial instruments whose carrying amount is a reasonable approximation of fair
value.

2025

Carrying Value  Fair Value Level 1 Level 2 Level 3
FINANCIAL ASSETS
Measured at FVTPL
Investments $ 108181 $ 108181 $ - $ 80,091 S 28,090
Derivative assets 157 157 - 157 -
Loans 3,647 3,647 - 3,647 -
Measured at Amortized Cost
Investments 167,829 171,176 - 171,176 -
Loans 3,816,480 3,796,625 - 3,796,625 -

S 4,096,294 S 4,079,786 S - $ 4,051,696 $ 28,090
FINANCIAL LIABILITIES
Measured at FVTPL
Derivative liabilities S - S - S - S - S -
Measured at Amortized Cost
Short term notes payable S 199,055 S 200,000 $ - S 200,000 $ -
Deposits 3,660,230 3,644,004 - 3,644,004 -
Securitized borrowings 155,289 156,847 - 156,847 -

S 4,014574 $ 4,000,851 $ - $ 4,000,851 $ -
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19.

20.

CLASSIFICATION AND FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

Fair value of financial instruments (continued)

2024

Carrying Value Fair Value Level 1 Level 2 Level 3
FINANCIAL ASSETS
Measured at FVTPL
Investments S 63,173 $ 63,173 $ - S 36,833 $ 26,340
Derivative assets 748 748 - 748 -
Measured at Amortized Cost
Investments 169,893 172,818 - 172,818 -
Loans 3,733,405 3,705,022 - 3,705,022 -

S 3967,219 S 3941761 S - S 3,915,421 $ 26,340

FINANCIAL LIABILITIES
Measured at FVTPL

Derivative liabilities S 177 S 177 S - S 177 S

Measured at Amortized Cost

Short term notes payable 109,518 110,000 - 110,000 -

Deposits 3,601,175 3,678,481 - 3,578,481

Securitized borrowings 110,210 111,831 - 111,831 -
$ 3821080 $ 3800489 S - S 3,800,489 $ -

There were no transfers between Level 1 and Level 2 in the period and there are no
liabilities measured using Level 3 of the fair value hierarchy.

The following table shows a reconciliation of the opening and closing amounts of
Level 3 financial assets which are recorded at fair value:

2025 2024
Opening Balance S 26,340 S 22,792
Unrealized gains included in net income 1,492 2,938
Purchases 2,060 850
Disposals (1,305) (417)
Change in accrued interest (497) 177
Closing Balance S 28,090 S 26,340

FINANCIAL INSTRUMENT RISK MANAGEMENT

Innovation is exposed to the following risks as a result of holding financial instruments:
credit risk, liquidity risk and market risk. The following is a description of these risks
and how Innovation manages its exposure to them.

Credit Risk
The business of Innovation necessitates the management of credit risk. Credit risk

arises from a counterparty’s inability or unwillingness to fulfill its payment obligations.
Credit risk may arise from principal and interest amounts on loans.
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20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Credit Risk (continued)

The Board of Directors of Innovation oversees the risk management process. In
addition, OSFI| establishes standards with which Innovation must comply. Senior
management coordinates policy setting on risk management issues, assesses the risk
exposure of Innovation and reviews the effectiveness of internal control processes.

Innovation uses a disciplined lending approach with standard underwriting parameters
for each category of loans. These parameters are used to assist Innovation in
implementing a prudent and effective credit granting process to assess the borrower’s
ability to repay.

Innovation also mitigates credit risk by obtaining quality collateral. Innovation
considers collateral to be of good quality if it can determine the legal validity and
market value on an ongoing basis. Innovation’s internal policy provides additional
information regarding the appropriate collateral based on the category of loan. Types
of collateral generally obtained by Innovation are, but are not limited to, real and non-
real property by way of mortgages and security agreements.

Innovation has documented policies and procedures in place for the valuation of
financial and non-financial collateral. Valuations of collateral are performed
periodically to ensure they remain reasonable. The collateral and other credit
enhancements held by the Innovation as security for loans include:

e mortgages over residential lots and properties;

e recourse to business assets such as real estate, equipment, inventory and
accounts receivable;

e recourse to the commercial real estate properties being financed; and

e recourse to liquid assets, guarantees and securities.

In some cases, Innovation obtains third-party guarantees and insurance to reduce the
risk of loan default. In total, 16% (2024 — 17%) of the Innovation's loan portfolio is
guaranteed by a government program or agency. The largest of these guarantees is in
the residential mortgage portfolio, which is guaranteed by either Canada Mortgage and
Housing Corporation (CMHC), a government owned corporation, at 11% (2024 - 11%)
or Sagen at 2% (2024 - 2%).
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20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Credit Risk (continued)

The following table summarizes the outstanding loan balances by type of collateral
held as security ranked in descending order of quality. In instances where a loan has

multiple forms of collateral, it has been grouped based on the highest quality collateral
held:

2025 2024
Fully secured by government guarantee or default insurance $ 608,244 S 644,316
Fully or partially secured by tangible mortgage assets’ 2,593,810 2,630,249
Fully or partially secured by tangible non mortgage assets 456,430 369,427
Unsecured 150,030 79,019
S 3,808,514 S 3,723,011

Yncludes both loans and lines of credit secured by mortgage assets.

The below table outlines additional information with respect to collateral for credit-
impaired (stage 3) and foreclosed loans:

2025 2024
Credit-impaired (Stage 3) loans
Fair value of collateral held as security for stage 3 loans $ 225,755 S 50,461
Stage 3 loans without an allowance due to adequate security S 74591 S 1,850
Foreclosed loans
Assets acquired via enforcement of security during the year $ 84 S 38

In addition, Innovation monitors its loan concentration to ensure it is in compliance with
its policies.

Credit risk also may arise from principal and interest amounts on investments.
Innovation manages credit risk through adherence to internal policies and procedures
for the acquisition of investments. Safety of principal is accomplished by ensuring that
all investments purchased are reasonable and prudent. Investment decisions are made
with due diligence to avoid undue risk of loss while obtaining a reasonable return.

Innovation’s investment portfolio excluding accrued interest and impairment is as
follows:
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20. FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Credit Risk (continued)

2025 2024

Carrying Amount Carrying Amount

Long Term Issuer Rating AAA S 9,904 S 25,878
Long Term Issuer Rating AA(low) to AA(high) 88,455 34224
Long Term Issuer Rating A(low) to A(high) 35,180 26,291
Long Term Issuer Rating BBB(low) to BBB(high) 104,265 109,413
Unrated 34,873 34,484
$ 272,677 $ 230,290

At December 31, 2025, Innovation does not hold any credit derivative financial
instruments (2024 - SNil). Innovation is exposed to credit risk in the event of
non-performance by counterparties to its derivative financial instruments but does not
anticipate non-performance by any of the counterparties. Management monitors the
credit risk and credit standing of counterparties on a regular basis.

In addition, in the normal course of business Innovation has entered various
commitments to extend credit that may not be reported on the consolidated statement
of financial position, as well as guarantees and standby letters of credit. The primary
purpose of these contracts is to make funds available for the financing needs of
members. These are subject to normal credit standards, financial controls, risk
management and monitoring procedures.

Guarantees and standby letters of credit represent irrevocable commitments that
Innovation will make payments in the event a member cannot meet its obligations to
third parties, and they carry the same risk, recourse and collateral security requirements
as loans extended to members. Documentary and commercial letters of credit are
instruments issued on behalf of a member authorizing a third party to draw drafts on
Innovation up to a stipulated amount subject to specific terms and conditions.
Innovation is at risk for any drafts drawn that are not ultimately settled by the member
and the amounts are collateralized by the goods to which they relate.

Commitments to extend credit represent unutilized portions of authorizations to extend
credit in the form of loans, bankers’ acceptances or letters of credit.

The unused portion of authorized loans and lines of credit and from standby letters of
credit totals $463,648 (2024 - $564,739). This amount does not necessarily represent
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20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Credit Risk (continued)

future cash requirements since many commitments will expire or terminate without
being funded.

The following table provides a summary of Innovation’s risk rating framework:

Portfolio Method Low Risk Moderate Risk High Risk
Commercial/Agriculture Internal Risk Ratings 1-3 4-6 7-10
Consumer External Credit Scores >720 640-720 <640
Investments External Credit Ratings AAA - BBB BB-B <CCC
As at December 31, 2025 Stage 1 Stage 2 Stage 3 Total
Agriculture

Low Risk S 163,456 $ - S - S 163,456
Moderate Risk 321,891 23,389 - 345,280
High Risk 3,314 17,305 - 20,619
Impaired - - 1,930 1,930
Total Exposure S 488661 $ 40,694 S 1930 S 531,285
Allowance for credit losses (1,792) (1,084) (21) (2,897)
$ 486,869 S 39,610 $ 1,909 $ 528,388
Commercial
Low Risk $ 150,881 $ - $ - S 150,881
Moderate Risk 830,032 9,122 - 839,154
High Risk 7,109 67,291 - 74,400
Impaired - - 112,741 112,741
Total Exposure S 988,022 S 76,413 $ 112741 §$ 1,177,176
Allowance for credit losses (3,555) (2,194) (9,042) (14,791)
$ 984,467 S 74,219 $ 103,699 $ 1,162,385
Consumer Loans
Low Risk S 1522924 $ 2,166 S - $ 1525090
Moderate Risk 365,412 8,438 - 373,850
High Risk 111,878 60,834 - 172,712
Impaired - - 22,518 22,518
Total Exposure $ 2000214 $ 71,438 S 22518 S 2,094,170
Allowance for credit losses (1,741) (1,059) (3,249) (6,049)
$ 1998473 $ 70379 $ 19,269 $ 2,088,121

54



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(in thousands of Canadian $)

For the year ended December 31, 2025

20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Credit Risk (continued)

As at December 31, 2025 Stage 1 Stage 2 Stage 3 Total
Finance Leases
Low Risk S 3779 § - S - S 3,779
Moderate Risk 1,197 - - 1,197
High Risk 449 - - 449
Impaired - - 376 376
Total Exposure S 5425 § - S 376 S 5,801
Allowance for credit losses (16) - (250) (266)
S 5409 S - $ 126 $ 5,535
Undrawn Commitments
Low Risk S 5138 $ 1,848 $ 6,506 $ 13,492
Moderate Risk 297,687 3 - 297,690
High Risk 146,037 6,429 - 152,466
Impaired - - - -
Total Exposure S 448862 S 8280 $ 6,506 $ 463,648
Allowance for credit losses (92) (29) - (121)
$ 448,770 $ 8,251 $ 6,506 $ 463,527
Debt Securities
Low Risk S 165558 $ - S - S 165,558
Total Exposure S 165558 $ - S - S 165,558
Allowance for credit losses (113) - - (113)
$ 165,445 S - $ - $ 165,445
As at December 31, 2024 Stage 1 Stage 2 Stage 3 Total
Agriculture
Low Risk S 147,486 S - S - S 147 486
Moderate Risk 285,020 29,466 - 314,486
High Risk 5,387 16,294 - 21,681
Impaired - - - -
Total Exposure S 437893 S 45760 S - S 483,653
Allowance for credit losses (664) (832) - (1,496)
$ 437,229 $ 44928 $ - $ 482,157
Commercial
Low Risk S 114140 S 958 $ - S 115,098
Moderate Risk 1,122,694 37,272 - 1,159,966
High Risk 9,839 33,110 - 42949
Impaired - - 28,949 28,949
Total Exposure S 1246673 S 71340 S 28949 S 1346962
Allowance for credit losses (1,815) (3,246) (6,740) (11,801)
$ 1244858 $ 68,094 $ 22209 $ 1,335,161
Consumer Loans
Low Risk $ 1132246 S 3606 S B $ 1135852
Moderate Risk 522,986 19,019 - 542,005
High Risk 123,281 82,114 - 205,395
Impaired - - 2,330 2,330
Total Exposure $ 1778513 $S 104739 S 2330 $§ 1885582
Allowance for credit losses (1,363) (2,746) (1,365) (5,474)
$ 1777150 $ 101,993 $ 965 $ 1,880,108
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20. FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Credit Risk (continued)

As at December 31, 2024 Stage 1 Stage 2 Stage 3 Total
Finance Leases
Low Risk S 1751 § - ) - ) 1,751
Moderate Risk 4 595 - - 4595
High Risk 56 . 56
Impaired - - 376 376
Total Exposure S 6,402 S - S 376 S 6,778
Allowance for credit losses (27) - (250) (277)
$ 6375 $ - S 126 $ 6,501
Undrawn Commitments
Low Risk S 259894 S - S - ) 259,894
Moderate Risk 293,391 7,416 28 300,835
High Risk 1,603 2,407 - 4010
Impaired - - - -
Total Exposure S 554888 S 9823 S 28 S 564,739
Allowance for credit losses (51) (87) - (138)
$ 554,837 $ 9,736 $ 28 S 564,601
Debt Securities
Low Risk ) 170,000 $ - S - S 170,000
Total Exposure S 170,000 S - S - S 170,000
Allowance for credit losses (107) - - (107)
$ 169,893 $ - $ - $ 169,893

Liquidity Risk

Liquidity risk is the risk that Innovation is unable to generate or obtain the necessary
cash or cash equivalents in a timely manner, at a reasonable price, to meet its financial
commitments as they come due.

The Board of Directors is ultimately responsible for the liquidity risk management
policy. Management reports to the Board monthly on Innovation's compliance with the
policy. In addition, OSFI establishes standards to which Innovation must comply.

Innovation manages the liquidity risk resulting from inflows and outflows by ensuring
there is adequate liquidity available to meet financial obligations. This entails holding
high quality liquid assets and maintaining credit facilities to fund potential shortfalls,
as described in Note 13.

OSFI prescribes liquidity adequacy measures and minimum liquidity requirements. The
liguidity adequacy rules are based on the international liquidity framework, including
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20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Liquidity Risk (continued)

Basel lll, which have been adopted by financial institutions around the globe, including
Canadian banks.

The primary measures for liquidity adequacy at Innovation include the Liquidity
Coverage Ratio (“LCR”) and Net Cumulative Cash Flow (“NCCF”). The LCR is calculated
as the stock of high-quality liquid assets (“HQLA”) divided by net cash outflows over a
30-day stress scenario. Innovation seeks to maintain this ratio greater than or equal to
120%. HQLA are assets that can be easily converted into cash at little or no loss of
value. OSFI defines the LCR by grouping HQLA into either Level 1 or Level 2 categories
and applying various weightings to reflect their value in stressed conditions. Level 1
assets are the highest quality assets whereas Level 2 assets are considered less liquid.
Net cash outflows are defined as total expected cash outflows minus total expected
inflows; various categories of outflows are applied run-off rates while inflows are
multiplied by the rate they are expected to flow in under a stressed scenario.

Regulatory standards required Innovation to maintain a minimum liquidity coverage
ratio of 100% in 2025. During the year Innovation maintained internal liquidity
adequacy targets that exceed regulatory requirements.

NCCF measures detailed cash flows to determine funding mismatches between assets
and liabilities over various time bands under stressed conditions. OSFl requires

institutions to meet a supervisory communicated, institution specific survival horizon.

The following are the contractual maturities of Innovation's non-derivative financial
liabilities:
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20.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Liquidity Risk (continued)

2025
< 1vyear 1-2 years 2-3 years 3+ Years Total
Non-derivative financial liabilities
Deposits $2859238 $ 242,451 S 452,184 § 160,891 $ 3,714,764
Securitized borrowings 48,099 47,639 38,536 31,696 165,970
Accounts payable and accrued liabilities 26,237 - - - 26,237
Short-term notes payable 200,000 - - - 200,000
Membership shares and distributions - - - 33,248 33,248
Total $3,133574 § 290,090 $ 490,720 S 225835 $ 4,140,219
2024
< 1year 1-2 years 2-3 years 3 + Years Total
Non-derivative financial liabilities
Deposits $2,833012 $ 523,221 $ 138651 S 184,303 $ 3,679,187
Securitized borrowings 22,516 - 16,774 85,915 125,204
Accounts payable and accrued liabilities 16,690 - - - 16,690
Short-term notes payable 110,000 - - - 110,000
Membership shares and distributions - - - 31,154 31,154
Total $2982217 $ 523,221 $ 155425 S 301,372 $ 3,962,235

Market Risk

Market risk is the risk of loss in value of financial instruments or the cash flows arising
from them, which may arise from changes in market factors such as interest rates,
foreign currency risk, equity prices and credit spreads. Innovation’s exposure changes
depending on market conditions. The primary market risk that Innovation is exposed to
is interest rate risk.

Innovation uses different risk management processes to manage market risk.

Market risk is managed in accordance with policies and procedures established by the
Board of Directors.

Senior management is responsible for managing market risk in accordance with
Innovation’s internal policy. Senior management reports monthly to the Board
Innovation’s compliance with the policy and regulatory requirements and dollar volume
and vyields of all investments by investment category. All exceptions noted are to be
reported to the Board.

The Board is responsible for monitoring significant variances and to ensure that
corrective measures are implemented.
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FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)

Interest Rate Risk

Interest rate risk arises from fluctuations in interest rates, which may impact assets
and liabilities differently due to maturity mismatches, basis risk and embedded
options. Innovation prudently measures and manages risks that arise from changes in
interest rates, specifically the current or prospective risk to capital and earnings.
Interest rate risk is measured using Economic Value of Equity (“EVE”) and Earnings at

Risk (“EaR”).

The table below summarizes the carrying amounts of financial instruments exposed to
interest rate risk. Re-pricing dates are based on the earlier of maturity or the contractual
re-pricing date and effective interest rates, where applicable, representing the
weighted average effective yield. The totals are based on static data and do not reflect
future expectations. Derivative instruments, including interest rate swaps and index-
linked deposit options, are not included above. Refer to Note 8 for maturity dates of

derivative instruments.

Variable Within 3 Over 3 months Over 1 year to Non-interest
Rate On Demand months to 1 year 5 years Over 5 years sensitive 2025

ASSETS
Cash S - $ 258190 $ 7,065 S - S - S - S 55817 $ 321,072
Investments - - 35,636 21,198 215,843 - 3,333 276,010
Loans 833,516 - 357,569 749914 1,796,999 59,927 18,555 3,816,480
Accounts receivable - - - - - - 8,519 8,519

$833,516 $ 258,190 $ 400,270 $ 771,112 $ 2,012,842 $ 59,927 $ 86,224 $ 4,422,081
LIABILITIES
Deposits S - $ 1531904 $ 324843 S 664,150 $ 814,122 $ 9271 $ 315940 $ 3,660,230
Securitized borrowings - - 3,270 9,771 142,248 - - 155,289
Accounts payable and accrued liabilit - - - - - - 26,237 26,237
Short-term deposit notes S - S - $ 124591 S 74464 S - S - S - $ 199,055
Membership shares and distributions - - - - - - 33,248 33,248

$ - $ 1,531,904 $ 452,704 S 748,385 $ 956,370 $ 9,271 $ 375425 $ 4,074,059
2025 Statement of Financial $833516 $(1,273714) S (52,434) $ 22,727 $ 1056472 $ 50,656 $ (289,201) $ 348,022

Variable Within 3  Over 3 months Over 1 year to Non-interest
Rate On Demand months to 1 year 5 years Over 5 years sensitive 2024
ASSETS
Cash $ = $ 170568 S = 3 - $ = $ $ 49610 $ 220178
Investments - - 17,992 78925 133,372 - 2777 S 233,066
Loans 934,997 - 275,746 768,389 1,661,275 78126 14872 S 3733405
Accounts receivable - - - - - - 6687 S 6,687
$934997 $ 170568 $ 293738 $ 847314 S 1794647 S 78126 § 73946 S 4193336
LIABILITIES
Deposits 5 - $ 1426651 $ 260364 S 835021 $ 791500 $ 8641 S 278998 S 3,601,175
Securitized borrowings - - 6,123 18,933 85,154 - - $ 110210
Accounts payable and accrued liabilities - - - - - = 16690 S 16,690
Short-term deposit notes 109,518 - - - S 109518
Membership shares and distributions - - - - - - 31,154 $ 31,154
S - $ 1426651 $ 376005 S 853954 $ 876654 S 8641 S 326842 S 3,868,747

2024 Statement of Financial Position gap $934997 $(1.256,083) S (82267) S (6640) S 917993 $§ 69485 S (252896) S 324,589
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FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Interest Rate Risk (continued)

The above tables do not identify management's expectations of future events where
repricing and maturity dates differ from contractual dates. The above table excludes
derivative instruments, including interest rate swaps and index-linked deposit options.
Refer to Note 8 for maturity dates of derivative instruments.

EVE is a long-term measure that calculates the change in present value of all asset
cash flows minus the present value of all liability cash flows, plus or minus the
present value of off-balance sheet instruments. Shock scenarios are compared to the
flat environment to reflect rate sensitivities across maturity buckets and determine
the potential impact to capital. A significant decline in the equity value would be an
indicator of balance sheet structure problems.

EaR identifies how net interest income responds to unique changes in rates. EaR is
calculated using a dynamic (forward-looking) balance sheet. As a result, the impact
on profitability is contingent on growth, new volume mix assumptions, balance sheet
composition, maturity matching, basis risk and interest rates.

Metrics 2025 2024
EaR impact due to an immediate 2% increase in interest rates  $ 3,182 § 5,755
EaR impact due to an immediate 2% decrease in interest rates  $ (3,219) S (6,655)

EVE impact due to an immediate 2% increase in interestrates $  (15,072) S (6,500)
EVE impact due to an immediate 2% decrease in interest rates $ 13,271 S 4,430

Innovation utilizes proactive strategies to manage interest rate risk, including
derivatives, product offerings, pricing promotions, syndications, securitizations, and
duration adjustments. Permitted derivative products are outlined in the Investment
Policy.

Innovation may engage with derivative counterparties if proper due diligence and
reviews in accordance with OSFI's B10 guidance are conducted and approved by the
voting members of the Strategic Financial Management Committee and regulator, as
required.

An International Swaps and Derivatives Association Agreement (“ISDA”) and Credit
Support Annex (“CSA”) must also be in place prior to transacting with counterparties.
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20.

21.

22.

FINANCIAL INSTRUMENT RISK MANAGEMENT (continued)
Foreign Currency Risk

Foreign currency risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in foreign exchange rates. Innovation's
exposure to foreign currency risk arises due to members' U.S. dollar deposits. In seeking
to manage the risks from foreign exchange rate fluctuations, Innovation enters into U.S.
dollar money market investments which protect against any adverse movements in the
exchange rate.

COMMITMENTS

Innovation has entered into various commitments that include the following:

e Investup to $2,233 (2024 - $4,263) of additional capital in certain venture capital
funds.

e Invest $4,839 (2024 - $5,235) in community development initiatives.

In addition, there are other commitments related to strategic initiatives and information
technology contracts. These other commitments are as follows:

2026 S 15,157
2027 15,824
2028 16,863
2029 17,635
2030 18,897
Total Other Commitments S 84,376
INCOME TAXES

Income tax expense is comprised of:

2025 2024
Current income tax expense
Current period S 9,031 S 9,480
Deferred income tax expense (recovery)
Origination and reversal of temporary differences 3,258 (787)
Provision for income taxes S 12,289 S 8,693

61



INNOVATION FEDERAL CREDIT UNION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(in thousands of Canadian $)
For the year ended December 31, 2025

22. INCOME TAXES (continued)

The income tax expense for the year can be reconciled to the accounting net income as

follows:
2025 2024
Income before provision for income taxes S 37,174 S 33,367
Combined federal and provincial tax rate 27% 27%
Income tax expense at statutory rate S 10,037 S 9,009
Adjusted for effect of:
Non-deductible expenses 27 53
Income not taxable in determining profit (385) (358)
Derecognition of deferred tax asset 2,563 -
Prior year true-up adjustments 32 (22)
Other 15 11
$ 12,289 S 8,693
Effective tax rate 33.06% 26.05%

Deferred income tax assets and liabilities recognized are attributable to the following:

2025 2024
Deferred income tax assets are comprised of the following:
Loans and leases S 3,791 S 3,343
Property and equipment 5,749 9,225
$ 9,540 S 12,568

Deferred income tax liabilities are comprised of the following:

Other S 739 S 525
Prepaid expenses 3,010 2,994
$ 3,749 S 3,519

23. MEMBERSHIP

The following membership data is as at December 31, 2025, and is annexed in
accordance with subsection 308 (3) of the Bank Act. As at December 31, 2025,
Innovation Federal Credit Union is organized and carrying on business on a cooperative
basis in accordance with subsection 12(1) of the Bank Act.
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23.

24.

MEMBERSHIP (continued)

2025 2024
Number of Members (not in thousands) 72,643 67,562
Percentage of members who are natural persons 91.20% 90.60%
Percentage of financial services transacted with members on the basis of gross revenues 63.91% 61.12%
SUBSEQUENT EVENTS

On March 4, 2026, the Federal Minister of Finance approved the merger of Innovation
Federal Credit Union and ABCU Credit Union Ltd. (“ABCU”) (a provincially regulated
credit union located in Alberta), effective April 1, 2026. As a result, the assets, liabilities
and operations of ABCU will be amalgamated with Innovation effective that date. This
will be the first interprovincial credit union merger in Canada. The merger is structured
as an amalgamation whereby the amalgamated entity will continue as Innovation
Federal Credit Union.

As the Ministerial approval and related merger occurred after the reporting period, no
adjustments have been made to the accompanying financial statements as at and for
the year ended December 31, 2025. The financial impact of the amalgamation will be
reflected in the Innovation’s financial statements beginning April 1, 2026.
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