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MESSAGE FROM
THE PRESIDENT

M

Marc Laliberté
President and Chief Executive Officer

VIA Rail Canada continued to face significant
challenges during the second quarter of 2012 with
respect to ridership and revenues. As in the frist
quarter, the impact of economic uncertainty on travel
markets limited our opportunities for growth.

We responded to these challenges with aggressive
marketing and fare discounts, reducing the impact on
our ridership levels and making passenger rail a more
attractive option for customers.This helped toincrease
both our revenues per employee and revenues per
seat mile compared with the first quarter. We also
maintained tight cost controls to keep expenses
below budget. As a result, we continue to operate
within approved funding levels.

Rapidly changing markets underline the importance
of our efforts to modernize and transform passenger
rail in Canada. Markets will continue to fluctuate,
rising and falling from quarter to quarter and year
to year. Our goal is to transform passenger rail into
an attractive, efficient, competitive and affordable
travel service, able to withstand these fluctuations,
respond to the changing needs of customers, and
achieve sustainable growth in the future. We are
doing this by:

Investing in better trains, track and stations which
will deliver fast, reliable and more frequent service
to customers.

Investing in new technologies such as e-ticketing
and mobile booking to transform the way
customers access our Services.

Integrating passenger rail with other travel
services, such as air and commuter rail, to
increase options for customers and make it
easier to combine rail with other modes of travel.

Transforming the way we operate and deliver
our services to eliminate waste, streamline
operations, and provide more customer value.



We are moving forward quickly in all of these areas.
Highlights of the transformation during the second
quarter of 2012 are outlined in this report.

An essential part of modernizing passenger rail is
providing the right level of service to match customer
demand in different markets across the country.
In June, we announced that we will adjust service
frequencies on a number of routes where customer
demand has changed over the years. For example,
ridership on our transcontinental service between
Toronto and Vancouver is strong and growing during
the summer months, but has dropped significantly
during the off-peak season over the past fifteen
years. In Southwestern Ontario, the expansion of air
and commuter rail services has made some intercity
rail services redundant. The development of a more
robust transportation infrastructure in Eastern Canada
has reduced demand for VIAs service between
Montreal and Halifax.

Starting this fall we will adjust service levels on these
routes to match current demand, while maintaining
sufficient capacity to respond to opportunities for
growth in the future. | want to emphasize that we
are not eliminating service on any of these routes.
We will continue to operate trains and an appropriate
level of service to meet the needs of our customers.

These kinds of service adjustments are normal
practice for virtually every other passenger service in
Canada. They are essential to our efforts to transform
VIA into a company that is modern, efficient, reliable
and self-sustaining.

Changes of this kind are always difficult, and | fully
understand the concerns that have been expressed
by some communities where the frequency of train
service will be reduced. VIA will continue to work
with these communities and other transportation
services to ensure that we meet the needs of our
customers and the communities we serve.

| also understand the concerns of VIA employees who
will be affected by these service adjustments. About
9% of our unionized workforce will be affected by the
modernization of our services. Normal attrition and
planned retirements will help to reduce the impact
on employees. VIA will work with the unions to help
manage the transition for those employees who are
affected.

As a result of these adjustments, VIA will be a
more viable business. As we continue to transform
passenger rail and to improve services from coast-to-
coast, we are building the kind of efficient passenger
service that customers and taxpayers want — one
that is financially sustainable, delivers good value for
money, and is ready for future growth.

In closing, at the time of writing this report, VIA Rail
lost a very valuable and respected member of its
Board of Directors, Donald Mutch, who continued,
despite a long illness, to offer his dedication and
expertise to our organisation. Mr. Mutch had been
on VIAs Board of Directors since August 3, 2007
Originally from Scotland, he moved to Canada as a
young man and forged a long and successful career
in the banking industry. He served on several boards
of directors and was selected by the Canadian
Bankers Association as the industry appointee to
the Government of Canada’s Department of Finance.
He was also an active member of the volunteer
community and served in a variety of roles. VIA
extends heartfelt appreciation for his committed and
engaged service and its deepest sympathies to his
family during this difficult time.
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S

SECOND QUARTER
AT A GLANCE

02-2012 BO2=2011 YTD-2012 SYED=2011

KEY FINANCIAL INDICATORS (IN MILLIONS OF DOLLARS)

Total passenger revenues 63.5 64.5 119.0 121.6
Total revenues 68.1 69.1 128.8 130.8
Operating expenses 144.8 141.0 298.8 283.7
Government funding 72.0 75.7 1515 1374
Amortization of Deferred Capital Funding 135 9.7 29.4 21.0
Corporate Tax Expense 1.8 (3.8) 2.3 (3.7)
Net income (net loss) and comprehensive income 7.0 17.3 8.6 9.2
Capital expenditures 40.7 54.5 84.0 110.3
Total passengermiles (IN MILLIONS) 200 206 376 389
Total seat-miles (IN MILLIONS) 390 388 752 736
Operating deficit per passengermile (IN cenTs) (1) 38.3 349 45.2 39.3
Yield (CENTS PER PASSENGER-MILE) 31.0 31.0 30.9 31.0
Train-miles operated (IN THOUSANDS) 1,636 1,640 3,276 3,268
Car-miles operated (IN THOUSANDS) 11,575 11,567 21,275 20,853
Average passenger load factor (%) 51 53 50 53
Average number of passengermiles per train mile 122 126 115 119
On-time performance (%) 80 85 83 81
Average number of full time employees during the period 2,779 2,802 2,779 2,802

(1) Deficit before amortization of Deferred Capital Funding & Corporate Taxes.



Train Service

Corridor

Longhaul West
Longhaul East
Mandatory Services

Total

Revenues*
(IN THOUSANDS)

$45,867
$11,960
$3,203
$1,154
$62,184

Passenger

Passengers
(IN THOUSANDS)

843
31
34
22

930

Passenger-Miles
(IN THOUSANDS)

140,235
39,679
14,692

5,408

200,014

Goverment
Funding

(PER PASSENGER MILE)
$0.26
$0.28
$0.56
$2.12
$0.33

Train Service

Corridor

Longhaul West
Longhaul East
Mandatory Services

Total

Revenues*
(IN THOUSANDS)

$93,417
$15,705
$6,165
$1,945
$117,232

Passenger

Passengers
(IN THOUSANDS)

1,712
46
68
37
1,864

Passenger-Miles
(IN THOUSANDS)

282,168
55,806
28,379

9,420

375,773

Goverment
Funding

(PER PASSENGER MILE)
$0.29
$0.50
$0.66
$2.53
$0.40

* Before off-train and other passenger revenues.
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TRANSFORMATION
MILESTONES

Since 2007 the Government of Canada has committed
$923 million to upgrade tracks, modernize passenger
stations, and renew passenger trains and technology.
To capture the benefits of this investment, VIA is
transforming its own operations to increase efficiency
and deliver more value to customers. At the same
time it is aligning train services more closely with
markets across Canada — matching train schedules,
capacity and pricing to market demand.

CAPITAL INVESTMENT

The Transforming VIA website (www.viarail.ca/
transformingVIA) provides up-to-date information on
many of the train, track and station work currently
underway across VIAs network. Image galleries and
additional project details create a comprehensive
online reference point for all projects.

Tracks

In June VIA issued a tender for major safety
improvements and signal work on the Guelph Sub-
division between Georgetown and London, Ontario,
in cooperation with Goderich-Exeter Railway (GEXR).
Improvements will add Centralized Traffic Control
(CTC) to approximately 90 miles (144 Km) of track
as well as significant level crossing upgrades. The
construction work will begin this fall and will continue
into 2013.

Work also continued on major projects to increase
the capacity of CN owned tracks between Brockville
and Toronto, which will allow VIA to add more
frequencies between Ottawa and Toronto. With
projects at Brockville and Gananoque already
complete, the new third track section between
Grafton and Cobourg was completed in April 2012.

Trains

VIA is rebuilding most of its locomotives and
passenger cars to extend their life, enhance
environmental performance and efficiency, and to
provide better comfort and service to customers
— including better accessibility for people with
special mobility needs.

As of June 30, 2012, 42 of VIAs 53 F-40 locomo-
tives have been completed, along with 4 of VIAs
59 Renaissance passenger cars; all 4 cars being
fully accessible. Also completed are 10 of 98 Light,
Rapid Comfortable (LRC) passenger cars. Six (6)
Rail-Diesel (RDC) cars are yet to be completed.

During the first quarter, VIA terminated the
remainder of the contract to upgrade Renaissance
passenger cars, as well as a portion of the LRC
contract, as a result of the supplier's failure to
meet the delivery schedule. A new schedule for
completing this work is under development.

Stations

VIA is upgrading and modernizing key passenger
stations across the country to serve customers more
efficiently, and to address operational and safety
needs.

In April VIA announced the completion of a $6.9
million renovation of Vancouver's historic Central
Station. The exterior masonry of the building was
repointed and cleaned, the roof has been rebuilt, and
the exterior windows and doors have been restored
or replaced. Work also included improvements to
security systems.

In May VIA announced a $6.5 million investment in
Winnipeg's Union Station to improve public areas,
accessibility, passenger services and amenities, and
the exterior of the heritage building. Improvements
will include fully accessible public washrooms, exte-
rior improvements, and upgraded security systems.
In addition, VIA will clean, repair and restore the
central rotunda, one of the most striking features
of the heritage station that officially opened in June
1912.

Also in May, VIA officially opened the new Panorama
Lounge in Toronto’s Union Station. The new lounge,
which was completed in January, provides more than
twice the space available in the old lounge serving
business and tourist customers.



Work is also advancing well at Oshawa and Cobourg,
along with track capacity improvements to be com-
pleted this year. New overhead walkways will accom-
modate the growing number of passengers who use
the facilities each year.

Construction of a new Windsor Station is well
advanced and expected to open in August 2012.

TECHNOLOGY
AND CUSTOMER EXPERIENCE

VIAis developing and implementing new technologies
to enhance the customer’s experience with passenger
rail. During the second quarter VIA continued to
implement key initiatives launched earlier in the year,
including a new mobile booking engine, which allows
customers with any web-enabled phone to purchase
tickets or rail passes, get real-time departure and
arrival updates for all Windsor — Quebec City trains,
and maintain an online customer profile to make
ticket purchases faster and easier.

VIA continued testing the use of Blackberry phones
by employees to connect to on-board system; all on-
board employees will be equipped with the phones
this year. The system allows staff to access passenger
lists and information, as well as real-time train status,
and will integrate with VIAs new electronic ticketing
technology when it is implemented later this year.

In May VIA introduced Fare Shopping for trains in the
Corridor. This is an online service that lets customers
and travel agents find their best train options quickly
and easily, based on travel dates, class of service,
and price. Information on all fares and services is laid
out so that customers can easily understand all their
options, and make the best choice for their needs.

INTERMODAL PARTNERSHIPS

The transformation of passenger rail also involves
building better intermodal partnerships with other
transportation services — making it easier for people
to find the right solution for their travel needs. In June
VIA expanded the number of options available to
travelers in southern Ontario, in partnership with GO
Transit in the greater Toronto area. All VIA train, GO
train and GO bus options are available for one stop
shopping online. Customers have up to 20 weekday
choices for travelling from Toronto to Niagara, and
17 choices in the other direction. Between June 23
thru September 3™ there will also be one additional
GO train round-trip choice on Fridays, and three
additional GO train round-trip choices on weekends
and holidays. Eventually, the partnership will allow
VIA to offer customers access to the entire GO Train
network.

VIA has reached an agreement with Montreal’s transit
authority, Agence métropolitaine de transport, to
provide similar integration with their services. A new
partnership with Air Transat, Canada’s leading holiday
travel airline, will make it easier for rail customers to
connect with their flights.

VIA also has an intermodal partnership with regional
bus services.
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ADJUSTING SERVICES
TO MATCH DEMAND

Better integration and alignment with markets will
allow VIA to focus energy and resources on delivering
more value to more customers, in markets where
demand is high and growing. In June VIA announced
that it will reconfigure services to better match
passenger rail capacity with the demand for service.

The Canadian:

The Canadian currently provides three round trips per
week, year round, between Toronto and Vancouver.
Demand for this service is strong and growing during
the summer months; VIA has invested more than
$55 million to improve service along this route, and is
upgrading equipment to meet customer needs.

Demand for this service during the off-peak season,
however, is much lower, and has fallen steadily for
the past 15 years. Three round trips per week during
the off-peak season are no longer needed to meet
demand. Beginning this November, the Canadian will
offer two round trips per week during the off peak
season.

The Ocean:

The Ocean currently provides six round trips per week
between Montréal and Halifax. VIA has invested
more than $25 million to improve this service, and
will continue to improve the value of this service to
customers.

However, the current schedule, which has been
essentially unchanged since 1990, no longer reflects
current ridership or foreseeable market demand —
ridership has dropped 50% over the last 15 years, as
other travel options (highways, air and bus services)
have improved. Beginning this November, the Ocean
will operate three round trips per week year round.

Quebec - Windsor Intercity Trains:

The Montreal-Ottawa-Toronto triangle, where the
demand for efficient intercity transportation is high
and growing, is VIAs busiest market. In January
2012 VIA added new frequencies, including express
services, between Montreal, Ottawa and Toronto.
More frequencies will be added this year, and faster
trains will reduce overall trip times.

The Southwestern Ontario market includes some
of VIAs poorest-performing train services, where
customer demand is very low. At the same time, new
air services, and expanding commuter rail services
in the Greater Toronto area, are further reducing the
need for some weekday and weekend VIA services.
Accordingly, VIA is reducing frequencies on some
routes in Southwestern Ontario and will provide
better integration with other public transportation
services.



LEAN MANAGEMENT

Lean Management techniques improve efficiency by
analyzing business activities, focusing on the value
of those activities to customers, and eliminating
wasted effort and resources that do not add value.
VIA began implementing Lean Management in 2010-
11, training coaches and developing awareness of the
process throughout the organization, and launching
Lean projects in areas such as improving the on-time
performance, resolving customer complaints, and
reducing equipment maintenance delays.

As June 30, 2012, 17 Lean projects and initiatives
had been completed, and another 29 projects were
identified for future implementation.

SOCIAL MEDIA

In 2011 VIA expanded its use social media to connect
with customers, communities and stakeholders
through Facebook (facebook.com/viarailcanada) and
Twitter (twitter.com/via rail). Along with email, and
VIAs award-winning website (viarail.ca), social media
helps VIA to maintain a strong online presence, and
engage in a dynamic dialogue with customers. VIA
has also implemented a new corporate blog, VIA
Evolution (VIAEvolution.ca). The blog features weekly
commentaries and insights from VIA executives on
VIAs business strategy, initiatives and operations,
and provides an opportunity to explain the reasoning
behind VIAs business decisions.

During Q-2, VIA Rail was discussed or mentioned
21,790 times in social media including blogs and
online publications, and more than 92% of these
mentions were positive. On Twitter there were over
13,000 comments mentioning VIA Rail. There were
over 500 posts on VIAs Facebook page, along with
2,324 "likes"” and 1,439 posted comments.

TRANSFORMATION MILESTONES
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KEY PERFORMANCE
INDICATORS

VIA uses the following performance indicators as an integral part of its Lean Management process. For detailed
information on financial and operating performance during the quarter consult the Management Discussion and

Analysis.

Total Revenue per Employee ($000s)
YTD revenues divided by the number of employees.
A measure of productivity. 97 97

Passenger Revenues per Available Seat-Mile (¢)
Revenues divided by available seat-miles. 16 16

Direct Costs per Available Seat-Mile (¢)
Direct costs divided by available seat-miles. 20 21

On-Time Performance (%)
Excludes mandatory services 82 88

Employee Attendance (%)
Total hours of absences per month divided
by the total possible work hours per month. 92 92

Train Incidents per Million Train-Miles

Includes collisions between two (2) trains; derailments with at least one wheel

off the track; all cardinal rule violations; excludes crossing accidents

and trespassing. 2 3




COMMUNITY
AND GOVERNANCE

SAFETY OUTREACH

The majority of rail safety incidents occur at
intersections where roads cross rail tracks, or
involve pedestrians trespassing on rail property.
These types of incidents are often caused by
people underestimating the dangers of trespassing
on rail property or trying to cross tracks in front of
trains. VIA Rail has developed a comprehensive
community outreach program to help educate and
raise public awareness of these dangers.

VIA continues to work with communities, schools,
and law enforcement agencies to identify high-risk
crossings and areas. For example, in Q2 VIA worked
with communities in the Belleville and Kingston
areas to conduct a public awareness “Safety Blitz"”
during Rail Safety Week (April 30 — May 6).

VIA also works with the owners of private property
where road-rail crossings are located, encouraging
them to eliminate these danger points through
Transport Canada’s Closure Crossing Program.
These efforts earned VIA a safety award from
the Railway Association of Canada in 2011, and
continue to be a priority in 2012.

As part of the North American Occupational Health
and Safety Week (May 6-12), all VIA Health and
Safety Committees carried out employee safety
awareness events and activities throughout VIAs
network.

PARTNERSHIP WITH THE
CANADIAN INSTITUTE
FOR CITIZENSHIP

On July 1st of this year, VIA Rail Canada announced
a new partnership with the Institute for Canadian
Citizenship which will allow new Canadian citizens
to discover their adopted country by train. With
this announcement VIA Rail is now offering all new
Citizens who are members of the Cultural Access
Pass program, a one-time 50% discount on the
lowest available fare on any VIA train. The offer applies
to any class, both one way and round trips, with no
blackout periods, to all new Citizens and up to four of
their children under the age of 18.

Although this announcement took place at the
beginning of the third quarter, VIA wanted to share
this new partnership to ensure a wider distribution
of the information, therefore enabling more new
Canadian citizens to benefit from this offer.
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THE BOARD OF DIRECTORS

The Board of Directors consists of the Chairperson,
the President and Chief Executive Officerand 11 other
directors appointed by the Government of Canada.
The Board is responsible for overseeing the strategic
direction and management of the Corporation, and
reports on VIAs operations to Parliament through the
Minister of State, Transport.

During the second quarter of 2012, one Board
Meeting and seven Board Committee meetings were
held. The overall average attendance rate of Board
members at the Board Meeting was of 100%, and
of 93% for the Board Committees. Cumulative fees
for Board members during this time period totaled
$61,129.

ANNUAL PUBLIC MEETING

VIA Rail Canada held its Annual Public Meeting on
May 29, 2012, atWinnipeg's Union Station. During the
meeting, Paul G. Smith, Chairman of the Board, Marc
Laliberté, President and CEO, and Robert St-Jean,
Chief Financial and Administration Officer reviewed
the latest financial results and discussed the strategic
direction for the corporation moving forward in 2012.

Copies of presentations and a webcast of the meeting
are available online at http://www.viarail.ca/en/about-
via-rail/ourcompany/annual-public-meeting.

OFFICIAL LANGUAGES

VIA received one complaint under the Official
Languages Act during the second quarter of 2012,
which was still in progress at the end of the quarter.




ACCESS TO INFORMATION
AND PRIVACY

VIA is committed to responding promptly to infor
mation requests under the Access to Information
Act and the Privacy Act. During the second quarter of
2012 VIA received eleven (11) such requests, which
were in progress at the end of the quarter.

COMMUNITY INVOLVEMENT

VIA works with a variety of local, regional and national
charity groups and non-profit organizations to support
community activities, fundraisers and initiatives across
the country. Promotional travel credits are donated to
qualifying organizations that have submitted requests
through VIAs website.

During the second quarter of 2012, VIA accepted
350 requests for support valued at $211,778.

TRAVEL, HOSPITALITY AND
CONFERENCE EXPENSES

The following travel, hospitality and conference
expenses were submitted during the second quarter
of 2012:

Paul G. Smith,
Chairman of the Board $3,823
Marc Laliberté,
President and CEO $ 7830
Executive management committee $ 36,435
for members (6)
Board of Directors members (11) $ 18,390

Travel expenses submitted by the Board of Directors
reflect the diverse geographical locations of the
members.

COMMUNITY AND GOVERNANCE
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MANAGEMENT DISCUSSION
AND ANALYSIS

This is a review of VIA Rail Canada’s operations, performance and financial position for the quarter and semester
ended June 30, 2012, compared with the quarter and six month period ended June 30, 2011. It should be read
in conjunction with the unaudited interim condensed financial statements and notes.

1. FINANCIAL HIGHLIGHTS

Six month periods
Quarters ended June 30 ended June 30

Passsenger Revenues 63.5 64.5
Total Revenues 68.1 69.1
Operating expenses 1448 141.0

Operating deficit before funding
from Government of Canada and

corporate taxes (76.7) (71.9)
Operating funding from

Government of Canada 72.0 75.7
Amortization of deferred

capital funding 135 9.7
Corporate taxes 1.8 (3.8)

Net income and comprehensive
income for the quarter 7.0 17.3

After six months completed in 2012, revenues have
decreased by 1.5 percent compared to last year;
passengermiles have decreased by 3.4 percent,
partly offset by higher vyields achieved in the
Windsor-Quebec City Corridor.

Operating expenses rose by $15.1M, the increase
mainly due to higher employee benefit costs and
higher train operations and fuel costs (including the
impact of realized losses on fuel hedging).

(1.0) : (1.6%) - 119.0 1216 (2.6) (2.1%)
(1.0) © (1.4%) : 128.8 130.8 : (2.0 (1.5%)
3.8 27% : 298.8 283.7 : 1561 53%

4.8 6.7% - (170.0) (152.9) : 171 11.2%

(3.7) : (49%) - 16156 1374 14.1 10.2%

3.8 39.2% 29.4 21.0 8.4 40.0%
(5.6) n/a 2.3 (3.7) (6.0) n/a

(10.3) : (69.7%) : 8.6 9.2 (0.6) (6.3%)

As a result, the Operating deficit before funding
from the Government of Canada, amortization of
deferred capital funding and corporate taxes has
increased by $17.1M.



Highlights of the quarter

Compared with the quarter ended June 30, 2011:

Revenues have decreased by 1.4 percent and total
$68.1M for the quarter;

Operating expenses before corporate taxes and
amortization of deferred capital funding have
increased by 2.7 percent and amount to $144.8M
for the quarter;

Highlights of the six month period
ended June 30, 2012

Compared with the corresponding period
ended June 30, 2011:

Revenues have decreased by 1.5% and total
$128.8M for the period;

Operating expenses before corporate taxes and
amortization of deferred capital funding have
increased by 5.3% and amount to $298.8M

for the period;

Funding from Government of Canada decreased
by $3.7M to $72.0M for the quarter;

There is a net profit of $7.0M for the quarter,
compared to a profit of $173M for the same
quarter of 2011.

Funding from Government of Canada increased by
10.2% to $151.5M for the period;

There is a net profit of $8.6M for the period,
compared to a profit of $9.2M for the
corresponding period in 2011.
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2. HIGHLIGHTS OF OPERATING RESULTS

a) Passenger Revenues

Corridor East 360 376  (16) - (43 728 749 @ (2.1) = (28
Southwestern Ontario (SWO) 98 105 = (0.6) ~ (57) 207 224 (17)  (76)
Eastern 32 29 03 @ 103 62 55 07 @ 127
Canadian 120 115 05 . 43 167 152 = 05 = 33
Mandatory Services 11 16 (05 (313 19 28 (09 = (321)
Other 13 04 09 2250 17 08 09 - 125
TOTAL 635 645  (10)  (16) 119.0 1216 = (26) - (2.1)

PASSENGER MILES (IN ‘000 000)

Quarters ended June 30 Six month periods ended June 30

Corridor East 1126 1209 = (83) = (6.9 2251 2375  (124) = (5.2)
Southwestern Ontario (SWO) ~ 276 296 = (20) = (68 521 626 = (55) = (88
Eastern 147 137 @ 10 - 73 284 259 @ 25 = 97
Canadian 39.7 351 46 131 558 505 53 - 105
Mandatory Services 5.4 6.9 (1.5) (21.7) 94 12.7 (3.3) (26.0)
Other = - - - = - - -
TOTAL 2000 2062 = (62) = (3.0) 3758 3892  (134) (3.4)

Passenger revenues have decreased by 1.6 percent and total $63.5M for the quarter. On a cumulative basis,
they have decreased by 2.1 percent and amount to $119.0M. The performance of the quarter results from the
decrease in ridership (3 percent less passengermiles), partly offset by higher yields (+1.5 percent).

The performance of the six month period is also due to the decline in ridership (3.4% less passengermile),
resulting from the combination of milder winter conditions in the Corridor (which encouraged more car travel)
and increased competition from airline and bus companies in the Corridor (including the launch of new air
services in Southwestern Ontario), partly offset by higher yields (+1.4 percent).



For the quarter:

Corridor East revenues are 4.3 percent below
last year, and result mainly from lower ridership
(6.9 percent less passenger miles), partly offset
by higher yields (+2.8 percent). The decrease in
passengermiles during the quarter was more
significant than the decrease of passengers,
reflecting the fact that the erosion of ridership
affected end to end markets;

Revenues in SWO have decreased by 5.7 percent
also as a result of lower ridership (6.8 percent less
passengermiles), partly offset by higher yields
(+1.1 percent);

Revenues on the Ocean have grown by 10.3
percent, due to increased volume (+7.3 percent
passengermiles) combined with higher yields
(+2.8 percent). This increase can be associated to
the interruption of service on the Montreal-Gaspe
route (passengers travelled instead on

the Montreal-Halifax trains);

For the six month period ended June 30:

Corridor East revenues are 2.8 percent below
last year, and result mainly from lower ridership
(5.2 percent less passenger miles), partly offset
by higher yields (+2.6 percent). The decrease in
passengermiles during the quarter was more
significant than the decrease of passengers,
reflecting the fact that the erosion of ridership
affected end to end markets;

Revenues in SWO have decreased by 7.6 percent
also as a result of lower ridership (8.8 percent less
passengermiles), partly offset by higher yields
(+1.3 percent);

Revenues on the Ocean have grown by 12.7
percent, due to increased volume (+9.7 percent
passengermiles) combined with higher yields
(+2.8 percent). This increase can be associated
to the interruption of service on the Montreal-
Gaspe route (passengers travelled instead on the
Montreal-Halifax trains);

Revenues on the Canadian have increased by 4.3
percent. Passenger volumes increased compared
to last year (13.1 percent more passengermiles),
but yields decreased (-7.7 percent) due to the fact
that ridership grew in Economy where average
fares are lower compared to Sleeper class, and
that average fares in both classes were below
last year's levels;

Mandatory services have generated lower
revenues (-31.3 percent), the decrease directly
attributable to the situation affecting the
Montreal-Gaspé service. The train service cannot
be provided all the way to Gaspe because of

poor track conditions, the train therefore stops at
Campbelton where passengers are transferred on
a bus and taken to Gaspé. This situation has had
a negative impact on ridership.

Revenues on the Canadian have increased by 3.3
percent. Passenger volumes increased compared
to last year (10.5 percent more passengermiles),
but yields decreased (-6.5 percent) due to the fact
that ridership grew in Economy where average
fares are lower compared to Sleeper class, and
that average fares on both classes were below
last year's levels;

Mandatory services have generated lower
revenues (-32.1 percent), the decrease directly
attributable to the situation affecting the
Montreal-Gaspé service. The train service cannot
be provided all the way to Gaspe because of

poor track conditions, the train therefore stops at
Campbelton where passengers are transferred on
a bus and taken to Gaspé. This situation has had
a negative impact on ridership.
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b) Operating Expenses S e e
Quarters ended June 30
ended June 30

Compensation & Benefits 60.6 56.8 3.8 6.7 132.8 :© 1223 10.5 8.6
Train Operations & Fuel 30.0 31.3 : (1.3) (4.2) 62.3 60.7 1.6 2.6
Other operating expenses 48.9 50.8 : (1.9) (3.7) 101.6 : 103.8 (2.2) (2.1)
Unrealized loss (gain) on derivative

financial instruments 5.5 3.7 1.8 48.6 3.1 (0.3) 3.4 n/a
Realized loss (gain) on derivative

financial instruments (0.2) (1.6) 1.4 875 (1.0) (2.8) 1.8 64.3

Total Operating expenses before
amortization of deferred capital
funding & corporate tax expense 144.8 141.0 3.8 2.7 298.8 - 283.7 15.1 5.3

Corporate taxes 1.8 (3.8) : b6 n/a 2.3 (3.7) 6.0 n/a

TOTAL OPERATING EXPENSES
BEFORE AMORTIZATION OF
DEFERRED CAPITAL FUNDING 146.6 1372 9.4 6.9 301.1 © 280.0 211 75

For the quarter: For the six month period ended June 30:
Operating expenses before amortization of Operating expenses before amortization of
deferred capital funding & corporate tax expense deferred capital funding & corporate tax expense
increased by $3.8M and total $144.8M for the increased by $15.1M and total $298.8M for the
quarter, mainly due to higher compensation and period, mainly due to higher compensation and
benefit costs (due to higher employee benefit benefit costs (due to higher employee benefit
costs). costs) and higher train operations and fuel costs

(including the impact of realized losses on fuel
hedging).



3. CAPITAL INVESTMENTS

Fixed assets (net of accumulated depreciation)
amount to $1,205.6M, up $53.5M compared to
the balance as at December 31, 2011. Capital
investments for the quarter totaled $40.7M and
$84.0M for the six month period ended June 30.

Investments of $18.0M were made in major
infrastructure projects, mostly on the CN Kingston
subdivision of the Montreal-Toronto line. Work is
done to add sections of a third track to minimize
congestion;

A total of $10.6M was invested in major equipment
projects, including $7.9M for the F40 locomotive
fleet rebuild project, $2.1M for the Renaissance
Accessibility project, and $0.5M for the HEP1
Modernization program;

Investments of $4.6M were made in Information
Technology projects during the quarter;

A total of $1.4M was invested in Station upgrading
projects;

4. CASH FLOW AND FINANCIAL POSITION

The Corporation’s cash balance is $75M as at June
30, 2012, down $74M compared to the balance as
at March 31, 2012 and down $5.7M compared to
December 31, 2011.

The decrease in cash position during the quarter and
six month period is due to acquisition of property,
plant and equipment and intangible assets.
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5. RISK ANALYSIS

CAPITAL INVESTMENT PROJECTS

Major delays in infrastructure or
equipment projects, and/or an
increase in project costs would
adversely affect VIAs financial
performance.

PASSENGER REVENUES

Passenger revenues and ridership
have been declining since the fourth
quarter of 2011.

OPERATING FUNDING

VIA continues to face operational
funding challenges.

INCREASING STABLE

DECREASING

Issues concerning the production timelines of
specific equipment projects have materialized
and could delay the generation of benefits
resulting from the completion of these projects.

Since the beginning of the year, VIA terminated
the remainder of the Renaissance and LRC
contracts as a result of the supplier’s failure to
meet the delivery schedule.

VIA has since developed a new schedule for the
completion of the projects and some of the work
has already started.

VIA continues to implement initiatives to
mitigate the impact of declining passenger
revenues. These include optimizing train
services between Montreal, Ottawa and Toronto
in growing markets, the introduction of a new
low fare product and through information
technology improvements that support

revenue generation initiatives.

The Corporation is pursuing the development
and the implementation of a range of initiatives
to reduce its deficit by reducing costs and
increasing revenues.

VIA will be reducing, in the fall, service levels on
the Ocean, the Canadian, and on certain trains
in South Western Ontario to better align with
demand and reduce its funding requirements.

Furthermore, VIA continues to work with
Transport Canada to address the challenge of
operating loss and develop sustainable funding
solutions.



PENSION COSTS

Pension costs could increase
significantly given current and
projected discount rates as well as

demographics.

CAPITAL FUNDING

VIA will need to continue investing
in equipment, stations, maintenance
systems, facilities and information
technology after 2012, when the
current investment program is

completed.

RETIREMENT OF LOCOMOTIVE

ENGINEERS

VIA is dependant on the specialized
set of skills of the engineers who
operate its locomotives. More than
half of VIAs locomotive engineers
could retire by the end of the year
2015, and if VIA were to experience a
substantial turnover in its locomotive
engineer group, its business could be

adversely affected.

FUEL COST FLUCTUATIONS

Fuel is a major cost for passenger rail
operations, and fuel costs could vary
significantly from VIAs estimates due

to the uncertainty and volatility of fuel

prices.

INCREASING

STABLE

/N

N

DECREASING

The situation has worsened due to declining
interest rates.

Management has adopted changes to the
Pension plan programs to minimize cost
increases and ensure costs are contained as
much as possible. These changes will take
effect in the beginning of 2013.

The Corporation is working with Transport
Canada to address ongoing capital funding
requirements, and to ensure that VIA has

the capital funding it requires to deliver on its
mandate.

VIA received a $60M envelope for the 2012-
2013 year but ongoing capital funding will still
be required for future years.

The Corporation launched, in December 2010,

a training program for new locomotive
engineers, with the first class scheduled to
graduate in 2012. An additional class has started
in October 2011 and another additional class
started in 2012, all of which will graduate at

the end of 2012.

The reductions in services recently announced
could partially mitigate that risk.

VIAs proven hedging strategy adds certainty
to future fuel costs and can delay the impact
of fuel price fluctuations. Given that contracts
used to hedge fuel prices are denominated in
U.S. dollars, VIA also hedges against foreign
exchange risks.

Furthermore, fuel consumption has decreased
compared to previous years as a result of the
introduction of the refurbished locomotives
as well as other initiatives to reduce fuel
consumption.
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CROSSING INCIDENTS

VIAs train operate through many
protected and unprotected level road
crossings where vehicles can cross
and where incidents/accidents

could occur.

INCREASING

STABLE

TREND

DECREASING

CURRENT SITUATION

VIA has developed a crossing improvement
(protection, fences) and closure program.

They work actively with communities and
owners of the land where there are crossings.
The objectives of the program are to close
crossings where possible and to increase public
awareness about the potential dangers they
represent.



6. OUTLOOK

The performance of revenues has been below
expectations during the second quarter, as
total ridership continued to decline for a third
consecutive quarter.

VIA has put in place its contingency plan to
minimize the adverse impact of the uncertain
economic conditions and sustained competition
from airlines and bus companies have had on
revenues since the beginning of the year. This
plan includes initiatives to stimulate revenues
and measures to ensure that expenses are kept
at minimum levels.

VIA will also be reducing, in the fall, service levels
on the Ocean, the Canadian, and on certain trains
in South Western Ontario to better align with
demand and reduce its funding requirements.

While VIA faced a challenging second quarter, the
Corporation remains confident that it will meet its
financial objectives for 2012 with the exclusion of
the recent pension cost increases.

At the same time, VIA is focusing on completing
its capital investments projects and will ensure
that passenger rail delivers better value to more
Canadian travelers, while maintaining rigorous
control over operating costs.
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MANAGEMENT’S

RESPONSIBILITY
STATEMENT

QUARTER ENDED JUNE 30. 2012

Management is responsible for the preparation and fair presentation of these
quarterly financial statements in accordance with the Treasury Board of
Canada Standard on Quarterly Financial Reports for Crown Corporations, and
for such internal controls as management determines is necessary to enable
the preparation of quarterly financial statements that are free from material
misstatement.

Management is also responsible for ensuring all other information in this
quarterly financial report is consistent, where appropriate, with the quarterly
financial statements.

Based on our knowledge, these unaudited quarterly financial statements present
fairly, in all material respects, the financial position, results of operations and
cash flows of the corporation, as at the date of and for the periods presented in
the quarterly financial statements.

Marc Laliberté Robert St-Jean, CA
President Chief Financial
and Chief Executive Officer and Administration Officer

Montréal, Canada
August 28, 2012
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As at
(IN THOUSANDS OF CANADIAN DOLLARS)

CURRENT ASSETS
Cash and cash equivalents $ 7527 $ 13,253
Accounts receivable, trade 8,104 10,707
Prepaids, advances on contracts and other receivables 9,553 11,147
Receivable from the Government of Canada 5,595 -
Derivative financial instruments (NOTE 16) 1,441 2,225
Materials 22,620 21,287
Asset Renewal Fund (NOTE 8) 15,230 24,022
70,070 82,641
NON-CURRENT ASSETS
Property, plant and equipment (NOTE 6) 840,145 814,876
Intangible assets (NOTE 7) 365,412 337182
Asset Renewal Fund (NOTE 8) 11,621 9,881
Accrued benefit asset (NOTE 11) 200,757 186,937
1,417,935 1,348,876
Total assets $ 1,488,005 $ 1,431,517
CURRENT LIABILITIES
Accounts payable and accrued liabilities (NOTE 9) $ 85,180 $ 103,841
Provisions (NOTE 10) 14,655 18,050
Deferred government funding - 6,148
Derivative financial instruments (NOTE 16) 3,480 1,173
Deferred revenues 44,827 26,734
148,142 155,946
NON-CURRENT LIABILITIES
Accrued benefit liability (NoTE 11) 35,777 35,425
Deferred corporate tax liabilities (NOTE 12) 2,299 -
Deferred investment tax credits 424 566
38,500 35,991
DEFERRED CAPITAL FUNDING (NOTE 13) 1,196,959 1,143,800
SHAREHOLDER’S EQUITY
Share capital 9,300 9,300
Retained earnings 95,104 86,480
104,404 95,780
Total liabilities and shareholder’s equity $ 1,488,005 $ 1,431,517

Commitments (Notes 13)

Approygd on pehalf of the Board.

<

The notes are an integral part of the interim condensed financial statements.

VIA RAIL CANADA

Eric L. Stefanson. FCA

Director and Chairman
of the Audit. Risk and Finance Committee

Paul G. Smith
Director and Chairman of the Board



INTERIM CONDENSED FINANCIAL STATEMENTS

Period ended June 30
(IN THOUSANDS OF CANADIAN DOLLARS) (UNAUDITED)

REVENUES
Passenger $ 63500 $ 64547 $ 118977 $ 121,614
Other 4,611 4,596 9,823 9,176
68,111 69,143 128,800 130,790
EXPENSES
Compensation and employee benefits 60,641 56,818 132,780 122,346
Train operations and fuel 29,958 31,318 62,346 60,662
Stations and property 7544 8,112 16,951 17700
Marketing and sales 7,679 7,568 15,383 15,140
Maintenance material 6,483 8,271 14,656 18,514
On-train product costs 3,670 3,628 6,936 6,823
Operating taxes 2,944 3,230 5,431 6,352
Professional services 2,404 1,989 4,384 3,461
Amortization and losses on write-down
and disposal of property, plant and equipment
and intangible assets (NOTES 6 AND 7) 13,762 12,218 29,374 23,835
Unrealized net losses (gains)
on derivative financial instruments 5,525 3,710 3,091 (286)
Realized gain on derivative financial instruments (154) (1,617) (956) (2,837)
Other 4,394 5,803 8,380 12,021
144,850 141,048 298,756 283,731
OPERATING LOSS BEFORE FUNDING
FROMTHE GOVERNMENT OF CANADA
AND CORPORATETAXES 76,739 71,905 169,956 152,941
Operating funding from the Government
of Canada 71,944 75,742 151,489 137457
Amortization of deferred capital funding (NOTE 13) 13,538 9,673 29,390 20,997
Income before corporate taxes 8,793 13,510 10,923 5,613
Corporate tax expense (recovery) (NOTE 12) 1,813 (3,818) 2,299 (3,734)
NET INCOME AND COMPREHENSIVE
INCOME FORTHE PERIOD $ 6980 $ 17328 $ 8624 $ 9,247

The notes are an integral part of the interim condensed financial statements.

Period ended June 30
(IN THOUSANDS OF CANADIAN DOLLARS) (UNAUDITED)

BALANCE, BEGINNING OF PERIOD $ 97424 $ 067549 $ 95,780 $ 75,630
Net income and comprehensive income

for the period 6,980 17328 8,624 9,247
BALANCE, END OF PERIOD $ 104404 $ 84877 $ 104404 $ 84,877

The notes are an integral part of the interim condensed financial statements.
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Period ended June 30
(IN THOUSANDS OF CANADIAN DOLLARS) (UNAUDITED)

OPERATING ACTIVITIES

Net income and comprehensive income for the period $ 6980 $ 17328 $ 8,624 ¢ 9,247
Adjustments to determine net cash (used in)
from operating activities:
Amortization of property, plant and equipment
and intangible assets 13,810 12,104 27539 23,193
Losses on write-down and disposal of property,
plant and equipment and intangible assets 23 213 1,977 840
Amortization of deferred investment tax credits (71) (99) (142) (198)
Amortization of deferred capital funding (13,538) (9,673) (29,390) (20,997)
Interest income (183) (232) (412) (474)
Deferred corporate taxes 1,888 248 2,299 248
Change in fair value of financial instruments
(Asset renewal fund) (27) (187) (401) (643)
Unrealized net loss (net gain) on derivative financial instruments 5,625 3,710 3,091 (286)
Net change in non-cash working capital items 3,693 (11,274) (3,766) (47,115)
Change in accrued benefit asset (15,108) (11,530) (13,820) (13,481)
Change in accrued benefit liability 101 299 352 600
Change in other non-current liabilities - - - (66)
Net cash used in operating activities 3,093 907 (4,049) (49,132)
FINANCING ACTIVITIES
Capital funding 39,273 43,622 82,549 110,293
Change in capital funding receivable
from the Government of Canada (5,088) 22,878 (564) 16,207
Net cash provided by financing activities 34,185 66,500 81,985 126,500
INVESTING ACTIVITIES
Acquisition of investments in the Asset Renewal Fund (22,087) (23,588) (46,671) (63,424)
Proceeds from sale and maturity of investments
in the Asset Renewal Fund 23,235 23,484 54,124 67207
Change in Capital accounts payable and accrued liabilities (5,279) (12,207) (8,512) (30,593)
Acquisition of property, plant and equipment and intangible as-
sets (40,774) (54,516) (84,044) (110,293)
Interest received 183 232 412 474
Proceeds from disposal of property, plant and equipment
and intangible assets 6 10 1,029 66
Net cash used in investing activities (44,716) (66,585) (83,662) (136,563)
CASH AND CASH EQUIVALENTS
Increase (decrease) during the period (7,438) 822 (5,726) (59,195)
Balance, beginning of period 14,965 16,812 13,253 76,829
BALANCE, END OF PERIOD $ 7527 $ 17634 $ 7527 $ 17634
REPRESENTED BY:
Cash $ 6303 $§ 6916 $ 6303 $ 6,916
Short-term investments 1,224 10,718 1,224 10,718
$ 7527 $ 17634 $ 7527 $ 17634

The notes are an integral part of the interim condensed financial statements.



NOTES TO THE INTERIM CONDENSED
FINANCIAL STATEMENTS

AS AT JUNE 30, 2012 (UNAUDITED)

1. AUTHORITY AND OBJECTIVES

VIA Rail Canada Inc. is a Crown corporation named in Part | of Schedule Il to the Financial Administration
Act. The Corporation was incorporated in 1977 in Canada, under the Canada Business Corporations Act. The
corporate headquarters is located at 3 Place Ville-Marie, Montreal (Quebec). The Corporation’s vision is to offer
the best travel experience in Canada with a mission to work together to exceed customer expectations every
time. The Corporation uses the roadway infrastructure of other railway companies and relies on them to control
train operations.

The Corporation is not an agent of Her Majesty and is subject to income taxes.

The Corporation has one operating segment, passenger transportation and related services in Canada. The
corporation’s activities are considered seasonal since passenger traffic increases significantly during the
summer and holiday periods resulting in an increase in revenue for these same periods.

These interim condensed financial statements were approved and authorized for issue by the Board of Directors
on August 28, 2012.

2. BASIS OF PREPARATION
A) STATEMENT OF COMPLIANCE

Section 83 of the Financial Administration Act requires that most parent Crown Corporations prepare and make
public quarterly financial reports for periods beginning on or after April 1, 2011 compliant with the Standard on
Quarterly Financial Reports for Crown Corporations.

These unaudited interim condensed financial statements have been prepared in accordance with IAS 34
"Interim financial reporting”. The interim condensed financial statements should be read in conjunction with the
annual financial statements for the year ended December 31, 2011, which have been prepared in accordance
with the IFRS.

B) FUNCTIONAL AND PRESENTATION CURRENCY

These interim condensed financial statements are presented in Canadian dollars, which is the Corporation’s
functional currency. All financial information presented in Canadian dollars has been rounded to the nearest
thousand in the interim condensed financial statements and rounded to the nearest million in the Notes to the
interim condensed financial statements.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in these unaudited interim condensed financial statements are
disclosed in note 4 of the Corporation’s annual financial statement for the year ended December 31, 2011.
The accounting policies have been applied consistently to all periods presented.
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4. SIGNIFICANT ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of the interim condensed financial statements requires management to make estimates and
assumptions that affect the reported amounts of revenues, expenses, assets and liabilities, and the disclosure
of contingent liabilities, at the reporting date. However, uncertainty about these assumptions and estimates
could result in outcomes that require a material adjustment to the carrying amount of the asset or liability
affected in future years.

Estimates and underlying assumptions are reviewed on an ongoing basis. Changes to accounting estimates are
recognized in the period in which the estimate is revised. Key sources of estimation uncertainty and assumptions
are disclosed in note 5 of the Corporation’s annual financial statements for the year ended December 31, 2011.

5. RECONCILIATION OF NET INCOME AND COMPREHENSIVE
INCOME TO GOVERNMENT FUNDING BASIS

The Corporation receives its funding from the Government of Canada based primarily on cash flow requirements.
Items recognized in the Statement of Operations and Comprehensive Income in one period may be funded
by the Government of Canada in different periods. Accordingly, the Corporation has different net results of
operations for the period on a government funding basis than on a IFRS basis. These differences are outlined

below:
Quarters ended Six month periods
June 30 ended June 30

Net income and comprehensive income for the period 7.0 17.3 8.6 9.2

(IN MILLIONS OF DOLLARS)

ltems not requiring (not providing) operating funds:
Amortization of property, plant and equipment

and intangible assets 13.8 12.1 275 23.2
Losses on write-down and disposal of property,

plant and equipment and intangible assets - 0.2 2.0 0.8
Amortization of deferred capital funding (13.5) (9.7) (29.4) (21.0)
Employee benefits to be funded in subsequent years (15.0) (11.2) (13.4) (12.8)
Deferred corporate taxes expense 19 0.2 2.3 0.2
Unrealized net loss (net gain) on derivative financial

instruments 5.5 3.7 3.1 (0.3)
Adjustment for accrued compensation 5.7 6.4 (0.2) 0.9
Increase in investment’s fair value - (0.2) (0.4) (0.6)
Other (0.1) 0.1 (0.1) 0.4

Operating funding deficit for the period 5.3 18.9 - -




6. PROPERTY, PLANT AND EQUIPMENT

(IN MILLIONS OF DOLLARS)

Cost:

Land 9.6 2.7 - - 12.3
Rolling stock 823.4 19.7 (14.8) - 828.3
Maintenance buildings 138.4 - (0.2) - 138.2
Stations and facilities 64.2 16.5 (0.4) - 80.3
Owned infrastructures 164.6 5.9 - - 170.5
Leasehold improvements 73.6 0.1 (0.2) - 735
Machinery and equipment 36.2 0.2 (0.1) - 36.3
Computer hardware 12.7 0.6 (0.7) - 12.6
Other property, plant and equipment 225 - (0.3) - 22.2
Total cost 1,345.2 457 (16.7) - 1,374.2

Accumulated amortization
and impairments:

Rolling stock 386.5 13.8 (12.1) - 388.2
Maintenance buildings 83.6 2.0 - - 85.6
Stations and facilities 29.5 1.3 (0.3) - 30.5
Owned infrastructures 514 2.3 - - 53.7
Leasehold improvements 49.2 1.3 (0.2) - 50.3
Machinery and equipment 271 0.7 (0.3) - 275
Computer hardware 9.8 0.8 (0.1) - 10.5
Other property, plant and equipment 19.6 0.1 - - 19.7
Total accumulated amortization

and impairments 656.7 22.3 (13.0) - 666.0
Project in progress 126.3 52.3 (45.7) (1.1) 131.8
Retired assets 0.1 - - - 0.1
Total net carrying amount 814.9 75.7 (49.4) (1.1) 840.1
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7. INTANGIBLE ASSETS

(IN MILLIONS OF DOLLARS)

Cost:

Internally generated software 54.3 4.3 (0.4) - 58.2
Right of access to rail infrastructure 173.4 0.6 - - 174.0
Other intangible 3.5 - - - 3.5
Total cost 231.2 4.9 (0.4) - 235.7

Accumulated amortization
and impairments:

Internally generated software 46.9 24 (0.5) 0.7 49.5
Right of access to rail infrastructure 43.9 2.7 - - 46.6
Other intangible 1.5 0.1 - (0.7) 09
Total accumulated amortization

and impairments 92.3 5.2 (0.5) - 97.0
Project in progress 198.3 31.7 (4.4) 1.1 226.7
Total net carrying amount 3372 314 (4.3) 1.1 365.4

8. ASSET RENEWAL FUND
CHANGES INTHE ASSET RENEWAL FUND

The changes in the closing balance of the Asset Renewal Fund resulted from the following movements during
the period:

(IN MILLIONS OF DOLLARS)

Balance at beginning of the period 33.9 40.9
Proceeds from sale

or lease of surplus assets 12 0.5
Investment Income 0.2 0.4
Change in fair value 04 0.4
Less: Cash drawdown during the period (8.8) (8.3)
Balance at end of the period 26.9 33.9




9. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

The Accounts payable and accrued liabilities balance includes the following:

(IN MILLIONS OF DOLLARS)

Wages payable and accrued 36.2 39.6

Capital Payables 18.0 26.6

Trade payables 23.4 295

Capital tax, income tax

and other taxes payable 6.9 70

Other 0.7 1.1
85.2 103.8

10. PROVISIONS

The provision balance includes:

(IN MILLIONS OF DOLLARS)

Environmental costs 0.2 - - - 0.2
Litigation and contractual disputes 14.5 8.2 (6.6) (4.5) 11.6
Restructuring costs 3.0 - (0.8) - 2.2
Other 0.4 0.3 - - 0.7
Total provisions 18.1 8.5 (7.4) (4.5) 14.7

LITIGATION AND CONTRACTUAL DISPUTES

The Corporation is subject to claims and legal proceedings brought against it in the normal course of business.
Such matters are subject to many uncertainties. Management believes that adequate provisions have been made
in the accounts where required and the ultimate resolution of such contingencies is not expected to have a

material adverse effect on the financial position of the Corporation.

On February 26, 2012, a train derailment with fatalities occurred. A class action suite was filed in the court of

Ontario. The Corporation has recorded a provision for this accident.

In March of 2012, the corporation settled an outstanding matter before the Canadian Industrial Relations Board
(CIRB) involving a restructuring of its labour force in 1997 The Corporation is no longer providing for this arbitration

matter.
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11. EMPLOYEE BENEFITS

The Corporation provides a number of funded defined benefit pension plans as well as unfunded other post-
employment benefits including post-retirement medical, dental and life insurance benefits. The Corporation also
provides long-term employee benefits such as an unfunded self-insured workers' compensation benefits, long-
term employee disability benefits and continuation of benefit coverage for employees on long-term disability.
The actuarial valuations for employee benefits are carried out by external actuaries who are members of the
Canadian Institute of Actuaries.

A) PENSION PLANS AND POST-EMPLOYMENT BENEFITS PLANS

Based on these actuarial valuations and projections to June 30, the summary of the principal valuation results,
in aggregate, excluding the self-insured workers’ compensation benefits is as follows:

Post-employment
Pension Plans Benefit Plans

(IN MILLIONS OF DOLLARS)

ACCRUED BENEFIT OBLIGATION:

Balance at beginning of the period 1,860.5 1,593.5 16.8 13.6
Current service cost 14.4 24.7 0.3 0.4
Interest cost 41.7 872 04 0.8
Plan amendment = - = 0.6
Employee contributions 5.2 10.1 = -
Benefits paid (41.7) (92.8) (0.3) (0.6)
Actuarial losses 52.6 2378 0.6 2.0
Plan curtailment (4.9) - (0.3) -
Balance at end of the period 1,927.8 1,860.5 175 16.8
FAIR VALUE OF PLAN ASSETS:

Balance at beginning of the period 1,586.1 1,5688.2 = -
Expected return on plan assets 45.3 977 - -
Actuarial loss (4.1) (61.2) - -
Employer contributions 34.9 441 0.3 0.6
Employee contributions 5.2 10.1 = -
Benefits paid (41.7) (92.8) (0.3) (0.6)
Balance at end of the period 1,625.7 1,586.1 - -




(IN MILLIONS OF DOLLARS)

Components of Pension cost:

Quarters ended Six month periods
June 30 ended June 30

Current service cost 72 6.4 14.4 12.8
Interest cost 20.9 21.7 41.7 43.3
Expected return on plan assets (22.9) (24.2) (45.3) (48.4)
Actuarial loss recognized in the period 6.9 0.3 13.7 0.6
Plan curtailment (3.5) - (3.5) -
Total pension cost 8.6 4.2 21.0 8.3
Components of Post-employment benefit cost:

Current service cost 0.1 0.1 0.3 0.2
Interest cost 0.2 0.2 04 0.4
Actuarial losses 0.1 - 0.1 -
Vested Past service cost - 0.1 0.1 0.2
Plan curtailment (0.2) - (0.2) -
Total post-employment benefit costs 0.2 0.4 0.7 0.8

Amounts Recognized in the Statement of financial position:

(IN MILLIONS OF DOLLARS)

Post-employment
Pension Plans Benefit Plans

Benefit obligation (1,927.8) (1,860.5) (17.5) (16.8)
Fair value of plan assets 1,625.7 1,586.1 - -

Deficit (302.1) (274.4) (17.5) (16.8)
Unamortized past service costs - - 0.5 0.7
Unamortized net actuarial loss 502.9 461.3 4.1 3.6
Net asset (liability) 200.8 186.9 (12.9) (12.5)
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11. EMPLOYEE BENEFITS (CONT'D)
B) LONG-TERM EMPLOYEE BENEFIT PLANS

Based on these actuarial valuations and projections to June 30, the summary of the principal valuation results
for the self-insured workers' compensation benefits and other long-term employee benefits is as follows:

(IN MILLIONS OF DOLLARS)

ACCRUED BENEFIT OBLIGATION:

Balance at beginning of the period 22.2 20.9
Current service cost 2.6 5.0
Interest cost 0.4 1.0
Benefits paid (3.0) (6.6)
Actuarial losses = 1.9

Balance at end of the period 22.2 22.2

FAIR VALUE OF PLAN ASSETS:
Balance at beginning of the period - -

Employer contributions 3.0 6.6
Benefits paid (3.0) (6.6)
Balance at end of the period - -

Components of cost:

Quarters ended Six month periods ended
June 30
(IN MILLIONS OF DOLLARS)
Current service cost 13 1.3 2.6 2.6
Interest cost 0.2 0.3 04 0.6
Total cost 15 1.6 3.0 3.2

Amounts Recognized in the Statement of financial position:

(IN MILLIONS OF DOLLARS)

Benefit obligation (22.2) (22.2)
Fair value of plan assets - -
Net liability (22.2) (22.2)




C) SUMMARY OF PENSIONS PLANS, POST-EMPLOYMENT BENEFIT PLANS
AND LONG-TERM EMPLOYEE BENEFIT PLANS RECOGNIZED INTHE
FINANCIAL STATEMENTS

Total amounts recognized in the Statement of financial position:

(IN MILLIONS OF DOLLARS)

Assets:

Pension Plans 200.8 186.9
Liabilities:

Post-employment benefit plans (12.9) (12.5)
Long-term employee benefit plans (22.2) (22.2)
Network Restructuring obligation (0.7) (0.7)
Total (35.8) (35.4)

Total amounts recognized in the Statement of Operations
and Comprehensive Income:

Quarters ended Six month periods
June 30 ended June 30

(IN MILLIONS OF DOLLARS)

Pension Plans 8.6 4.2 21.0 8.3
Post employment Benefit Plans 0.2 0.4 0.7 0.8
Long-term employee benefit plans 1.5 1.6 3.0 3.2
Total 10.3 6.2 24.7 12.3

The total component of costs is presented in the Compensation and employee benefits line in the Statement
of operation and Comprehensive income. The cost for the network restructuring obligation is presented in the
Other expense line in the Statement of operation and Comprehensive income.
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12. CORPORATE TAXES

The corporate tax (recovery) expense of the Corporation consists of the following:

(IN MILLIONS OF DOLLARS)

Quarters ended Six month periods
June 30 ended June 30

Current corporate tax recovery - (4.0) - (3.9)
Deferred corporate tax expense:

Deferred tax expense related to the original and

reversal of temporary differences 2.0 1.4 2.7 1.5

Effect of reversal of previous write-downs of

deferred tax assets (0.2) (0.1) (0.4) (0.1)

Other 0.1 (1.1) = (1.2)
Deferred corporate tax expense 19 0.2 2.3 0.2
Corporate tax expense (recovery) 19 (3.8) 2.3 (3.7)

The overall corporate tax recovery for the year differs from the amount that would be computed by applying the
combined Federal and provincial statutory income tax rates of 24.37% (June 2011: 26.12%) to income before
corporate taxes. The reasons for the differences are as follows:

(IN MILLIONS OF DOLLARS)

Income before corporate taxes 10.9 5.5
Computed corporate tax recovery - statutory rates 2.6 1.4
Non-taxable portion of capital and accounting gains and other (0.1) (1.2)
Effect of reversal of previous write-downs of deferred tax

assets (0.4) (0.1)
Effect of tax rate changes on deferred corporate taxes 0.1 0.1
Adjustment recognized in the current year in relation

to the deferred tax of prior years. 0.1 (3.9)
Corporate tax expense (recovery) 23 (3.7)
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Deferred corporate tax reflects the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Significant components of the deferred corporate tax liabilities of the Corporation are as follows:

DEFERRED TAX BALANCES - JUNE 30, 2012

(IN MILLIONS OF DOLLARS)

Deferred corporate tax liabilities:

Government assistance 1.5 (1.5) -
Property, plant and equipment 21.6 0.8 22.4
Contingencies, other liabilities and net amounts 3.8 1.2 5.0
Accrued benefit liability 74 0.3 77
Unrealized loss on derivative financial instruments (0.3) 0.7 0.4
Accrued Benefit Asset (44.4) (4.4) (48.8)
(10.4) (2.9) (13.3)
Loss carry-forward 10.4 0.6 11.0
Deferred corporate tax liabilities - (2.3) (2.3)

The Corporation has $52.2 million (December 31, 2011: $50.3 million) of unused Quebec non-capital tax losses
carried forward and expiring in 2029 and 2031.

Unrecognized deductible temporary differences, unused tax losses and unused tax credits for which no deferred
tax assets have been recognized are attributed to the following:

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS

(IN MILLIONS OF DOLLARS)

Federal:

Contingencies, other liabilities and net amounts 0.3 0.3
Quebec:

Government assistance - 70
Property, plant and equipment 262.0 275.2
Accrued benefit liability 35.2 34.8
Loss carry forward 52.2 50.3
Unrealized loss on derivative financial instruments 2.0 -
Contingencies, other liabilities and net amounts 235 18.6

374.9 385.9
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13. DEFERRED CAPITAL FUNDING

Deferred capital funding represents the unamortized portion of the funding used to purchase property, plant
and equipment and intangible assets.

(IN MILLIONS OF DOLLARS)

Balance, beginning of the period 1,143.8 965.6
Government funding for property, plant and equipment and

intangible assets (including the cost of land) 82.6 2247
Amortization of deferred capital funding (29.4) (46.5)
Balance, end of the period 1,197.0 1,143.8

14. COMMITMENTS

As at June 30, 2012, the Corporation has outstanding major contract commitments amounting to $ 43.9
million (December 31, 2011: $182.8 million) consisting mainly in maintenance and completion of rolling stock
refurbishment and rail improvements projects. The Corporation expects to make payments under these
commitments over the next 2 years.

In the first quarter of 2012 the Corporation decided to cancel some major contracts involving the refurbishment
of rail passenger cars. These cancellations have caused a reduction in the amount of the commitments but the
costs related to the required completion of these projects will have a financial impact on the Corporation.

15. FINANCIAL INSTRUMENTS

The Corporation financial instruments are exposed to the same risk as disclose in its annual IFRS financial
statements for the year ended December 31, 2011.



16. DERIVATIVE FINANCIAL INSTRUMENTS

The Corporation uses commodity or price swaps where it exchanges cash payments based on changes in the
price of a commodity (i.e. heating oil) or a market index. The Corporation also enters into foreign exchange
forward contracts to either buy or sell USD at a specified price and date in the future. These contracts are
related to fuel swaps and a future capital project.

At the end of the period, the fair value of the derivative financial instruments is as follows:

June 30, 2012 December 31, 2011

Assets 2,520 327 4,032 1,509
Liabilities 14,364 2,842 9,324 1,173

As at June 30, 2012, the fuel swaps have a fixed price per U.S. gallon in USD between 1.957 and 3.149 and the
maturity dates are 2012 to 2014. These financial instruments have a monthly settlement schedule.

Foreign Exchange
contracts June 30, 2012 December 31, 2011

Assets 29,847 1,114 37,697 716
Liabilities 29,587 638 - -

As at June, 2012, the forward contracts rates are between 0.954 and 1.042 for these forwards contracts in
US dollars and the maturity dates are 2012 to 2014. These financial instruments have a monthly settlement
schedule.

June 30, 2012 December 31, 2011

Total assets 1,441 2,225
Total liabilities 3,480 1,173
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