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MANAGEMENT'S DISCUSSION AND ANALYSIS

This Management'’s Discussion and Analysis (MD&A) provides a narrative discussion outlining the financial results and
operational changes for the third quarter ended September 27, 2014, and for the first three quarters of 2014 for Canada Post
Corporation (Corporation or Canada Post) and its subsidiaries — Purolator Holdings Ltd. (Purolator), SCI Group Inc. (SCI) and
Innovapost Inc. (Innovapost). These companies are collectively referred to as the Canada Post Group of Companies or the Group
of Companies. Each of the Corporation’s quarters contains 13 weeks, and this MD&A covers the 13 and 39 weeks ended
September 27, 2014. This discussion should be read with the unaudited interim condensed consolidated financial statements for
the 13 and 39 weeks ended September 27, 2014, which were prepared in accordance with the Treasury Board of Canada
“Standard on Quarterly Financial Reports for Crown Corporations” and International Accounting Standard 34, “Interim
Financial Reporting” (IAS 34), and are presented in Canadian dollars. We also recommend that this information be read in
conjunction with the Corporation’s annual consolidated financial statements and MD&A for the year ended December 31, 2013.
Financial results reported in the MD&A are rounded to the nearest million, while related percentages are based on

numbers rounded to the nearest thousand. The information in this MD&A is current to November 20, 2014, unless

otherwise noted.

Management is responsible for the information presented in the unaudited interim condensed consolidated financial
statements and the MD&A. All references to “our” or “we" are references to management of Canada Post. The Board of
Directors, on the recommendation of its Audit Committee, approved the content of this MD&A and the unaudited interim
condensed consolidated financial statements.

Addressed Admail™, Business Reply Mail™, Lettermail™, Permanent™, Publications Mail™, Tracked Packet™and
Unaddressed Admail™ are trademarks of Canada Post Corporation.

Materiality

In assessing what information is to be provided in the MD&A, management applies the materiality principle as guidance for
disclosure. Management considers information material if it is considered probable that its omission or misstatement would
influence decisions that users make on the basis of the financial information.

Forward-looking statements

The unaudited interim condensed consolidated financial statements and the MD&A contain forward-looking statements that
reflect management’s expectations regarding the Group of Companies’ objectives, plans, strategies, future growth, results of
operations, performance, and business prospects and opportunities. Forward-looking statements are typically identified by
words or phrases such as “plans,” "anticipates,” “expects,” “believes,” “estimates,” “intends,” and other similar expressions.
These forward-looking statements are not facts, but only estimates regarding future results. These estimates are based on
certain factors or assumptions regarding expected growth, results of operations, performance, business prospects and
opportunities (assumptions). While management considers these assumptions to be reasonable based on available
information, they may prove to be incorrect. These estimates of future results are subject to a number of risks, uncertainties
and other factors that could cause actual results to differ materially from what the Group of Companies expects. These risks,
uncertainties and other factors include, but are not limited to, those risks and uncertainties set forth in Section 5 — Risks and
Risk Management on page 10 of this MD&A (risks).

wou "o

To the extent the Group of Companies provides future-oriented financial information or a financial outlook, such as future
growth and financial performance, the Group of Companies is providing this information for the purpose of describing its
future expectations. Therefore, readers are cautioned that this information may not be appropriate for any other purpose.
Furthermore, future-oriented financial information and financial outlooks, as with forward-looking information generally,
are based on the assumptions and subject to the risks.

Readers are urged to consider these factors carefully when evaluating these forward-looking statements. In light of these
assumptions and risks, the events predicted in these forward-looking statements may not occur. The Group of Companies
cannot assure that projected results or events will be achieved. Accordingly, readers are cautioned not to place undue
reliance on the forward-looking statements.

The forward-looking statements included in the unaudited interim condensed consolidated financial statements and MD&A

are made only as of November 20, 2014, and the Corporation does not undertake to publicly update these statements to
reflect new information, future events or changes in circumstances or for any other reason after this date.
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Management’s Discussion and Analysis

1 Executive Summary
An overview of the Canada Post Group of Companies and a summary of financial performance

The Canada Post Group of Companies consists of Canada Post and its subsidiaries — Purolator Holdings Ltd., SCI Group Inc.,
and Innovapost Inc. With approximately 66,000 employees, the Canada Post Group of Companies is one of Canada’s largest
employers. In 2013, our employees delivered approximately 9.4 billion pieces of mail, parcels and messages to 15.5 million
addresses in urban, rural and remote locations across Canada. The Canada Post segment operates the largest retail network
in Canada with approximately 6,300 retail post offices. A Crown corporation since 1981, Canada Post reports to Parliament
through the Minister of Transport and has a single shareholder, the Government of Canada.

Pursuant to the Canada Post Corporation Act, the Corporation has a mandate to provide a standard of postal service that meets
the needs of the people of Canada by providing quality postal services to all Canadians, rural and urban, individuals and
businesses, in a secure and financially self-sustaining manner.

The unaudited interim condensed consolidated financial statements of Canada Post Corporation include the accounts for the
Group of Companies. Canada Post is the largest segment with revenue of $4.5 billion for the first three quarters of 2014 (78% of
total revenue) and $5.9 billion for the full year ended December 31, 2013 (78% of total revenue). There are three reportable
operating segments: Canada Post, Purolator and Logistics. The execution of a shared services agreement (SSA) on June 27, 2014,
between Canada Post, Purolator and Innovapost (the information technology business unit) changed the Group’s governance
structure. This triggered a reassessment by management of the Group’s reportable operating segments and reduced the
number of the Group’s reportable operating segments from four to three. Innovapost was previously an operating segment and
is now included in the Other category, which also includes financial information that is not specific to an operating segment,
consolidation adjustments, and intersegment balance eliminations.

The following table presents the Canada Post Group of Companies’ 2014 Corporate Plan:

(in millions of dollars)

Consolidated 2014 Corporate Plan
Revenue from operations 7,802
Cost of operations 8,058
Loss from operations (256)
Investing and financing expense (18)
Loss before tax (274)

The Canada Post Group of Companies’ 2014 Corporate Plan, approved by the Government of Canada, projects a loss before tax
of $274 million for the year ending December 31, 2014, mainly as a result of the long-term structural challenges in the

Canada Post segment. At the end of the third quarter of 2014, the Group of Companies’ financial results were tracking ahead of
plan — achieving a profit before tax of $84 million for the first three quarters ended September 27, 2014. The Group of
Companies’ positive results for the first three quarters of 2014 compared to the 2014 Corporate Plan were driven by lower
employee benefit expenses in the Canada Post segment and an increase in revenue, especially in Canada Post’s Transaction Mail
and Parcels lines of business.

Employee benefit expenses will be lower than planned in 2014 as a result of the beneficial impacts of an increase in the discount
rate to 5.0% as at December 31, 2013 (which is higher than the discount rates of 4.4% as at December 31, 2012, and 4.2% as at
September 27, 2014), and a higher-than-expected pension asset return of 16.9% in 2013 in the Canada Post Corporation
Registered Pension Plan. Prior year’s discount rates and asset balances are used to calculate the current year’s employee

benefits expenses.

Transaction Mail revenue was higher than planned for the first three quarters of 2014, driven primarily by lower-than-expected
erosion of Domestic Lettermail™. Year to date erosion of 5.1% was positively affected by unplanned provincial elections in
Ontario and Quebec in the second quarter of 2014 as well as a change in purchasing patterns from the reissue of Permanent™
stamps in the second quarter. While the decline of Transaction Mail volumes is expected to continue, the future rate of erosion
remains uncertain. Revenue has further improved compared to plan due to higher than planned growth in Parcels, which is
benefiting from growth in e-commerce, partially offset by lower than planned Direct Marketing revenue.

Despite the uncertainty about volume erosion, improvements to the bottom line are expected to continue in the fourth quarter,

and a net profit for the year ending December 31, 2014, is anticipated. At the same time, Canada Post continues to implement
its Five-point Action Plan to meet its objective of self-sustainability.
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Management’s Discussion and Analysis

Significant changes and business developments

Canada Post is facing a pivotal period in its history. Letter volumes are decreasing every year as households and businesses
continue to move away from mail as a primary source of communication to adopt digital products. This shift has led to a
significant drop in Lettermail™volumes. In fact, in 2013, we delivered 1.2 billion fewer pieces of Domestic Lettermail than we
did in 2006. As a result, Canada Post’s exclusive privilege to deliver letters no longer adequately funds the costly obligation of
delivering mail to every Canadian address. In addition, competition is very intense for direct marketing. In this age of digital and
social media, the direct marketing business is part of a very competitive and fragmented marketplace where marketers are now
more able to convey their messages through a variety of products. Canada Post and Purolator parcel businesses also operate in a
highly competitive environment. Changes to our business model are needed to ensure that we succeed and continue to play
an important role in the lives of Canadians as their needs evolve.

In December 2013, after months of planning and consultation with Canadians, Canada Post unveiled its Five-point Action
Plan (Action Plan) that forms the foundation of a new postal system designed to serve Canadians’ evolving postal needs and
help the Corporation succeed in the digital age. The Action Plan centres around five initiatives:

1. converting the one third of Canadian households, representing five million addresses, which are still receiving
their mail at the door, to community mailbox (CMB) delivery;

2. introducing a tiered pricing structure for Lettermail, which will better reflect the cost of serving various customer
segments;

3. expanding access and convenience to postal services through franchises;

4. streamlining internal operations;

5. addressing the cost of labour.

These initiatives are the foundation of a strategy to help Canada Post return to profitability and ensure that the Corporation
remains financially viable and self-sustaining. The Action Plan is expected to take five years to complete, and once fully
implemented, four of the five initiatives are expected to contribute an estimated $700 million to $900 million per year in
much-needed savings. Activities to implement the Action Plan initiatives have continued in the third quarter of 2014.

Community mailboxes

Canada Post continued converting households that receive mail at the door, to community mailbox delivery in the third
quarter of 2014. The first community installation was completed in the third quarter and the remaining initial conversions,
involving approximately 100,000 addresses across Canada, were completed in October and November 2014. Planning is
progressing well for some one million conversions slated for 2015. In total, the five-year national initiative will involve five
million addresses.

A new approach to Lettermail pricing

A tiered pricing structure for domestic and international letters was introduced March 31, 2014. Under the new structure,
customers who wish to purchase a single domestic stamp pay full price, with discounts available for customers who buy
stamps in booklets, coils and panes, for businesses that use postage meters or indicia, and for incentive Lettermail customers
who meet volume and preparation requirements. The pricing for U.S., international and oversized Lettermail has also
increased, falling in line with new pricing levels. However, these services do not include different prices for single stamps.

Expanding convenience through postal franchises

In retail initiatives, Canada Post continued to streamline the network of corporate post offices where customer traffic
patterns warrant, such as changing hours of operation and opening new dealer-managed (franchise) outlets to provide
added convenience to customers.

Streamlining operations

Canada Post continues to streamline internal operations. With Lettermail volumes declining, Canada Post continued efforts
in the third quarter of 2014 to consolidate Lettermail processing into major plants of major urban centres. This project will
maximize the use of high-speed mail processing equipment to improve efficiencies and reduce costs.

Addressing the cost of labour

Canada Post and the Association of Postal Officials of Canada (APOC) are negotiating a new collective agreement to replace
the last agreement, which expired March 31, 2014. Among other activities in the third quarter, APOC presented a global
counter offer September 10, 2014, in response to the Corporation’s global offer of July 24, 2014, and on November 14, 2014,
Canada Post and APOC announced that they had reached a tentative agreement. Before the tentative agreement can be
finalized, it will be subject to a ratification vote by employees represented by APOC.
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Management’s Discussion and Analysis

Financial highlights

For the third quarter ended September 27, 2014, the Canada Post Group of Companies reported a profit before tax of

$35 million, compared to a loss before tax of $109 million for the same period in 2013. For the first three quarters of 2014, the
Group of Companies recorded a profit before tax of $84 million, compared to a loss before tax of $134 million in the first three
quarters of 2013. The Group of Companies’ positive results compared to the same periods in 2013 were driven by an increase in
revenue and lower employee benefit expenses in the Canada Post segment as well as higher revenue and profit in the Purolator
and Logistics segments.

The Canada Post segment reported a profit before tax of $13 million for the third quarter of 2014, compared to a loss before
tax of $129 million for the third quarter of 2013. For the first three quarters of 2014, Canada Post reported a profit before tax of
$39 million, compared to a loss before tax of $165 million for the same period in 2013. The improved results in 2014 were
primarily due to higher Transaction Mail and Parcels revenue and lower employee benefit costs.

Canada Post generated revenue of $1,443 million in the third quarter of 2014 and $4,470 million in the first three quarters of
2014, an increase of $100 million or 7.5% and $179 million or 4.7% respectively compared to the same periods in 2013.
These revenue increases were driven by higher rates introduced in a new tiered pricing structure for Lettermail, that became
effective March 31, 2014, and by growth in Parcels from the continued strength of the business-to-consumer e-commerce
delivery market.

Transaction Mail volumes declined by 58 million pieces or 6.1% in the third quarter of 2014 and by 175 million pieces or 5.1% in
the first three quarters of 2014 compared to the same periods in 2013. Volumes in 2014 continued to be adversely affected by
mail erosion driven by electronic substitution.

Parcel volumes increased by almost three million pieces or 8.1% in the third quarter of 2014 and by four million pieces or 4.2%
in the first three quarters of 2014, while Parcels revenue for the third quarter and first three quarters increased by $25 million or
8.2% and $79 million or 8.9% respectively compared to the same periods in 2013. Parcels revenue and volumes continued to be
positively affected by the continuous growth in e-commerce.

Direct Marketing volumes decreased by 65 million pieces or 5.6% in the third quarter of 2014 and by 99 million pieces or 2.2%
in the first three quarters of 2014, while Direct Marketing revenue for the third quarter and first three quarters decreased by
$15 million or 5.2% and $32 million or 3.1% respectively compared to the same periods in 2013. Direct Marketing revenue and
volumes were adversely affected by some commercial customers reducing their overall marketing spending or redirecting some
of their marketing activities to other products or media channels.

Canada Post, as pension plan sponsor, is responsible for making current service contributions to its pension plans as well as
special payments to cover any funding shortfalls. These pension commitments and other post-employment benefit
obligations are substantial; they continue to significantly affect the Corporation’s financial performance and, if not for
temporary pension relief on special payments, would put immediate pressure on its cash resources. In February 2014, the
Government of Canada provided relief to Canada Post from the requirement to make special payments to its Registered
Pension Plan from 2014 to 2017. Without any pension relief, Canada Post would have been required to make special
payments of approximately $1.3 billion in 2014.

Fluctuations in discount rates, investment returns and other actuarial assumptions create volatility from one period to the
next, resulting in sizeable financial and long-term liquidity risks to the Corporation. During the third quarter of 2014, this
volatility negatively affected the Group of Companies’ defined benefit plans, causing remeasurement losses of $111 million,
net of tax, recorded in other comprehensive income (loss) and increasing the Group of Companies’ equity balance to
negative $1.8 billion as at September 27, 2014. These remeasurement losses were mostly the result of a decrease in discount
rates in the third quarter of 2014, partially offset by a change in assumptions for long-term post-retirement health care
benefits to reflect the lower long-term health care cost trend.

The prior year’s discount rates and other actuarial assumptions, as well as asset balances, are used to calculate the current
year's employee benefits expense, thereby affecting the Corporation’s operating results. Strong pension asset returns in 2013
and an increase in the discount rates as at December 31, 2013, partially offset by changes in mortality rates in 2013 (to reflect
the fact that plan members are living longer), helped reduce non-cash employee benefit expenses by over $160 million in the
first three quarters of 2014 compared to the same period in 2013, and contributed significantly to the Corporation’s profit
from operations in 2014. These 2014 results demonstrate how changing discount rates, investment returns and other
actuarial assumptions can cause significant volatility in the Corporation’s financial statements.
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Management’s Discussion and Analysis

The following bar charts show the Group of Companies’ results for the last eight quarters. Volumes have historically varied
throughout the year, with the highest demand for services occurring during the holiday season in the fourth quarter. Volumes
typically decline over the following quarters, reaching their lowest level during the summer months, in the third quarter. The
Group of Companies’ significant fixed costs do not vary, in the short term, as a result of these changes in demand for its services.
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1. The amount for 2012 has been restated as a result of the adoption of new or revised accounting standards. For more details, see Note 4 —
Application of New and Revised International Financial Reporting Standards in the annual consolidated financial statements for the year ended
December 31, 2013.
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December 31, 2013.
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Management’s Discussion and Analysis

The following table presents the Corporation's consolidated performance for the third quarter and the first three quarters of

2014, compared to the same periods in the prior year.

(in millions of dollars) 13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
2014 2013  Change % 2014 2013  Change % Explanation of change

Consolidated statement of Highlights, as discussed in Section 8 —

comprehensive income Discussion of Operations (page 16).

Revenue from operations 1,874 1,752 122 7.0 5,749 5,518 231 4.7' Increase in revenue primarily from
Canada Post segment’s Transaction
Mail and Parcels.

Cost of operations 1,842 1,862 (20) (1.1) 5,649 5,751 (102) (1.8) Decrease in cost of operations mainly
the result of lower employee benefit
expenses and productivity
improvements in the Canada Post
segment.

Profit (loss) from operations 32 (110) 142 - 100 (233) 333 -

Investing and financing 3 1 2 2178 (16) 99 (115) — Decrease in the first three quarters of

income (expense), net 2014 mainly due to a $109-million
gain on the sale of the Vancouver
Mail Processing Plant in the
Canada Post segment in the first
quarter of 2013.

Profit (loss) before tax 35 (109) 144 - 84 (134) 218 -

Net profit (loss) 22 (73) 95 - 61 (88) 149 -

Comprehensive income (84) 792 (876) - (1,455) 2,154 (3,609) - Remeasurement losses on pension

(loss) and other employee benefit plans
recorded in the third quarter and first
three quarters of 2014 mainly due to
a decrease in discount rates.

Consolidated statement of Highlights, as discussed in Section 6 —

cash flows Liquidity and Capital Resources
(page 10).

Cash provided by (used in) 161 (@)} 168 - 292 46 246  540.8 Positive cash flow variances primarily

operating activities driven by stronger revenues in the
second and third quarter of 2014
compared to 2013.

Cash used in investing (223) 71) (152) (211.4) (259) (18) (241) (1290.6) Negative cash flow mostly due to an

activities increase in net acquisitions of
investments and lower proceeds from
capital assets.

Cash used in financing (5) (6) 1 15.9 17) (15) (2) (14.2) No material change.

activities

1. Adjusted for trading days, where applicable.
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Management’s Discussion and Analysis

2 Core Businesses and Strategy
A discussion of the business and strategy of our core businesses

Canada Post faces the same challenges as its global counterparts — managing the decline in core Transaction Mail volumes,

while still maintaining an extensive and growing delivery network as required by the service mandate. Competition is

increasing in all lines of business and the exclusive privilege on letters up to 500 grams is losing its value in a digital world.
Growth of the e-commerce market has generated opportunities and increased competition. Canada Post also faces challenges as a
result of an inflexible and expensive cost structure, and significant changes are required to improve its cost competitiveness.

To remain sustainable in the long term, we have developed strategic priorities that will help us address our operational
sustainability and grow the business, while meeting the evolving postal needs of Canadians.

Our core business and strategy are described in Section 2 — Core Businesses and Strategy of the 2013 Annual MD&A. There were no
material changes to the strategies during the third quarter of 2014.

3 Key Performance Drivers
A discussion of the key drivers of our performance and our progress against 2014 objectives

The Canada Post segment uses performance scorecards to measure the Corporation’s progress relative to its key objectives,
and to provide management with a comprehensive view of the Corporation’s performance.

As discussed in Section 2.3 — Our strategy and strategic priorities of the 2013 Annual MD&A, Canada Post’s priorities include
redefining postal service through the Five-point Action Plan, the pursuit of growth opportunities (such as becoming a leader
in enabling e-commerce, repositioning direct marketing and strengthening digital commercialization) and focusing
unrelentingly on cost savings. In this regard, Canada Post has developed a number of key performance measures that
support progress toward achieving its strategic priorities.

Key performance measures include the following:

financial imperatives for the physical and digital delivery networks (including business growth and cost efficiencies),
service performance targets,

employee safety (including injury frequency),

customer experience enhancements,

ongoing implementation of Postal Transformation and the Five-point Action Plan and realization of benefits.

Performance results for 2014 will be updated at the end of the year and included as part of the 2014 Annual MD&A.

4 Capabilities
A discussion of the issues that affect our ability to execute strategies, manage key performance drivers and
deliver results

A discussion of these topics appears in Section 4 — Capabilities of the 2013 Annual MD&A. Updates are provided below.

4.1 Labour relations

The number of employees covered by collective agreements as at December 31, 2013, and various bargaining activities are
summarized in Section 4.1 - Our employees — Labour relations of the 2013 Annual MD&A. An update of collective bargaining
activity by segment is provided below.

Canada Post segment
Pay equity update

On June 25, 2013, a memorandum of agreement was signed outlining the details such as eligibility, calculation methodology,
application of interest and payment process, required to implement the Supreme Court of Canada ruling in favour of the
Public Service Alliance of Canada (PSAC) in a pay equity complaint against Canada Post dating back to 1983. A team of
employees continues the lengthy and complex process of reviewing tens of thousands of employee files in preparation of
payment. Pay equity payments, commenced in August 2013, are being made on an ongoing basis.
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Labour relations activities
Public Service Alliance of Canada/Union of Postal Communications Employees (PSAC/UPCE)

On May 12, 2014, Canada Post and PSAC/UPCE signed a new collective agreement for the period beginning September, 2012
and which expires on August 31, 2016. The four-year agreement contains modest wage increases in the first two years and
no increases in the final two years. For existing employees, the agreement also preserves job security provisions and the
defined benefit pension plan. Employees hired after May 12, 2014, will receive a lower starting annual wage rate, and less
vacation and job security. In addition, they will be eligible to receive a defined contribution pension plan in lieu of the
defined benefit plan. The new collective agreement will help to provide stability to the Corporation as it adapts to the
changing postal needs of Canadians.

Canadian Union of Postal Workers - Urban Postal Operations (CUPW-UPO)

Canada Post signed two collective agreements with CUPW at the end of 2012. The first is a four-year collective agreement
expiring January 31, 2015, and the second is a one-year collective agreement expiring January 31, 2016.

Canadian Union of Postal Workers - Rural and Suburban Mail Carriers (CUPW-RSMC)
Canada Post is in its third year of a four-year agreement with CUPW-RSMC, expiring December 31, 2015.

Association of Postal Officials of Canada (APOC)

The five-year collective agreement with APOC expired March 31, 2014. The Association represents supervisors and
supervisory support groups, such as trainers, route measurement officers and sales employees. Negotiations for a new
collective agreement began March 24, 2014, and on November 14, 2014, Canada Post and APOC announced that they had
reached a tentative agreement. Before the tentative agreement can be finalized, it will be subject to a ratification vote by
employees represented by APOC.

Canadian Postmasters and Assistants Association (CPAA)

Canada Post is in its last year of a five-year collective agreement with the CPAA, which expires December 31, 2014. The CPAA
represents rural post office postmasters and assistants. Collective bargaining is expected to commence in the fourth quarter
of 2014. The CPAA agreement also provides for the final offer selection process as a means to resolve outstanding issues
instead of a strike or lockout.

Purolator segment

The national collective agreement with the Canada Council of Teamsters for all hourly operations employees remains in force
until December 31, 2016. The regional clerical agreements with all Teamsters local unions and the Union of Postal
Communication Employees in British Columbia remain in force until December 31, 2017. The regional clerical agreement with
Unifor (in Quebec) remains in force until December 31, 2018.

Logistics segment - SCI Group

There were no developments in labour relation activities in the third quarter of 2014.

4.2 Internal controls and procedures

Changes in internal control over financial reporting

During the third quarter of 2014, there were no changes in internal control over financial reporting that materially affected,
or were reasonably likely to materially affect, the Group of Companies’ internal control over financial reporting.

Canada Post Corporation 2014 Third Quarter Financial Report 9



Management’s Discussion and Analysis

5 Risks and Risk Management
A discussion of the key risks and uncertainties inherent in our business and our approach to managing these risks

Management considers risks and opportunities at all levels of decision making and has implemented a rigorous approach to
enterprise risk management (ERM). A description of the Canada Post segment'’s risks is provided in Section 5.2 — Strategic risks
and Section 5.3 — Operational risks of the 2013 Annual MD&A. There were no material changes to these risks during the third
quarter of 2014.

6 Liquidity and Capital Resources
A discussion of our cash flow, liquidity and capital resources

6.1 Cash and cash equivalents

(in millions of dollars)

500 -

400 -
300 +
200
100 -
0 - ‘

Q3 Q2 Q1 Q4 Q3 Q2 Q1
2014 2014 2014 2013 2013 2013 2013 2012

The Group of Companies held cash and cash equivalents of $484 million as at September 27, 2014 - an increase of $16 million
compared to December 31, 2013. The increase was mainly due to cash provided by operating activities and was supported by
the temporary relief from making special payments to the Canada Post Corporation Registered Pension Plan, which was
obtained from the Government of Canada in February 2014. Without this temporary relief, the Group of Companies’ cash
position would have been substantially less.

6.2 Operating activities

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change 2014 2013 Change
Cash provided by (used in) operating activities 161 (7) 168 292 46 246

Cash provided by operations in the third quarter of 2014 increased by $168 million and by $246 million in the first three

quarters of 2014, compared to the same periods in the prior year. The positive changes in 2014 cash flow were primarily

driven by higher revenues, lower employee benefit payments, and changes in non-cash working capital compared to the
same periods in 2013.
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6.3 Investing activities

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change 2014 2013 Change
Cash used in investing activities (223) (71) (152) (259) (18) (241)

Cash used in investing activities increased by $152 million in the third quarter of 2014 compared to the same period in 2013,
mostly due to $172 million higher net acquisitions of investments offset by $20 million in lower net capital asset acquisitions.
Cash used in investing activities increased by $241 million in the first three quarters of 2014, compared to the same period in
2013, due to $156 million higher net acquisitions of investments and $153 million in lower proceeds from the sale of capital
assets, partially offset by $68 million in lower acquisitions of capital assets. The first quarter of 2013 included proceeds of
$152 million from the sale of the Vancouver Mail Processing Plant.

Capital expenditures

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change 2014 2013 Change
Canada Post 55 73 (18) 146 221 (75)
Purolator 3 4 () 15 11 4
Logistics 2 1 1 7 4 3
Intersegment and consolidation 0 (1) 1 2) (2) (0)
Canada Post Group of Companies 60 77 (17) 166 234 (68)

Capital expenditures for the Group of Companies declined by $17 million in the third quarter of 2014 and by $68 million in
the first three quarters of 2014, when compared to the same periods last year. The reductions in 2014 were mainly due to a
decrease in spending on Postal Transformation in the Canada Post segment compared to the same periods in 2013.

6.4 Financing activities

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change 2014 2013 Change
Cash used in financing activities (5) (6) 1 (17) (15) (2)

There were no significant changes in financing activities in the third quarter and first three quarters of 2014, when compared
to the same periods in 2013.

6.5 Canada Post Corporation Registered Pension Plan

The Canada Post Corporation Registered Pension Plan (RPP) has assets with a market value of over $19 billion as at
December 31, 2013, making it one of the largest single-employer pension plans in Canada. A description of the effects of the
RPP on liquidity is provided in Section 6.5 — Canada Post Corporation Registered Pension Plan of the 2013 Annual MD&A and
in the 2014 MD&As of the first and second quarters. An update is provided below.

Some of the unions formally requested that the federal pension regulator, the Office of the Superintendent of Financial
Institutions (OSFI) replace Canada Post as administrator of the RPP. Canada Post filed submissions with OSFI in support of its
continuation as administrator of the RPP. At OSFI's request, a communication and consultation framework was jointly
developed by Canada Post, the unions and other beneficiary representatives. The framework, which provides for matters
affecting RPP member benefits to be presented to a Communications and Consultation Group, was submitted to OSFI on
September 3, 2014.
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In February 2014, the Government of Canada introduced the Canada Post Corporation Pension Plan Funding Regulations
that provide relief to Canada Post from the need to make special payments into the RPP for four years (from 2014 to 2017).
This temporary measure recognizes the Corporation’s serious operational challenges and the risks to the sustainability

of the RPP. During this period, Canada Post is working with its unions and other representatives of RPP members to
evaluate all options, including plan design changes, to make the RPP financially sustainable. Canada Post has begun to
explore and discuss with stakeholders the options to address the pension challenge and is also studying and evaluating
other jurisdictions’ approaches to modifying the design of their pension plans. In June 2014, the Corporation provided
comments to the Department of Finance on its consultation paper, issued in April 2014, soliciting submissions for potential
legislative changes that would permit federally regulated employers and Crown corporations to voluntarily implement a
target benefit pension plan.

On June 25, 2014, Canada Post filed the actuarial valuation of the RPP as at December 31, 2013 with OSFI. The actuarial
valuation as of December 31, 2013, disclosed a going-concern deficit of $296 million (using the smoothed value of RPP assets)
and a solvency deficit to be funded of $6.3 billion' (using the three-year average solvency ratio basis).

Current service contributions amounted to $38 million and $162 million respectively for the third quarter and first three
quarters of 2014, compared to $45 million and $203 million respectively for the same periods in 2013. The estimated amount
of current service contributions for 2014 is approximately $252 million.

On December 14, 2012, the Jobs and Growth Act, 2012, Bill C-45, was enacted, enabling changes to the public service pension
plans. Consequently, effective January 1, 2013, the cap for the employees’ share of current service costs was increased from
40% to 50%. The Board of Directors of Canada Post has approved changes to the RPP, and the Corporation has moved to
50/50 cost sharing. CUPW filed a grievance in 2013 challenging the decision to raise the rate of employee contributions,
alleging that it is a violation of the terms of the collective agreement. There were no developments on this grievance during
the third quarter of 2014.

Canada Post, the RPP sponsor, records remeasurement adjustments, net of tax, in other comprehensive income. For the third
quarter and first three quarters of 2014, remeasurement losses, net of tax, amounted to $310 million and $1,390 million
respectively for the Canada Post RPP. The RPP is subject to significant volatility due to fluctuations in discount rates,
investment returns and other changes in actuarial assumptions.

6.6 Liquidity and capital resources

The Canada Post Group of Companies manages capital, which it defines as loans and borrowings, other liabilities (non-
current) and equity of Canada. This view of capital is used by management and may not be comparable to definitions used
by other postal organizations or public companies. The Corporation’s objectives in managing capital include maintaining
sufficient liquidity to support its financial obligations and its operating and strategic plans, and maintaining financial
capacity and access to credit facilities to support future development of the business.

Liquidity
During the third quarter of 2014, the liquidity required by the Canada Post Group of Companies to support its financial
obligations and fund capital and strategic requirements was provided by accumulated funds and immediately accessible lines

of credit. The Canada Post segment had $1,018 million of unrestricted liquid investments on hand as at September 27, 2014,
and $100 million of lines of credit established under its short-term borrowing authority approved by the Minister of Finance.

In February 2014, the Government of Canada introduced regulations that provide Canada Post with relief from making
special pension payments to the Registered Pension Plan from 2014 to 2017. During the relief period, Canada Post is
working with its unions and other representatives of Plan members to restructure the RPP. The Corporation expects to
resume special payments in 2018. Without any pension relief, the Corporation would have been required to make special
payments of approximately $1.3 billion in 2014. In addition, the Corporation has begun implementing the initiatives
included in the Five-point Action Plan to address operational sustainability and help the Corporation return to profitability.
Based on the temporary relief and the implementation of the Five-point Action Plan, Canada Post believes it has sufficient
liquidity and authorized borrowing capacity to support its operations for at least the next 12 months.

The Corporation’s subsidiaries had a total of $133 million of unrestricted cash on hand and undrawn credit facilities
of $145 million as at September 27, 2014, ensuring sufficient liquidity to support their operations over at least the
next 12 months.

1. The solvency deficit when using the market value of plan assets is $5.0 billion.
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Access to capital markets

Pursuant to Appropriation Act No. 4, 2009-10, which received royal assent December 15, 2009, borrowing from other

than the Government of Canada’s Consolidated Revenue Fund is limited to $2.5 billion. Included in this total authorized
borrowing limit is a maximum of $100 million for cash management purposes in the form of short-term borrowings as at
September 27, 2014. In addition, pursuant to the Canada Post Corporation Act, the Canada Post segment may also borrow a
maximum of $500 million from the Government of Canada’s Consolidated Revenue Fund.

Borrowings for the Canada Post segment and the Corporation’s subsidiaries as at September 27, 2014, amounted to
$1,055 million and $60 million respectively. For more information on liquidity and access to capital markets, refer to
Section 6.6 — Liquidity and capital resources in the 2013 Annual MD&A.

Dividends

For information on our dividend policy, refer to Section 6.6 — Liquidity and capital resources of the 2013 Annual MD&A.

6.7 Risks associated with financial instruments

The Canada Post Group of Companies uses a variety of financial instruments to carry out business activities, which are
summarized in Section 6.7 — Risks associated with financial instruments of the 2013 Annual MD&A.

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes

in external market factors, such as interest rates, foreign currency exchange rates and commodity prices. During the

39 weeks ended September 27, 2014, the Group of Companies continued its economic hedge programs to mitigate its
exposure to foreign exchange balances and forecasted sales denominated in special drawing rights. These forward contracts
are not designated as hedges for accounting purposes. For more information on foreign exchange risk, refer to Note 14 —
Fair Values and Risks Arising from Financial Instruments of the unaudited interim condensed consolidated financial
statements for the 13 and 39 weeks ended September 27, 2014. There were no material changes to market risk during the
third quarter of 2014.

Credit risk

Credit risk is the risk of financial loss due to the counterparty’s inability to meet its contractual obligations. Credit risk
arises from investments in corporations and financial institutions as well as credit exposures to wholesale and commercial
customers, including outstanding receivables. Sales to consumers are settled by paying cash or using major credit cards.
There were no material changes to credit risk during the third quarter of 2014.

Liquidity risk
Liquidity risk is the risk that the Group of Companies will not be able to meet its financial obligations as they fall due.
Liquidity risk is managed by maintaining adequate cash reserves, banking facilities and reserve borrowing facilities, by

continuously monitoring forecasted and actual cash flows and matching the maturity profiles of financial assets and
liabilities. There were no material changes to liquidity risk during the third quarter of 2014.

6.8 Contractual obligations and commitments

Contractual obligations and commitments are explained in Section 6.8 — Contractual obligations and commitments
of the 2013 Annual MD&A. There were no material changes to contractual obligations and commitments during the
third quarter of 2014.

6.9 Related party transactions

The Corporation has a variety of transactions with related parties both in the normal course of business and in supporting
the Government of Canada’s public policies. These transactions are not materially different from what is reported in
Section 6.9 — Related party transactions of the 2013 Annual MD&A. For more information on related party transactions,
refer to Note 13 — Related Party Transactions of the unaudited interim condensed consolidated financial statements for
the 13 and 39 weeks ended September 27, 2014.

6.10 Contingent liabilities

In November 2014, an application to the Federal Court seeking a judicial review of Canada Post’s decision to convert door-to-
door delivery to community-mailbox delivery was filed by CUPW and others. The outcome of this challenge is currently not
determinable, and as a result no provision has been recorded in the interim condensed consolidated financial statements.

Contingent liabilities are described in Note 10 — Contingent Liabilities of the unaudited interim condensed consolidated
financial statements for the 13 and 39 weeks ended September 27, 2014.
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7 Changes in Financial Position
A discussion of significant changes in our assets and liabilities between September 27, 2014, and December 31, 2013

(in millions of dollars)
Sept. 27, Dec. 31,

ASSETS 2014 2013 Change %  Explanation of change

Cash and cash equivalents 484 468 16 3.5 Refer to Section 6 - Liquidity and Capital Resources
(page 10).

Marketable securities 667 570 97 16.9 Mainly due to the investment of cash in short-term
investments for higher returns.

Trade and other receivables 736 779 (43) (5.5) Mainly due to the receipt of international provisional
payments in the Canada Post segment.

Income tax receivable 8 6 2 33.5 Mainly due to an expected refund in the Purolator
segment.

Other assets 111 92 19 20.1 Mainly due to an increase in prepaid expenses in the

Canada Post segment.

Total current assets 2,006 1,915 91 4.7

Property, plant and equipment 2,641 2,707 (66) (2.4) Mainly due to depreciation exceeding acquisitions in
the Canada Post segment.

Intangible assets 116 129 (13) (9.8) Mainly due to amortization of software assets
exceeding acquisitions.

Segregated securities 556 510 46 9.0 Mainly due to unrealized gains and interest income.

Pension benefit assets 152 177 (25) (13.8) Mainly due to actuarial losses partially offset by
payments.

Deferred tax assets 1,597 1,093 504 46.2 Mainly due to the increase of temporary differences
from remeasurement losses recognized in other
comprehensive income for Canada Post’s Registered
Pension Plan and post-employment benefits.

Goodwill 130 130 0 0.0 No change.

Other assets 6 6 (0) (7.2) No material change.

Total non-current assets 5,198 4,752 446 9.4

Total assets 7,204 6,667 537 8.1
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(in millions of dollars)

Sept. 27, Dec. 31,

LIABILITIES AND EQUITY 2014 2013  Change %  Explanation of change

Trade and other payables 519 620 (101) (16.4) Mainly due to decreased trade payables, international
settlements and goods received in the Canada Post
segment.

Salaries and benefits payable and 534 580 (46) (7.9) Mainly due to the issuance of pay equity payments.

related provisions

Provisions 70 81 (11) (12.8) Mainly attributable to the settlement of a lease
retirement obligation in 2013 and a decrease in other
corporate provisions in the Canada Post segment.

Income tax payable 15 1 14 874.3 Mainly due to an expected tax liability for the
Canada Post segment.

Deferred revenue 113 145 (32) (21.7) Mainly due to a reduction in stamp deferrals related to
the 2014 stamp rate increases.

Loans and borrowings 19 23 (4) (17.5) No material change.

Other long-term benefit liabilities 71 71 0 0.0 No change.

Total current liabilities 1,341 1,521 (180) (11.8)

Loans and borrowings 1,096 1,108 (12) (1.1) No material change.

Pension, other post-employment and other 6,563 4,382 2,181 49.8 Mainly due to actuarial losses in the Canada Post

long-term benefit liabilities segment mostly attributable to a decrease in discount
rates, partially offset by a return on assets in excess of
interest income on plan assets.

Deferred tax liabilities 3 3 (0) (3.2) No material change.

Provisions 2 2 0 5.3  No material change.

Other liabilities 19 16 3 23.4 No material change.

Total non-current liabilities 7,683 5,511 2,172 39.4

Total liabilities 9,024 7,032 1,992 28.3

Equity

Contributed capital 1,155 1,155 0 0.0 No change.

Accumulated other comprehensive income 42 18 24 133.3  Mainly due to net unrealized gains on available-for-
sale financial assets in the Canada Post segment.

Accumulated deficit (3,041) (1,564) (1,477) (94.4) Mainly due to net actuarial losses from post-
employment plans remeasurement.

Equity of Canada (1,844) (391) (1,453) (371.5)

Non-controlling interests 24 26 2) (8.6)

Total equity (1,820) (365) (1,455) (398.2)

Total liabilities and equity 7,204 6,667 537 8.1
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8 Discussion of Operations

A detailed discussion of our financial performance

8.1 Summary of quarterly results

Consolidated results by quarter

The following table shows the Group of Companies’ consolidated results for the last eight quarters. Volumes have historically

varied throughout the year, with the highest demand for services occurring during the holiday season in the fourth quarter.

Volumes typically decline over the following quarters, reaching their lowest level during the summer months, in the third
quarter. The Group of Companies’ significant fixed costs do not vary, in the short term, as a result of these changes in demand

for its services.

Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4
(in millions of dollars) 2014 2014 2014 2013 2013 2013 2013 2012
Revenue from operations 1,874 2,007 1,868 2,045 1,752 1,862 1,904 1,991
Cost of operations 1,842 1,911 1,896 2,005 1,862 1,934 1,955 1,802
Profit (loss) from operations 32 96 (28) 40 (110) (72) (51) 189
Investing and financing income (expense), net 3 (10) 9) 36 1 (4) 102 (1)
Profit (loss) before tax 35 86 (37) 76 (109) (76) 51 188
Tax expense (income) 13 19 9) 17 (36) (26) 16 53
Net profit (loss) 22 67 (28) 59 (73) (50) 35 135

1. The amounts for 2012 were restated as a result of the adoption of new or revised accounting standards. For more details, see Note 4 — Application of
New and Revised International Financial Reporting Standards in the annual consolidated financial statements for the year ended December 31, 2013.

8.2 Consolidated results from operations

Consolidated results for the third quarter and first three quarters of 2014

13 weeks ended

39 weeks ended

Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change % 2014 2013 Change %
Revenue from operations 1,874 1,752 122 7.0 5,749 5,518 231 4.7"
Cost of operations 1,842 1,862 (20) (1.1) 5,649 5,751 (102) (1.8)
Profit (loss) from operations 32 (110) 142 - 100 (233) 333 -
Investing and financing income (expense), net 3 1 2 217.8 (16) 99 (115) -
Profit (loss) before tax 35 (109) 144 - 84 (134) 218 -
Tax expense (income) 13 (36) 49 - 23 (46) 69 -
Net profit (loss) 22 (73) 95 - 61 (88) 149 -
Other comprehensive income (loss) (106) 865 971) - (1,516) 2,242 (3,758) -
Comprehensive income (loss) (84) 792 (876) - (1.455) 2,154 (3,609) -

1. Adjusted for trading days, where applicable.

The Canada Post Group of Companies reported a profit before tax of $35 million for the third quarter of 2014, compared to
a loss before tax of $109 million in the third quarter of 2013. For the first three quarters of 2014, the profit before tax was

$84 million, an improvement of $218 million compared to the same period in 2013. Improvements in profit before tax in

2014 were primarily driven by the Canada Post segment. A detailed discussion by segment is provided in sections 8.4 to 8.7.
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Consolidated revenue from operations

For the third quarter of 2014, revenue from operations increased by $122 million or 7.0% when compared to the same
quarter in 2013. For the first three quarters of 2014, revenue from operations increased by $231 million or 4.7% when
compared to the same period in 2013. Overall, improvements to revenue in 2014 resulted primarily from increases in Canada
Post’s Transaction Mail and Parcels lines of business compared to the same periods in 2013. A detailed discussion of revenue
by segment follows in sections 8.4 to 8.7.

Consolidated cost of operations

The cost of operations decreased by $20 million or 1.1% in the third quarter of 2014 when compared to the same quarter

last year. For the first three quarters of 2014, the cost of operations decreased by $102 million or 1.8% when compared to
the same period last year. The decreases in 2014 were mainly the result of lower employee benefit expenses in the Canada
Post segment compared to the same periods in 2013. A detailed discussion by segment is provided in sections 8.4 to 8.7.

Consolidated investing and financing income (expense)

Net investing and financing income increased by $2 million in the third quarter of 2014, compared to the same period

in 2013. In the first three quarters of 2014, net investing and financing expense was $16 million compared to income of

$99 million in the same period in 2013. The change in the first three quarters of 2014, compared to the same period in 2013,
primarily resulted from the sale of the Vancouver Mail Processing Plant in January 2013, which generated a gain on sale of
$109 million.

Consolidated tax expense (income)

The consolidated tax expense for the third quarter and first three quarters of 2014 increased by $49 million and
$69 million respectively, compared to the same periods in the prior year, primarily driven by higher profits across
the Group of Companies.

Consolidated other comprehensive income (loss)

The consolidated other comprehensive loss amounted to $106 million in the third quarter of 2014 and $1,516 million

for the first three quarters of 2014, mainly due to remeasurement losses on the pension and other post-employment
plans, partially offset by a change in assumptions for long-term post-retirement health care benefits to reflect the lower
long-term health care cost trend. Volatility, caused by fluctuations in pension plan investment returns and changes to the
discount rates used to measure these plans, continued to have a significant impact on the Group of Companies’ other
comprehensive income.

8.3 Operating results by segment

Segmented results - Profit (loss) before tax

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change % 2014 2013 Change %
Canada Post 13 (129) 142 - 39 (165) 204 -
Purolator 19 16 3 215 35 29 6 23.7
Logistics 4 3 1 15.4 10 6 4 51.4
Other (1) 1 (2) - (0) 4) 4 77.7
Canada Post Group of Companies 35 (109) 144 - 84 (134) 218 -

A detailed discussion of operating results by segment is provided in sections 8.4 to 8.7.
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8.4 Canada Post segment

The Canada Post segment recorded a profit before tax of $13 million in the third quarter of 2014, compared to a loss before
tax of $129 million in the third quarter of 2013. The improvement in profit before tax in the third quarter was mainly due to
Domestic Lettermail™ rate action, growth in Parcels revenue and a reduction in post-employment benefits expense. After
the first three quarters of 2014, the profit before tax was $39 million — an improvement of $204 million over the same period
in 2013, primarily driven by Domestic Lettermail rate action, growth in Parcels revenue, a reduction in post-employment
benefits expense and productivity improvements, partially offset by an increase in expenses related to investment and the
sale of the Vancouver Mail Processing Plant in January 2013, which generated a gain on sale of $109 million.

Canada Post results for the third quarter and first three quarters of 2014

13 weeks ended 39 weeks ended

Sept. 27, Sept. 28, Sept. 27,  Sept. 28,

(in millions of dollars) 2014 2013 Change % 2014 2013 Change %

Revenue from operations 1,443 1,343 100 7.5 4,470 4,291 179 47"
Cost of operations 1,434 1,474 (40) (2.7) 4,417 4,563 (146) (3.2)
Profit (loss) from operations 9 (131) 140 - 53 (272) 325 -
Investing and financing income 4 2 2 113.1 (14) 107 (121) _
(expense), net

Profit (loss) before tax 13 (129) 142 - 39 (165) 204 -
Tax expense (income) 7 41) 48 - 10 (55) 65 -
Net profit (loss) 6 (88) 924 - 29 (110) 139 -

1. Adjusted for trading days, where applicable.

Revenue from operations

Canada Post earned revenue from operations of $1,443 million in the third quarter of 2014 — an increase of $100 million
or 7.5% when compared to the same quarter in 2013. For the first three quarters of 2014, Canada Post generated revenue
of $4,470 million, an increase of $179 million or 4.7% compared to the same period in 2013. The increases in revenue
was primarily due to higher rates introduced in a new tiered pricing structure for Lettermail that took effect March 31, 2014,
and the continued growth in Parcels revenue.

Quarterly revenue by line of business

13 weeks ended

39 weeks ended

Sept. 27, Sept. 28, Sept. 27, Sept. 28,
(in millions of dollars) 2014 2013 Change %' 2014 2013  Change %"
Transaction Mail 750 660 90 13.7 2,350 2,219 131 6.5
Direct Marketing 279 294 (15) (5.2) 874 906 (32) (3.1)
Parcels 337 312 25 8.2 1,031 952 79 8.9
Other revenue 77 77 (0) (0.3) 215 214 1 1.1
Total 1,443 1,343 100 7.5 4,470 4,291 179 4.7

1. Adjusted for trading days, where applicable.
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Transaction Mail

Transaction Mail revenue of $750 million for the third quarter of 2014 was composed of the following three product
categories: Domestic Lettermail ($682 million), Outbound Letter-post ($29 million), and Inbound Letter-post ($39 million).

In the third quarter of 2014, Transaction Mail revenue increased by $90 million or 13.7%, while volumes decreased by

58 million pieces or 6.1% compared to the same period in 2013. Volumes continued to decline in the third quarter of 2014
due to the impact of volume erosion from the adoption of other alternatives. For Domestic Lettermail, the largest product
category, revenue increased by $67 million or 11.1%, and volumes decreased by 71 million pieces or 7.9% in the third
quarter of 2014 compared to the same period in 2013. Demand for mail services from our customers, both households and
businesses, continued to decline in the third quarter of 2014 given the many credible alternatives to paper-based
communication, the implementation of pay-for-paper initiatives by some of our largest customers, especially in the banking
and telecommunications segments, and the highly competitive environment.

In the first three quarters of 2014, Transaction Mail revenue increased by $131 million or 6.5%, while volumes decreased

by 175 million pieces or 5.1% compared to the same period in 2013. For Domestic Lettermail, revenue increased by

$112 million or 6.1%, while volumes decreased by 171 million pieces or 5.4%. Revenue increases were primarily driven by the
new tiered pricing structure introduced as part of the Five-point Action Plan, while volume declines were largely caused by
the continued shift away from paper-based communications.

Direct Marketing

Direct Marketing revenue of $279 million for the third quarter of 2014 was composed of the following four categories:
Addressed Admail™ ($135 million), Unaddressed Admail™ ($90 million), Publications Mail™ ($48 million), and
Business Reply Mail™ and Other mail (§6 million).

Direct Marketing revenue decreased by $15 million in the third quarter of 2014 compared to the same period in 2013.
Volumes decreased by 65 million pieces or 5.6% in the third quarter of 2014, when compared to the same period in the prior
year, due to a drop in volumes for Addressed Admail, Publications Mail and Unaddressed Admail. Declines in Admail revenue
and volumes was caused in part by less demand from commercial customers, especially in the retail, financial and banking
segments, who reduced their marketing expenditures and redirected some of them to other lower priced products or media
channels. Publications Mail revenue and volume declines in the third quarter of 2014 continued with the increasing
popularity of digital alternatives.

In the first three quarters of 2014, Direct Marketing revenue decreased by $32 million or 3.1%, and volumes declined by

99 million pieces or 2.2% compared to the same period in the prior year. Revenue and volume declines were mainly the
result of less demand from the telecommunication, banking, and financial segments as some commercial customers reduced
their overall marketing spending or redirected some of their marketing activities to other products or media channels.

Parcels

Parcels revenue of $337 million for the third quarter of 2014 was composed of four product categories: Domestic Parcels
($237 million), Outbound Parcels ($48 million), Inbound Parcels ($48 million), and Other ($4 million).

In the third quarter of 2014, Parcels revenue increased by $25 million or 8.2%, while volumes increased by close to three million
pieces or 8.1% when compared to the same period in the prior year. Domestic Parcels, the largest product category, continued
to do well as revenue increased by $21 million or 9.9%, and volumes grew by over two million pieces or 10.8% in the third
quarter of 2014, compared to the same period last year.

In the first three quarters of 2014, Parcels revenue increased by $79 million or 8.9%, and volumes increased by four million
pieces or 4.2% when compared to the same period in 2013. For Domestic Parcels, revenue increased by $56 million or 8.9%
and volumes increased by over five million pieces or 8.4% in the first three quarters of 2014, compared to the same period
last year.

Revenue growth in the third quarter and first three quarters of 2014 reflects the strength of the fast growing business-to-
consumer e-commerce delivery market as customers continue to order more products online. The increase in revenue also
reflects a change in the product mix, including the growth of Tracked Packet™ items introduced in 2013. In addition, a change
in the mailing pattern of some large U.S. customers has led to an increase in Domestic Parcel volumes and a decrease in inbound
U.S. volumes.

Other revenue

Other revenue totalled $77 million in the third quarter of 2014 - a small decrease of 0.3%, when compared to the same
period in the prior year. The decrease was primarily due to lower consumer product revenue. At the end of three quarters
in 2014, revenue increased by $1 million or 1.1% compared to the same period in 2013. The year-to-date revenue increase
was primarily the result of higher Mail Redirection and other corporate revenues, partially offset by lower consumer
product revenue.
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Cost of operations

Cost of operations for the Canada Post segment amounted to $1,434 million in the third quarter of 2014 — a decrease
of $40 million or 2.7% when compared to the same quarter last year. After the first three quarters of 2014, the cost of
operations was $4,417 million — a decrease of $146 million or 3.2% compared to the same period in 2013.

13 weeks ended 39 weeks ended
Sept. 27, Sept. 28, Sept. 27,  Sept. 28,

(in millions of dollars) 2014 2013 Change % 2014 2013 Change %
Labour 738 751 (13) (1.8) 2,260 2,304 (44) (1.9
Employee benefits 267 315 (48) (15.0) 815 976 (161) (16.4)
Total labour and employee benefits 1,005 1,066 (61) (5.7) 3,075 3,280 (205) (6.3)
Non-labour collection, processing

. 179 171 8 4.9 581 571 10 1.8
and delivery
Property, facilities and maintenance 60 60 (0) (0.8) 187 187 0 0.0
Selling, administrative and other 123 112 11 9.9 373 333 40 12.0
Total other operating costs 362 343 19 5.5 1,141 1,091 50 4.6
Depreciation and amortization 67 65 2 2.0 201 192 9 4.3
Total 1,434 1,474 (40) (2.7) 4,417 4,563 (146) (3.2)
Labour

Labour costs decreased by $13 million or 1.8% for the third quarter of 2014 and by $44 million or 1.9% in the first three
quarters of 2014, when compared to the same periods in the previous year. The decreases were primarily the result of
productivity improvements and one fewer paid days in the first three quarters of 2014, partially offset by regular annual
wage increases. These savings from productivity improvements are significant and reflect the continued investments in Postal
Transformation and the Five-point Action Plan that the Corporation is making to optimize efficiencies in its operations.

Employee benefits

Employee benefits decreased by $48 million or 15.0% for the third quarter of 2014 and by $161 million or 16.4% in

the first three quarters of 2014, when compared to the same periods in the 2013. The non-cash decreases were due to the
positive impacts of strong pension asset returns in 2013 and an increase in the discount rates used to calculate benefit plan
costs in 2014.

Non-labour collection, processing and delivery

Contracted collection, processing and delivery costs increased by $8 million or 4.9% for the third quarter of 2014 compared
to the same period in 2013, mainly due to higher international settlement costs. For the first three quarters of 2014,
contracted collection, processing and delivery costs increased by $10 million or 1.8% compared to the same period in 2013,
mostly due to higher international settlements, automotive services and transportation expenses, including fuel expenses,
partially offset by lower rural mail delivery expenses and one fewer paid days in the first three quarters of 2014.

Property, facilities and maintenance

The cost of facilities remained flat for the third quarter of 2014 when compared to the same period in the prior year. For
the first three quarters of 2014, the costs of facilities also remained constant when compared to the same period in 2013
as increases in utilities, maintenance and repairs costs in 2014 were offset by expenses relating to the cancellation of a
property lease in 2013.

Selling, administrative and other

Selling, administrative and other expenses increased by $11 million or 9.9% for the third quarter of 2014 compared to the
same period in 2013, mainly due to increases in expenses relating to the implementation of the Five-point Action Plan. For
the first three quarters of 2014, selling, administrative and other expenses increased by $40 million or 12.0% when compared
to the same period in the prior year, primarily as a result of increases in expenses relating to the implementation of the Five-
point Action Plan and IT transformation.

Depreciation and amortization

Depreciation and amortization expenses for the third quarter and first three quarters of 2014 increased by $2 million and
$9 million respectively compared to the same periods in 2013. The year-to-date increase was primarily the result of a change
in accounting estimates for security equipment to reduce the depreciation period for this asset from 20 years to seven. This
change was made to better reflect the useful life of such assets as a result of technological developments in recent years.
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Management’s Discussion and Analysis

8.5 Purolator segment

The Purolator segment contributed a net profit of $14 million for the third quarter of 2014, an improvement of $2 million
or 22.3% when compared to the same period in the prior year. For the first three quarters of 2014, Purolator earned a net profit
of $25 million, an increase of $4 million or 22.7% when compared to the prior year.

Purolator results for the third quarter and first three quarters of 2014

13 weeks ended

39 weeks ended

Sept. 27, Sept. 28, Sept. 27,  Sept. 28,
(in millions of dollars) 2014 2013 Change % 2014 2013 Change %
Revenue from operations 409 393 16 4.1 1,222 1,184 38 3.7
Cost of operations 389 376 13 3.4 1,185 1,153 32 2.7
Profit from operations 20 17 3 19.0 37 31 6 20.6
I(zx;z:;zg)?:;itfinancing income ) ) 0 225 @ @) 0 221
Profit before tax 19 16 3 21.5 35 29 6 23.7
Tax expense 5 4 1 19.3 10 8 2 26.1
Net profit 14 12 2 223 25 21 4 227

1. Adjusted for trading days, where applicable.

Revenue from operations

Purolator generated revenue from operations of $409 million in the third quarter of 2014 — an increase of $16 million
or 4.1% when compared to the same period last year. After the first three quarters of 2014, revenue totalled $1,222 million -
an increase of $38 million or 3.7% compared to the same period in 2013. Increases in the third quarter and first three

quarters of 2014 were mainly due to improved yield.

Cost of operations

Total labour costs

Total labour costs were $178 million in the third quarter and $553 million after the first three quarters of 2014. Increases of

$4 million or 2.0% in the third quarter and $12 million or 2.2% in the first three quarters, when compared to the same periods
in 2013, were driven by annual rate increases and filling of vacant positions.

Total non-labour costs

Total non-labour costs were $211 million in the third quarter of 2014 - an increase of $9 million or 4.6% when

compared to the same period in the prior year. After the first three quarters of 2014, total non-labour costs were

$632 million — an increase of $20 million or 3.1% compared to the same period in 2013. Increases in the third quarter and

first three quarters of 2014 were driven primarily by IT expenses and fuel costs.
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8.6 Logistics segment

The Logistics segment includes the financial results of SCI Group. The Logistics segment contributed $3 million of net profit

to the consolidated results for the third quarter of 2014, an increase of $1 million or 15.3% when compared to the same

period in the prior year. For the first three quarters of 2014, the Logistics segment earned a net profit of $7 million, an

increase of $2 million or 45.1% when compared to the same period in the prior year.

Logistics results for the third quarter and first three quarters of 2014

13 weeks ended

39 weeks ended

Sept. 27, Sept. 28, Sept. 27,  Sept. 28,
(in millions of dollars) 2014 2013 Change % 2014 2013 Change %
Revenue from operations 59 a4 15 32.2" 156 129 27 20.7°
Cost of operations 55 41 14 33.7 146 123 23 191
Profit from operations 4 3 1 15.4 10 6 4 513
I(zx;z:;r;g)?:gtfinancing income ©) ©) 0 333 ) ©) ©0) (18.2)
Profit before tax 4 3 1 15.4 10 6 4 514
Tax expense 1 1 0 15.8 3 1 2 728
Net profit 3 2 1 15.3 7 5 2 451

1. Adjusted for trading days, where applicable.

Revenue from operations

SCI generated revenue from operations of $59 million in the third quarter of 2014 — an increase of $15 million or 32.2%,
when compared to the same period last year. After the first three quarters of 2014, revenue was $156 million — an increase
of $27 million or 20.7% when compared to 2013. Increases in the third quarter and first three quarters of 2014 were mainly
driven by volume growth from current clients and new services.

Cost of operations

Total labour costs

Total labour costs were $27 million in the third quarter of 2014 - an increase of $8 million or 42.4% when compared to
the same period in the prior year. After the first three quarters of 2014, total labour costs were $68 million — an increase of
$14 million or 27.0% compared to 2013. Increases in the third quarter and first three quarters of 2014 were primarily the result

of growth in volumes and new business.

Total non-labour costs

Total non-labour costs were $28 million in the third quarter of 2014 — an increase of $6 million or 26.7% when compared

to the same period in the previous year. After the first three quarters of 2014, total non-labour costs were $78 million — an
increase of $9 million or 13.0% when compared to 2013. Increases in the third quarter and first three quarters of 2014 were
mainly due to growth from existing clients and new services.
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9 Critical Accounting Estimates and Accounting Policy Developments
A review of critical accounting estimates and changes in accounting policies in 2014 and future years

9.1 Critical accounting estimates and estimation uncertainties

The preparation of the Corporation’s interim condensed consolidated financial statements requires management to make
complex or subjective judgments, estimates and assumptions based on existing knowledge that affect reported amounts and
disclosures in the interim condensed consolidated financial statements and accompanying notes. Actual results may differ from
the judgements, estimates and assumptions. It is reasonably possible that management’s reassessments of these and other
estimates and assumptions in the near term, as well as actual results, could require a material change in reported amounts and
disclosures in the consolidated financial statements of future periods.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period when estimates are revised if revisions affect only that period, or in the period of revision and
future periods if revisions affect both current and future periods.

The Group of Companies’ critical accounting estimates remain substantially unchanged from the prior year. For additional
information, refer to our discussion of critical accounting estimates in the 2013 Annual MD&A and Note 3 - Critical
Accounting Estimates and Judgments of the 2013 consolidated financial statements, which are contained in the Canada Post
Corporation 2013 Annual Report.

9.2 Accounting pronouncements

(a) New standards, amendments and interpretations
There were no new standards, amendments or interpretations issued by the International Accounting Standards Board
(IASB) or the IFRS Interpretations Committee (Interpretations Committee) that required mandatory adoption in the
Corporation’s 2014 Third Quarter Financial Report.

(b) Standards, amendments and interpretations not yet in effect
The following table presents standards, amendments and interpretations issued by the IASB or the Interpretations
Committee, which were assessed as having a possible impact on the Group of Companies in the future. The Group of

Companies is determining the impact, if any, of the amendments on its consolidated financial statements.

Effective for annual periods

Amendment or interpretation beginning on or after
Annual Improvements to IFRS - 2010-2012 Cycle July 1, 2014
Annual Improvements to IFRS — 2011-2013 Cycle July 1, 2014
Amendments to IAS 19 — Defined Benefit Plans: Employee Contributions July 1, 2014
Amendments to IFRS 11 “Joint Arrangements” — Accounting for Acquisitions of

Interest in Joint Operations January 1, 2016
Annual Improvements to IFRS — 2012-2014 Cycle January 1, 2016
IFRS 15 “Revenue from Contracts with Customers” January 1, 2017
IFRS 9 “Financial Instruments” January 1, 2018

The following amendment was issued by the IASB in the third quarter:

Annual Improvements to IFRS - 2012-2014 Cycle ¢ In September 2014, the IASB issued annual improvements in
response to non-urgent issues addressed during the 2012-2014 cycle. The standards and topics covered by the
amendments are as follows: IFRS 5 “Non-current Assets Held for Sale and Discontinued Operations” clarifies the
accounting for changes in methods of disposal; IFRS 7 “Financial Instruments: Disclosures” (IFRS 7) clarifies the
application of the disclosure requirements to servicing contracts and addresses the applicability of the offsetting
amendments to IFRS 7 to condensed interim financial statements; IAS 19 “Employee Benefits” clarifies the
requirements to determine the discount rate in a regional market sharing the same currency; and IAS 34 “Interim
Financial Reporting” clarifies the meaning of disclosure of information elsewhere in the interim financial report.
These annual improvements are to be applied for annual periods beginning on or after January 1, 2016. Earlier
application is permitted.
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MANAGEMENT’S RESPONSIBILITY FOR INTERIM FINANCIAL REPORTING

Management is responsible for the preparation and fair presentation of these interim condensed consolidated financial
statements in accordance with the Treasury Board of Canada’s “Standard on Quarterly Financial Reports for Crown
Corporations” and International Accounting Standard 34, “Interim Financial Reporting,” and for such internal controls as
management determines are necessary to enable the preparation of interim condensed consolidated financial statements
that are free from material misstatement. Management is also responsible for ensuring that all other information in this
quarterly financial report is consistent, where appropriate, with the interim condensed consolidated financial statements.

Based on our knowledge, these unaudited interim condensed consolidated financial statements present fairly, in all material

respects, the financial position, financial performance and cash flows of the Corporation, as at the date of and for the
periods presented in the interim condensed consolidated financial statements.

President and Chief Executive Officer Chief Financial Officer

November 20, 2014
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INTERIM CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at

(Unaudited - in millions of Canadian dollars)

Notes September 27, 2014

December 31, 2013

Assets

Current assets

Cash and cash equivalents $ 484 468
Marketable securities 667 570
Trade and other receivables 736 779
Income tax receivable 8 6
Other assets 4 111 92
Total current assets 2,006 1,915
Non-current assets
Property, plant and equipment 5 2,641 2,707
Intangible assets 5 116 129
Segregated securities 556 510
Pension benefit assets 6 152 177
Deferred tax assets 1,597 1,093
Goodwill 9 130 130
Other assets 6 6
Total non-current assets 5,198 4,752
Total assets $ 7.204 6,667
Liabilities and equity
Current liabilities
Trade and other payables $ 519 620
Salaries and benefits payable and related provisions 534 580
Provisions 70 81
Income tax payable 15 1
Deferred revenue 113 145
Loans and borrowings 19 23
Other long-term benefit liabilities 6 71 71
Total current liabilities 1,341 1,521
Non-current liabilities
Loans and borrowings 1,096 1,108
Pension, other post-employment and other long-term benefit liabilities 6 6,563 4,382
Deferred tax liabilities 3 3
Provisions 2 2
Other liabilities 19 16
Total non-current liabilities 7,683 5,511
Total liabilities 9,024 7,032
Equity
Contributed capital 1,155 1,155
Accumulated other comprehensive income 42 18
Accumulated deficit (3,041) (1,564)
Equity of Canada (1,844) (391)
Non-controlling interests 24 26
Total equity (1,820) (365)
Total liabilities and equity $ 7,204 6,667
Contingent liabilities 10
The accompanying notes are an integral part of these interim condensed consolidated financial statements.
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INTERIM CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the 13 weeks ended 39 weeks ended
September 27, September 28, September 27, September 28,
(Unaudited - in millions of Canadian dollars) Notes 2014 2013 2014 2013
Revenue from operations $ 1,874 $ 1,752 $ 5,749 $ 5,518
Cost of operations
Labour 922 924 2,815 2,831
Employee benefits, including (gains) losses from
plan amendments 6 309 356 949 1,109
1,231 1,280 3,764 3,940
Other operating costs 11 530 503 1,640 1,576
Depreciation and amortization 5 81 79 245 235
Total cost of operations 1,842 1,862 5,649 5,751
Profit (loss) from operations 32 (110) 100 (233)
Investing and financing income (expense)
Investment and other income 12 16 13 24 134
Finance costs and other expense 12 (13) (12) (40) (35)
Investing and financing income (expense), net 3 1 (16) 929
Profit (loss) before tax 35 (109) 84 (134)
Tax expense (income) 7 13 (36) 23 (46)
Net profit (loss) $ 22 $ (@3 $ 61 $ (88)
Other comprehensive income (loss)
Items that will not be reclassified to net profit (loss)
Remeasurements of defined benefit plans, net of tax 8 $ (111) $ 873 $ (1,540) $ 2,274
Items that may be reclassified subsequently to
net profit (loss)
Unrealized gains (losses) on available-for-sale financial assets,
net of tax 8 5 (8) 24 (32)
Other comprehensive income (loss) (106) 865 (1,516) 2,242
Comprehensive income (loss) $ (84) $ 792 $ (1,455) $ 2,154
Net profit (loss) attributable to
Government of Canada $ 21 $ (73) $ 59 $ (89)
Non-controlling interests 1 - 2 1
$ 22 $ (73) $ 61 $ (88)
Comprehensive income (loss) attributable to
Government of Canada $ (84) $ 789 $ (1,453) $ 2,148
Non-controlling interests - 3 (2) 6
$ (84) $ 792 $ (1,455) $ 2,154

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
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INTERIM CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Accumulated

other Non-
For the 13 weeks ended September 27, 2014 Contributed comprehensive Accumulated Equity of  controlling Total
(Unaudited — in millions of Canadian dollars) capital income deficit Canada interests equity
Balance at June 28, 2014 $ 1,155 $ 37 $ (2,952) $ (1,760) $ 24 $ (1,736)
Net profit - - 21 21 1 22
Other comprehensive income (loss) - 5 (110) (105) 1) (106)
Comprehensive income (loss) - 5 (89) (84) - (84)
Balance at September 27, 2014 $ 1,155 $ 42 $ (3,041) $ (1,844) $ 24 $ (1,820)
Accumulated
other Non-
For the 13 weeks ended September 28, 2013 Contributed comprehensive Accumulated Equity of  controlling Total
(Unaudited - in millions of Canadian dollars) capital income deficit Canada interests equity
Balance at June 29, 2013 $ 1,155 $ 28 $ (2,457) $ (1,274) $ 22 $ (1,252)
Net loss - - (73) (73) - (73)
Other comprehensive income (loss) - (8) 870 862 3 865
Comprehensive income (loss) - (8) 797 789 3 792
Balance at September 28, 2013 $ 1,155 $ 20 $ (1,660) $ (485) $ 25 $ (460)
Accumulated
other Non-
For the 39 weeks ended September 27, 2014 Contributed comprehensive Accumulated Equity of  controlling Total
(Unaudited — in millions of Canadian dollars) capital income deficit Canada interests equity
Balance at December 31, 2013 $ 1,155 $ 18 $ (1,564) $ (391) $ 26 $ (365)
Net profit - - 59 59 2 61
Other comprehensive income (loss) - 24 (1,536) (1,512) (4) (1,516)
Comprehensive income (loss) - 24 (1,477) (1,453) (2) (1,455)
Balance at September 27, 2014 $ 1,155 $ 42 $ (3,041) $ (1,844) $ 24 $ (1,820)
Accumulated
other Non-
For the 39 weeks ended September 28, 2013 Contributed comprehensive Accumulated Equity of  controlling Total
(Unaudited - in millions of Canadian dollars) capital income deficit Canada interests equity
Balance at December 31, 2012 $ 1,155 $ 52 $ (3,840) $ (2,633) $ 19 $ (2,614
Net profit (loss) - - (89) (89) 1 (88)
Other comprehensive income (loss) - (32) 2,269 2,237 5 2,242
Comprehensive income (loss) - (32) 2,180 2,148 6 2,154
Balance at September 28, 2013 $ 1,155 $ 20 $ (1.660) $  (485) $ 25 $ (460)
The accompanying notes are an integral part of these interim condensed consolidated financial statements.
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INTERIM CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,
(Unaudited - in millions of Canadian dollars) Notes 2014 2013 2014 2013

Cash flows from operating activities
Net profit (loss) $ 22 $  (73) $ 61 $ (88)
Adjustments to reconcile net profit (loss) to cash provided by

operating activities:

Depreciation and amortization 5 81 79 245 235
Pension, other post-employment and other long-term
benefit expense 6 178 230 523 687
Pension, other post-employment and other long-term
benefit payments 6 (105) (113) (372) (419)
Gain on sale of capital assets and assets held for sale 12 (13) (10) (14) (125)
Tax expense (income) 7 13 (36) 23 (46)
Net interest expense 12 9 7 26 22
Change in non-cash operating working capital:
Decrease (increase) in trade and other receivables 31 (23) 44 11)
(Decrease) increase in trade and other payables (5) 4 (89) (2)
Decrease in salaries and benefits payable
and related provisions (30) (32) (47) (105)
Decrease in provisions 1) 4) (10) -
Net decrease (increase) in other non-cash operating
working capital 2 (12) (52) (54)
Other income not affecting cash, net 1 4) (10) (18)
Cash provided by operations before interest and tax 183 13 328 76
Interest received 5 5 22 22
Interest paid (25) (25) (50) (51)
Tax paid (2) - (8) (1)
Cash provided by (used in) operating activities 161 7) 292 46
Cash flows from investing activities
Acquisition of securities (363) (282) (868) (835)
Proceeds from sale of securities 185 276 759 882
Acquisition of capital assets (60) (77) (166) (234)
Proceeds from sale of capital assets 15 12 16 169
Cash used in investing activities (223) 71) (259) (18)

Cash flows from financing activities
Payments on finance lease obligations (5) @) (17) (15)
Other financing activities, net - 1

Cash used in financing activities (5) (6) (17) (15)
Net (decrease) increase in cash and cash equivalents (67) (84) 16 13
Cash and cash equivalents, beginning of period 551 395 468 298
Cash and cash equivalents, end of period $ 484 $ 311 $ 484 $ 311

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

For the 13 and 39 weeks ended September 27, 2014
(Unaudited - in millions of Canadian dollars, unless otherwise indicated)

1. Incorporation, Business Activities and Directives

Established by the Canada Post Corporation Act (Act) in 1981, Canada Post Corporation (Corporation) is a Crown corporation
included in Part Il of Schedule lll to the Financial Administration Act and is an agent of Her Majesty. The Corporation’s head
office is located at 2701 Riverside Drive, Ottawa, Ontario, Canada.

The Corporation operates a postal service for the collection, transmission and delivery of messages, information, funds and
goods, both within Canada and between Canada and places outside Canada. While maintaining basic customary postal
services, the Act requires the Corporation to carry out its statutory objects, with regard to the need to conduct its operations
on a self-sustaining financial basis, while providing a standard of service that will meet the needs of the people of Canada
and that is similar with respect to communities of the same size.

Under the Act, the Corporation has the sole and exclusive privilege (with some exceptions) of collecting, transmitting and
delivering letters to the addressee thereof within Canada. Other lines of business not covered by the exclusive privilege
include Parcels and Direct Marketing products and services.

In December 2006, the Corporation was issued a directive pursuant to section 89 of the Financial Administration Act to
restore and maintain its mail delivery at rural roadside mailboxes that were serviced by the Corporation on

September 1, 2005, while respecting all applicable laws. The Corporation’s assessment of the safety risks related to rural
roadside mailboxes was completed at the end of 2013, and applicable corrective measures were implemented over the course
of the assessment, as required.

In December 2013, the Corporation was issued an order pursuant to section 89 of the Financial Administration Act to obtain
Treasury Board'’s approval of its negotiating mandates with respect to collective agreements that expire in 2014 or later, and
before fixing the terms and conditions of employment of non-unionized employees who are not appointed by the Governor
in Council.

2. Basis of Presentation

Statement of compliance ¢ The Corporation has prepared its interim condensed consolidated financial statements in
compliance with IAS 34 “Interim Financial Reporting.” As permitted under this standard, these interim condensed
consolidated financial statements do not include all of the disclosures required for annual consolidated financial statements,
and should be read in conjunction with the Corporation’s audited consolidated financial statements for its fiscal year ended
December 31, 2013.

These interim condensed consolidated financial statements have been prepared based on International Financial Reporting
Standards (IFRS) issued and effective as at the reporting date. They were approved and authorized for issue by the Board of
Directors on November 20, 2014.

Basis of presentation ¢ The interim condensed consolidated financial statements have been prepared on a historical cost
basis, except as permitted by IFRS and as otherwise indicated within these notes. Although the Corporation’s year end of
December 31 matches the calendar year end, the Corporation’s quarter end dates do not necessarily coincide with calendar
year quarters; instead, each of the Corporation’s quarters contains 13 weeks. Amounts are shown in millions, unless
otherwise noted.

Functional and presentation currency e These interim condensed consolidated financial statements are presented in
Canadian dollars, which is the functional currency of the Corporation.

Seasonality ¢ The volume of the Corporation’s consolidated operations has historically varied during the year, with the
highest demand for services experienced over the holiday season during the fourth quarter of each year. For the first three
quarters of the year, the level of demand typically declines on a steady basis, with the lowest demand for services occurring
during the summer months in the third quarter. The consolidated operations include significant fixed costs, which do not
vary in the short term with these changes in demand for services.

Significant accounting policies e Significant accounting policies used in these interim condensed consolidated financial
statements are disclosed in Note 2 of the Corporation’s annual consolidated financial statements for the year ended
December 31, 2013, except for the application of new standards, amendments and interpretations effective January 1, 2014,
disclosed in Note 3 of the interim condensed consolidated financial statements of the 13-week period ended March 29, 2014.
The accounting policies have been applied consistently to all periods presented, unless otherwise indicated.
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Notes to Interim Condensed Consolidated Financial Statements
(Unaudited - in millions of Canadian dollars, unless otherwise indicated)

Basis of consolidation e These interim condensed consolidated financial statements include the accounts of the
Corporation and its subsidiaries, Purolator Holdings Ltd. (Purolator), SCI Group Inc. (SCI) and Innovapost Inc. (Innovapost).
The Corporation, Purolator, SCI and Innovapost are collectively referred to as the Canada Post Group of Companies or the
Group of Companies.

Critical accounting judgments and key sources of estimation uncertainty ¢ The preparation of the Corporation’s
interim condensed consolidated financial statements requires management to make complex or subjective judgments, estimates
and assumptions based on existing knowledge that affect reported amounts and disclosures in the interim condensed
consolidated financial statements and accompanying notes. Actual results may differ from the judgments, estimates and
assumptions. It is reasonably possible that management’s reassessments of these and other estimates and assumptions in the
near term, as well as actual results, could require a material change in reported amounts and disclosures in the consolidated
financial statements of future periods.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognized in
the period in which estimates are revised if revisions affect only that period, or in the period of revision and future periods if
revisions affect both current and future periods. Critical judgments and key sources of estimation uncertainty are disclosed in
Note 3 of the Corporation’s annual consolidated financial statements for the year ended December 31, 2013.

3. Application of New and Revised International Financial Reporting Standards

(a) New standards, amendments and interpretations

There were no new standards, amendments or interpretations issued by the International Accounting Standards Board
(IASB) or the IFRS Interpretations Committee (Interpretations Committee) that required mandatory adoption in the
third quarter.

(b) Standards, amendments and interpretations not yet in effect

The following amendment issued by the IASB in the third quarter has been assessed as having a possible effect on the
Group of Companies in the future. The Group of Companies is determining the impact, if any, of the amendment on its
consolidated financial statements:

Annual Improvements to IFRS - 2012-2014 Cycle ¢ In September 2014, the IASB issued annual improvements in
response to non-urgent issues addressed during the 2012-2014 cycle. The standards and topics covered by the
amendments are as follows: IFRS 5 “Non-current Assets Held for Sale and Discontinued Operations” clarifies the
accounting for changes in methods of disposal; IFRS 7 “Financial Instruments: Disclosures” (IFRS 7) clarifies the
application of the disclosure requirements to servicing contracts and addresses the applicability of the offsetting
amendments to IFRS 7 to condensed interim financial statements; IAS 19 “Employee Benefits” clarifies the
requirements to determine the discount rate in a regional market sharing the same currency; and IAS 34 “Interim
Financial Reporting” clarifies the meaning of disclosure of information elsewhere in the interim financial report. These
annual improvements are to be applied for annual periods beginning on or after January 1, 2016. Earlier application

is permitted.

4. Other Assets

As at September 27, 2014 December 31,2013
Prepaid expenses $ 102 $ 82
Assets held for sale 9 10
Total other assets $ 111 $ 92

At the end of the third quarter of 2014, the Group of Companies had several properties classified as held for sale, the
majority of them from the Purolator segment. It is anticipated that the carrying amount of the properties will be fully
recovered through the sale proceeds.
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Notes to Interim Condensed Consolidated Financial Statements
(Unaudited - in millions of Canadian dollars, unless otherwise indicated)

5.
(a)

(b)

Capital Assets

Property, plant and equipment

g v 5
£ £ £2¢9 £ 5 £
. ot £ tes 3 B
£ s I T S 28
E = g8 5 £ Ege £ % 3
5 @ 3 E x > K6 & o <o e
Cost or deemed cost
December 31, 2013 $ 309 $ 1,785 $ 269 $ 1,300 § 433 $ 440 $ 892 $ 202 $ 5,630
Additions 1 36 3 47 21 13 25 (©)] 145
Reclassified as held
for sale (1 3) - - - - - - (4)
Retirements - (2) (5) (30) (5) (10) - - (52)
Transfers (nets to nil
with Note 5 [b]) - 160 1 12 3 3 - (177) 2
September 27, 2014 $ 309 $1976 $ 268 $ 1,329 $ 452 $ 446 $ 917 $ 24 $ 5,721
Accumulated depreciation
December 31, 2013 $ - $ 910 $ 195 § 681 $ 225 $ 337 $ 575 $ - $ 2,923
Depreciation - 46 11 61 32 33 27 - 210
Reclassified as held
for sale - (2) - - - - - - )
Retirements - 2) (4) (29) (5) (11) - - (51)
September 27, 2014 $ - $ 952 $ 202 $ 713 $ 252 $ 359 $ 602 $ - $ 3,080
Carrying amounts
December 31, 2013 $ 309 § 875 $ 74 § 619 $ 208 $ 103 §$ 317 $ 202 $ 2,707
September 27, 2014 $ 309 $ 1,024 $ 66 $ 616 $ 200 $ 87 $ 315 $ 24 $ 2,641
During 2014, capitalized borrowing costs related to Postal Transformation amounted to $1 million
(September 28, 2013 — $7 million), with a capitalization rate of 4.3% (September 28, 2013 - 4.3%).
Intangible assets
g,
<5 g8
@ e & 520
E v
E 59 sS2 =
% 52 553 5
(%] wn T oS¢ [
Cost
December 31, 2013 $ 640 $ 33 $ 30 $ 703
Additions 12 12 - 24
Transfers (nets to nil with Note 5 [a]) 1 3) - (2)
September 27, 2014 $ 653 $ 42 $ 30 $ 725
Accumulated amortization
December 31, 2013 $ 547 $ 1 $ 26 $ 574
Amortization 33 1 1 35
September 27, 2014 $ 580 $ 2 $ 27 $ 609
Carrying amounts
December 31, 2013 $ 93 $ 32 $ 4 $ 129
September 27, 2014 $ 73 $ 40 $ 3 $ 116
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Notes to Interim Condensed Consolidated Financial Statements
(Unaudited - in millions of Canadian dollars, unless otherwise indicated)

6.
(a)

(b)

32

Pension, Other Post-employment and Other Long-term Benefit Plans
Net defined benefit liability

The net defined benefit liability was recognized and presented in the interim condensed consolidated statement of
financial position as follows:

As at September 27, 2014 December 31, 2013
Pension benefit assets $ 152 $ 177
Pension benefit liabilities $ 3,088 $ 1,090
Other post-employment and other long-term benefit liabilities 3,546 3,363
Total pension, other post-employment and other long-term benefit liabilities $ 6,634 $ 4,453
Current other long-term benefit liabilities $ 71 $ 71

Non-current pension, other post-employment and other long-term
benefit liabilities $ 6,563 $ 4,382

Defined benefit and defined contribution costs

The defined benefit and defined contribution costs components recognized in the interim condensed consolidated
statement of comprehensive income were as follows:

For the 13 weeks ended September 27, 2014 September 28, 2013
Pension Other Pension Other
benefit benefit benefit benefit
plans plans Total plans plans Total
Current service cost $ 92 $ 27 $ 119 $ 118 $ 30 $ 148
Interest cost 262 42 304 229 40 269
Interest income on plan assets (250) - (250) (192) - (192)
Other administration costs 3 - 3 3 - 3
Defined benefit expense 107 69 176 158 70 228
Defined contribution expense 2 - 2 2 - 2
Total expense 109 69 178 160 70 230
Return on segregated securities - (5) (5) - (5) (5)

Component included in employee
benefits expense $ 109 $ 64 $ 173 $ 160 $ 65 $ 225

Remeasurement losses (gains):
Return on plan assets, excluding

interest income on plan assets $ 29 $ - $ 29 $ (472 $ - $ (472

Actuarial losses (gains) 403 (284) 119 (608) (84) (692)
Component included in other

comprehensive income (loss) $ 432 $ (284) $ 148 $ (1,080) $ (84) $ (1,164)
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(c)

(d)

For the 39 weeks ended September 27, 2014 September 28, 2013
Pension Other Pension Other
benefit benefit benefit benefit
plans plans Total plans plans Total
Current service cost $ 273 $ 79 $ 352 $ 350 $ 90 $ 440
Interest cost 777 125 902 685 118 803
Interest income on plan assets (743) - (743) (573) - (573)
Other administration costs 10 - 10 10 - 10
(Gain) losses from plan amendments - (5) (5) 1 - 1
Defined benefit expense 317 199 516 473 208 681
Defined contribution expense 7 - 7 6 - 6
Total expense 324 199 523 479 208 687
Return on segregated securities - (15) (15) - (15) (15)

Component included in employee
benefits expense $ 324 $ 184 $ 508 $ 479 $ 193 $ 672

Remeasurement losses (gains):
Return on plan assets, excluding
interest income on plan assets $ (766) $ - $ (766) $ (1,068) $ - $ (1,068)
Actuarial losses (gains) 2,729 92 2,821 (1,750) (215) (1,965)

Component included in other
comprehensive income (loss) $ 1,963 $ 92 $ 2,055 $ (2,818) $ (15 $ (3,033)

In May 2014, the Corporation signed a new collective agreement with employees represented by the Public Service
Alliance of Canada. The new terms and conditions led to a modification of the post-employment health plan
arrangement. The resulting plan amendment gain of $5 million was recorded in net profit.

Significant actuarial assumptions

As disclosed in Note 2 (i.2) of the Corporation’s annual consolidated financial statements for the year ended

December 31, 2013, the plans’ significant assumptions are assessed and revised as appropriate for every reporting
period, which usually consists of adjusting the discount rates throughout the reporting periods. In the third quarter,
the Corporation also revised its actuarial assumption with respect to the health care cost trend rate as a result of actual
experience and current information that indicates health care costs will be lower than previously expected over the
long term. The revised health care cost trend rate decreased by approximately 200 basis points and resulted in a
reduction of the Corporation’s post-employment health plan liability of $289 million, with a corresponding decrease in
pre-tax other comprehensive loss.

Total cash payments

Total cash payments for pension, other post-employment and other long-term benefits for the Group of Companies
were as follows:

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,

2014 2013 2014 2013
Benefits paid directly to beneficiaries for other benefit plans $ 37 $ 31 $ 108 $ 102
Employer regular contributions to pension benefit plans 50 67 203 247
Employer special contributions to pension benefit plans 16 13 54 64
Cash payments for defined benefit plans 103 111 365 413
Contributions to defined contribution plans 2 2 7 6
Total cash payments $ 105 $ 113 $ 372 $ 419

The Group of Companies' estimated total contributions to the defined benefit pension plans in 2014 have not changed
significantly from those disclosed in the Corporation’s audited consolidated financial statements for the year ended
December 31, 2013. These estimated total contributions take into consideration the Corporation’s exemption from
making special contributions into its Registered Pension Plan from 2014 to 2017, as permitted by the Canada Post
Corporation Pension Plan Funding Regulations. The Corporation expects to resume special payments in 2018 at the end
of the temporary relief period.
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7. Income Taxes

The Corporation is a prescribed Crown corporation for tax purposes and, as such, is subject to federal income taxation under
the Income Tax Act. The Corporation'’s subsidiaries are subject to federal and provincial income taxes.

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,

2014 2013 2014 2013

Current tax expense $ 1 $ - $ 20 $ 3
Deferred tax expense (income) relating to origination and

reversal of temporary differences 2 (36) 3 (49)

Tax expense (income) $ 13 $ (36) $ 23 $ (46)

8. Other Comprehensive Income (Loss)

Items that may be  Items that will not be
reclassified subsequently reclassified
to net profit (loss) to net profit (loss)

Unrealized gains (losses) on Remeasurements of Other comprehensive

available-for-sale financial assets  defined benefit plans income (loss)
For the 13 weeks ended September 27, 2014
Amount arising during the period $ 5 $  (148) $  (143)
Income taxes - 37 37
Net $ 5 $ (111) $ (106)
For the 13 weeks ended September 28, 2013
Amount arising during the period $ (11) $ 1,164 $ 1,153
Income taxes 3 (291) (288)
Net $ (8) $ 873 $ 865

Items that may be  Items that will not be
reclassified subsequently reclassified
to net profit (loss) to net profit (loss)

Unrealized gains (losses) on Remeasurements of Other comprehensive

available-for-sale financial assets defined benefit plans income (loss)
For the 39 weeks ended September 27, 2014
Amount arising during the period $ 31 $ (2,055) $ (2,024)
Income taxes 7) 515 508
Net $ 24 $ (1,540) $ (1,516)
For the 39 weeks ended September 28, 2013
Amount arising during the period $ (43) $ 3,033 $ 2,990
Income taxes 11 (759) (748)
Net $ (32) $ 2274 $ 2,242
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9. Goodwiill

Goodwill was allocated on initial recognition to two cash-generating units, corresponding to the Purolator segment and the
Logistics segment. The carrying amounts of goodwill for those segments were as follows:

As at September 27, 2014 December 31, 2013
Purolator Logistics
segment segment Total Total
Balance, beginning and end of period $ 121 $ 9 $ 130 $ 130

Goodwill impairment testing

Impairment testing for goodwill is carried out annually at the end of the third quarter for the Purolator and Logistics segments.
The recoverable amount of each segment was estimated based on its value in use and was determined to be higher than its
carrying value. No impairment was recognized in the current or prior comparative period.

The calculation of the value in use for the Purolator segment, the only segment with a material balance, was based on the
following assumptions:

= Future cash flows were discounted in determining the value in use. The cash flows were based on Purolator’s five-year
plan, which is aligned with past experience and the way Purolator is managed. Cash flows were extrapolated in
perpetuity using a growth rate of 2.5% (September 28, 2013 — 2.5%), which considers both growth and inflation,
and reflects an acceptable percentage given the information and industry standard available at the time of
the impairment test.

®  The recoverable amount was calculated using a pre-tax discount rate of 16% (September 28, 2013 — 16%), which is
based on Purolator’s weighted average cost of capital.

10. Contingent Liabilities

(@) A complaint was filed with the Canadian Human Rights Commission (Commission) alleging discrimination by the
Corporation concerning work of equal value. The complaint was filed by the Canadian Postmasters and Assistants
Association (CPAA) initially in December 1982. In March 2006, on the recommendation of a conciliator, the Commission
declined the complaint on the basis that it could be dealt with more appropriately under the Canada Labour Code.

On October 10, 2012, the Corporation received notice from the Commission that the CPAA had requested the
reactivation of its pay equity complaint. The Corporation filed a full legal brief on December 10, 2012, in response to
the Commission’s request for submission.

The outcome of this complaint is currently not determinable, and as a result no provision has been recorded in the
interim condensed consolidated financial statements.

(b) The previous collective agreement between the Corporation and the Canadian Union of Postal Workers (CUPW)
expired in January 2011. In response to rotating strikes across the country by CUPW and the lockout of employees by
the Corporation, back-to-work legislation tabled by the Government of Canada received royal assent in June 2011. In
October 2011, CUPW filed an application contesting the constitutionality of the legislation. Thereafter, new
agreements were ratified and signed in December 2012.

The outcome of CUPW's application contesting the constitutionality of the back-to-work legislation is currently
not determinable, and as a result no provision has been recorded in the interim condensed consolidated
financial statements.

(c) In 2013, individual members of the Rural and Suburban Mail Carriers unit of CUPW (CUPW-RSMC) filed complaints
(2013 complaints) with the Canadian Human Rights Commission (Commission) alleging, among other things,
discrimination by the Corporation concerning work of equal value. The Commission had previously declined jurisdiction
in respect of similar complaints filed in 2012 (2012 complaints). Consistent with the process already in place for the
2012 complaints, the Corporation requested that the Commission use its jurisdiction to decline to hear the 2013
complaints on the basis of procedural errors and that the non-litigated internal dispute process should first
be exhausted.

After the Commission declined jurisdiction in respect of the 2012 complaints to the Commission, further claims were
filed against the Corporation on behalf of individual members by CUPW-RSMC in various locations. These claims
contend, among other things, that the Corporation is in violation of the Canadian Human Rights Act by denying pay
equity between the RSMC unit and external employees in the Corporation’s postal operations unit.

A Commission analyst has submitted a report recommending that the Commission dismiss the various complaints on

the basis that they have no reasonable prospect of success. All parties made submissions to the Commission on the
report to the Commission. The Commission has yet to make its ruling.
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(d)

(e)

(f)

(9)

(h)

11.

The outcome of these claims is currently not determinable, and as a result no provision has been recorded in the
interim condensed consolidated financial statements.

Through July 2014, the Corporation received notices from the Canadian International Trade Tribunal (CITT) that it had
accepted for inquiry a number of complaints, both public and confidential, by CGI Information Systems and
Management Consultants Inc. (CGI) in respect of the requests for proposals for data centre services and application
development services conducted by Innovapost on behalf of the Group of Companies for the contracts awarded
December 6, 2013, and February 18, 2014. CGl's public claims are that (i) it was not provided with the documents and
information it is entitled to receive pursuant to its debrief requests, (ii) undisclosed criteria were used to evaluate CGl's
bids and (iii) CGI's bids were improperly evaluated. After reviewing the responses filed and conducting oral hearings,
the CITT had made recommendations in respect of all public and confidential complaints made by CGI. Other than
reimbursement by the Corporation to CGl of its complaint preparation costs, which were minimal, no other monetary
relief was recommended by the CITT to be made to CGI by the Corporation.

In November 2014, the Corporation received notice that CGl is appealing the CITT's recommendations in the data
centre services matter and is not appealing the CITT's recommendations in the application development services
matter. The outcome of the appeal is currently not determinable, and as a result no provision has been recorded in the
interim condensed consolidated financial statements.

An application to the Federal Court seeking a judicial review of Canada Post’s decision to convert door-to-door delivery
to community-mailbox delivery was filed by CUPW and others in November 2014. The outcome of this challenge is
currently not determinable, and as a result no provision has been recorded in the interim condensed consolidated
financial statements.

In the normal course of business, the Group of Companies has entered into agreements that include indemnities in
favour of third parties. In addition, each member of the Group of Companies provides indemnification to its respective
directors, officers and certain employees, either through corporate by-laws or indemnity agreements, against claims
and expenses incurred by them as a result of serving as directors or officers of the Group of Companies or as directors
or officers or in a similar capacity of another entity at the request of the Group of Companies.

These agreements generally do not contain specified limits on the Group of Companies’ liability. Therefore, it is not
possible to estimate the potential future liability under these indemnities. No amounts have been accrued in the
interim condensed consolidated financial statements with respect to these indemnities.

The Group of Companies is involved in various other claims and litigation in the normal course of business for which
the outflows of resources to settle the obligations either cannot be estimated or are not probable at this time.
Provisions for such claims are recorded when an obligation exists, when an outflow of resources is probable, and
amounts can be reasonably estimated.

Some of the Corporation's owned buildings have asbestos-containing materials, which the Corporation would be
obligated to remove and dispose of in a special manner should the property undergo major renovations or full or
partial demolition. Unless such renovations or demolitions occur, there would be no related provision recognized
in the consolidated financial statements as there is currently no obligation to remove and dispose of
asbestos-containing materials.

The Corporation has recognized decommissioning liabilities associated with asbestos removal and other site restoration
costs for properties that are planned to be disposed of by sale (these obligations are expected to be transferred to the
prospective purchasers of the properties on the date of sale) or have planned renovations. These liabilities have been
recorded in provisions.

The fair value of decommissioning obligations associated with site restoration after permanent removal of a
community mailbox from a location is not reasonably estimable due to indeterminate settlement dates. The
Corporation will continue to assess its ability to estimate the fair values of its decommissioning obligations at each
future reporting date.

Other Operating Costs

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,
2014 2013 2014 2013

Non-labour collection, processing and delivery $ 303 $ 298 $ 966 $ 960
Property, facilities and maintenance 83 84 265 261
Selling, administrative and other 144 121 409 355

Other operating costs $ 530 $ 503 $ 1,640 $ 1,576
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12. Investing and Financing Income (Expense)

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,
2014 2013 2014 2013
Interest revenue $ 3 $ 3 $ 10 $ 9
Gain on sale of capital assets and assets held for sale 13 10 14 125
Investment and other income $ 16 $ 13 $ 24 $ 134
Interest expense $ (12) $ (10 $ (36) $ (€3]
Other expense (1) (2) (4) (4)
Finance costs and other expense $ (13) $ (12 $ (40) $ (35)
Investing and financing income (expense), net $ 3 $ 1 $ (16) $ 99
13. Related Party Transactions

The Corporation is wholly owned by the Government of Canada and is under common control with other governmental
agencies and departments, and Crown corporations. The Group of Companies had the following transactions with related

parties in addition to those disclosed elsewhere in these interim condensed consolidated financial statements:

(a)

(b)

Government of Canada, its agencies and other Crown corporations

For the 13 weeks ended 39 weeks ended

September 27, September 28, September 27, September 28,

2014 2013 2014 2013

Related party revenue $ 70 $ 65 $ 206 $ 213

Compensation payments for programs

Government mail and mailing of materials for

the blind S 6 $ 6 $ 17 $ 17
Payments from related parties for premises

leased from the Corporation $ 2 $ 1 $ 5 $ 5

Related party expenditures $ 6 $ 9 $ 22 $ 24

The majority of the related party revenue was for commercial contracts relating to postal services with the Government
of Canada. As well, compensation was provided by the Government of Canada for parliamentary mail services and

mailing of materials for the blind sent free of postage.

As at September 27, 2014 December 31, 2013
Due to/from related parties
Included in trade and other receivables $ 28 $ 20
Included in trade and other payables $ 7 $ 16
Deferred revenue from related parties $ 3 $ 3

Transactions with the Corporation’s pension plans

During the 13 and 39 weeks ended September 27, 2014, the Corporation provided administration services to the
Canada Post Corporation Registered Pension Plan in the amounts of $2 million and $7 million, respectively

(September 28, 2013 - $2 million and $7 million, respectively). As at September 27, 2014, $3 million

(December 31, 2013 - $4 million) relating to transactions with the Registered Pension Plan was outstanding and

included in trade and other receivables.

Cash payments, including contributions to the defined benefit plans and defined contribution plans for the Group of

Companies, are disclosed in Note 6 (d).
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(c) Transactions with entities in which KMP of the Canada Post Group of Companies have control or
joint control

In the normal course of business, the Group of Companies may interact with companies whose financial and operating
policies are solely or jointly governed by key management personnel (KMP) of the Group of Companies. The affected
KMP always recuse themselves from all discussions and decisions relating to transactions between the companies. The
only significant transactions for the 39 weeks ended September 27, 2014, were between Purolator and a company
controlled by one of the Group of Companies’ KMP, who is a director and also a minority shareholder of Purolator. This
company provided air services to Purolator in the amounts of $28 million and $81 million for the 13 and 39 weeks
ended September 27, 2014, respectively (September 28, 2013 — $26 million and $81 million, respectively). As at
September 27, 2014, $4 million was due to the company from Purolator (December 31, 2013 - $4 million) and included
in trade and other payables. These transactions had been made at prices and terms comparable to those given to other
suppliers of Purolator.

14. Fair Values and Risks Arising From Financial Instruments

Fair values of financial instruments

Fair values are measured and disclosed based on a hierarchy described below that reflects the significance of inputs used in
making these estimates.

As at September 27, 2014

Level 1' Level 2?2 Level 33 Total
Measured at fair value
Cash and cash equivalents $ 392 $ 92 $ - $ 484
Marketable securities $ - $ 667 $ - $ 667
Segregated securities $ - $ 556 $ - $ 556
Trade and other receivables: risk management financial assets $ - $ 1 $ - $ 1
Measured at amortized cost
Loans and borrowings $ - $ 1,300 $ - $ 1,300
As at December 31, 2013
Level 1’ Level 22 Level 33 Total

Measured at fair value

Cash and cash equivalents $ 324 $ 144 $ $ 468
Marketable securities $ - $ 570 $ - $ 570
Segregated securities $ $ 510 $ $ 510

Measured at amortized cost
Loans and borrowings $ - $ 1,232 $ - $ 1,232

The credit rating of cash and cash equivalents, marketable securities and segregated securities remains in compliance with the Corporation’s investment policy, which requires
Dominion Bond Rating Service ratings of R-1 (middle) for short-term investments and A for long-term investments.

1. Level 1: Fair value is based on unadjusted quoted prices in active markets for identical financial instruments.

2. Level 2: Fair value is based on valuation techniques using inputs other than quoted prices included in level 1 that are observable, either directly or indirectly, including inputs
and quoted prices in markets that are not considered to be active. Financial assets and liabilities are measured by discounting future cash flows, making maximum use of
directly or indirectly observable market data, such as interest rates with similar terms and characteristics and yield curves and forward market prices from interest rates and
credit spreads of identical or similar instruments.

3. Level 3: Fair value is based on valuation techniques using unobservable market inputs requiring management'’s best estimate.

There were no transfers between levels of the fair value hierarchy during the 39-week period ended September 27, 2014.

The fair values of trade and other receivables, trade and other payables and salaries and benefits payable and related
provisions approximate their carrying values due to their expected short-term settlement.

Financial risk factors
The Group of Companies’ financial instruments are exposed to a variety of financial risks: market risk (including interest rate
risk, foreign exchange risk and commodity risk), credit risk and liquidity risk. These financial risks have not changed

significantly since the end of the last reporting period. An updated disclosure concerning the nature and extent of foreign
exchange risk and liquidity risk is discussed below.
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(a)

Market risk

Foreign exchange risk ¢ The Group of Companies’ exposure to foreign exchange risk mostly arises from international
settlements with foreign postal administrations and from the redemption of money orders denominated in foreign
currencies. The Corporation’s obligation to settle with foreign postal administrations is denominated in special drawing
rights (SDRs), a basket of currencies comprising the U.S. dollar (US$), euro (€), British pound (£) and yen (¥), whereas
payment is usually denominated in US$.

During the 39 weeks ended September 27, 2014, the Group of Companies continued its economic hedge program to
mitigate its exposure to foreign exchange balances and forecasted sales denominated in SDRs. The notional amounts of
forward contracts outstanding were as follows:

As at September 27, 2014

Average
Notional Canadian contract
Currency value equivalent rate Maturity range Type Fair value
Euro € $ 3 $1.43/€ October 10, 2014  Buy forward $ -
U.S. dollar Us$35 39 $1.10/US$ October 16 — December 18, 2014  Sell forward 1)
Euro €22 33 $1.50/€ October 17 - December 19, 2014  Sell forward 2
British pound £5 9 $1.80/£ October 17 — December 19, 2014  Sell forward -
Yen ¥505 5 $0.0107¥ October 17 — December 19, 2014  Sell forward -
Total $ 89 $ 1
As at December 31, 2013
Notional Canadian Average
Currency value equivalent contract rate Maturity Type Fair value
U.S. dollar US$35 $ 37 $1.07/US$ January 16, 2014  Sell forward $ -
Euro €17 25 $1.45/€ January 17,2014  Sell forward -
British pound £3.5 6 $1.75/€ January 17,2014  Sell forward -
Yen ¥450 5 $0.010/¥ January 17, 2014 Sell forward -
Total $ 73 $ -

The foreign exchange gains and foreign exchange derivative gains (losses) were recognized as follows:

For the 13 weeks ended

September 27, 2014

September 28, 2013

Derivative Derivative

Foreign exchange gains Foreign exchange gains
gains (losses) Total gains (losses) Total
Unrealized $ 2 $ (M $ 1 $ - $ 1 $ 1
Realized 2 1 3 1 (1) -
Total $ 4 $ - $ 4 $ 1 $ - $ 1

For the 39 weeks ended

September 27, 2014

September 28, 2013

Derivative
Foreign exchange gains Foreign exchange Derivative
gains (losses) Total gains losses Total
Unrealized $ - $ 1 $ 1 $ 1 $ ) $ @
Realized 5 (1) 4 3 (3) -
Total $ 5 $ - $ 5 $ 4 $ () $ @
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(b) Liquidity risk

Liquidity risk is the risk that a company will not be able to meet its financial obligations as they fall due. The Group of
Companies manages liquidity risk by maintaining adequate cash reserves, banking facilities and reserve-borrowing
facilities, by monitoring forecasted and actual cash flows and matching the maturity profiles of financial assets and
liabilities. Surplus cash is invested into a range of short-term money market securities. The Group of Companies
invests in high-credit quality government or corporate securities, in accordance with policies approved by the

Board of Directors.

Refer to notes 17 and 24 (c) of the Corporation’s annual consolidated financial statements for the year ended
December 31, 2013, for the Corporation’s current authorized borrowing facilities.

15. Segmented Information

Operating segments e As a result of the execution of a shared services agreement (SSA) on June 27, 2014, between Canada
Post, Purolator and Innovapost, the information technology (IT) business unit under the SSA, management reassessed the
Corporation’s operating segments. The change in the Corporation’s governance structure triggered a change in its
reportable operating segments. As a result, three reportable operating segments were identified, Canada Post, Purolator
and Logistics. The Other category includes the results of the support functions provided by the IT business unit under the
SSA, consolidation adjustments and intersegment balance eliminations. For the 13 and 39 weeks ended September 27, 2014,
respectively, the shared services business unit earned intersegment revenue of $65 million and $186 million

(September 28, 2013 — $57 million and $171 million, respectively), incurred cost of operations of $65 million and $186 million
(September 28, 2013 — $56 million and $170 million, respectively), and earned net profit of nil for reporting periods in 2014
(September 28, 2013 — $1 million and $1 million, respectively). Total assets and liabilities at September 27, 2014, were

$112 million and $61 million, respectively (September 28, 2013 — $100 million and $52 million, respectively). The change in
presentation has been applied retrospectively to all periods presented.

The accounting policies of the operating segments are the same as those of the Group of Companies. Intersegment
transactions are recognized at the exchange amount, which is the amount agreed to by the various legal entities and
business units. With the exception of the IT business unit delivering shared services on a cost-recovery basis, the terms and
conditions of these transactions are comparable to those offered in the marketplace. On a consolidated basis, no external
customer’s purchases account for more than 10% of total revenues.

As at and for the 13 weeks ended September 27, 2014

Canada Post Purolator Logistics Other Total
Revenue from external customers $ 1,434 $ 390 $ 50 $ 1 $ 1,875
Intersegment revenue 9 19 9 (38) (@)
Revenue from operations $ 1,443 $ 409 $ 59 $ (37) $ 1,874
Labour and employee benefits $ 1,005 $ 178 $ 27 $ 21 $ 1,231
Other operating costs 362 197 27 (56) 530
Depreciation and amortization 67 14 1 (1) 81
Cost of operations $ 1,434 $ 389 $ 55 $ (36) $ 1,842
Profit from operations $ 9 $ 20 $ 4 $ (1 $ 32
Investment and other income $ 16 $ - $ - $ - $ 16
Finance costs and other expense (12) (1) - - (13)
Profit before tax $ 13 $ 19 $ 4 $ (1) $ 35
Tax expense (income) 7 5 1 - 13
Net profit $ 6 $ 14 $ 3 $ (1 $ 22
Total assets $ 6,655 $ 786 $ 102 $ (339 $ 7,204
Acquisition of capital assets $ 56 $ 3 $ 2 $ - $ 61
Total liabilities $ 8,683 $ 339 $ 51 $ (49) $ 9,024
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As at and for the 13 weeks ended September 28, 2013

Canada Post Purolator Logistics Other Total

Revenue from external customers $ 1,338 $ 373 $ M $ - $ 1,752

Intersegment revenue 5 20 3 (28) -
Revenue from operations $ 1,343 $ 393 $ 44 $ (28) $ 1,752

Labour and employee benefits $ 1,066 $ 174 $ 19 $ 21 $ 1,280

Other operating costs 343 188 21 (49) 503

Depreciation and amortization 65 14 1 (1 79

Cost of operations $ 1,474 $ 376 $ M $ (29) $ 1,862

Profit (loss) from operations $  (131) $ 17 $ 3 $ 1 $ (110)
Investment and other income $ 13 $ - $ - $ - $ 13

Finance costs and other expense (11) (1) - - (12)
Profit (loss) before tax $ (129 $ 16 $ 3 $ 1 $ (109)
Tax expense (income) (41) 4 1 - (36)
Net profit (loss) $ (88) $ 12 $ 2 $ 1 $ (73)
Total assets $ 5,831 $ 757 $ 90 $ (323) $ 6,355

Acquisition of capital assets $ 75 $ 4 $ 1 $ - $ 80
Total liabilities $ 6,499 $ 291 $ 56 $ 31 $ 6,815

As at and for the 39 weeks ended September 27, 2014

Canada Post Purolator Logistics Other Total

Revenue from external customers $ 4,448 $ 1,163 $ 138 $ 1 $ 5,750

Intersegment revenue 22 59 18 (100) (1
Revenue from operations $ 4,470 $ 1,222 $ 156 $ (99) $ 5,749

Labour and employee benefits $ 3,075 $ 553 $ 68 $ 68 $ 3,764
Other operating costs 1,141 591 73 (165) 1,640

Depreciation and amortization 201 a1 5 2) 245

Cost of operations $ 4417 $ 1,185 $ 146 $ (99) $ 5,649

Profit from operations $ 53 $ 37 $ 10 $ - $ 100

Investment and other income $ 24 $ - $ - $ - $ 24

Finance costs and other expense (38) 2) - - (40)
Profit before tax $ 39 $ 35 $ 10 $ - $ 84

Tax expense (income) 10 10 3 - 23

Net profit $ 29 $ 25 $ 7 $ - $ 61

Total assets $ 6,655 $ 786 $ 102 $ (339 $ 7,204

Acquisition of capital assets $ 149 $ 15 $ 7 $ (2) $ 169

Total liabilities $ 8,683 $ 339 $ 51 $ (49) $ 9,024
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As at and for the 39 weeks ended September 28, 2013

Canada Post Purolator Logistics Other Total
Revenue from external customers $ 4,275 $ 1,123 $ 120 $ - $ 5,518
Intersegment revenue 16 61 9 (86) -
Revenue from operations $ 4,291 $ 1,184 $ 129 $ (86) $ 5,518
Labour and employee benefits $ 3,280 $ 541 $ 54 $ 65 $ 3,940
Other operating costs 1,091 571 65 (151) 1,576
Depreciation and amortization 192 141 4 (2) 235
Cost of operations $ 4,563 $ 1,153 $ 123 $ (88) $ 5,751
Profit (loss) from operations $  (272) $ 31 $ 6 $ 2 $  (233)
Investment and other income $ 139 $ - $ - $ (5) $ 134
Finance costs and other expense (32) 2) - (1) (35)
Profit (loss) before tax $ (165) $ 29 $ 6 $ (4) $  (134)
Tax expense (income) (55) 8 1 - (46)
Net profit (loss) $  (110) $ 21 $ 5 $ 4) $ (88)
Total assets $ 5,831 $ 757 $ 90 $ (323) $ 6,355
Acquisition of capital assets $ 227 $ 12 $ 3 $ (2) $ 240
Total liabilities $ 6,499 $ 291 $ 56 $ 31 $ 6,815
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