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CORPORATE

OVERVIEW

VIA Rail operates Canada’s national passenger rail service
on behalf of the Government of Canada. An independent
Crown corporation established in 1977 VIA provides a
safe, efficient and environmentally responsible service
from coast to coast in both official languages. We
operate up to 497 trains weekly on 12,500 kilometres of
track, connecting over 450 Canadian communities. With
approximately 2,900 employees, VIA carried 4.1 million
passengers in 2010.

OURVISION

We will offer the best travel experience in Canada.

We work together to exceed customer expectations
every time.

OUR GUIDING PRINCIPALES

These principles guide the thinking and conduct of
every VIA employee:

O | focus on the customer.

O | take action and am accountable.

O | am flexible and contribute to change.
O | make the difference.

OUR SERVICES

Rapid Intercity Travel

In the densely populated Ontario—Quebec corridor,
429 trains per week provide fast, convenient,
downtown-to-downtown travel between major
urban and suburban centres and communities.

Long-distance Travel and Tourism

In Western and Eastern Canada, VIA's trains attract
travellers from around the world and support Canada'’s
tourism industry. The Canadian®, VIA's legendary
western transcontinental, provides service three times
per week between Vancouver and Toronto. In Eastern
Canada, the Ocean™ runs six times a week between
Montreal and Halifax.

Mandatory Transportation in Outlying Regions

VIA operates 50 trains per week in rural and remote
regions of Canada. Mandated by the Government of
Canada to meet important transportation needs, these
trains serve many communities where alternative,
yearround transportation is limited or unavailable.

KEY OPERATING STATISTICS BY SERVICE GROUP 2010

Passenger- Passenger Passengers =~ Government

Miles Revenue Funding per

(IN THOUSANDS) (IN THOUSANDS) (INn THousaNDs)  Passenger Mile

Intercity Ontario-Quebec Corridor 625,157 197806 3,780 $0.21
Long-distance and Tourism

The Canadian® 125,848 39,279 106 $0.40

The Ocean™ 60,611 13,091 127 $0.60

Mandatory Services 34,503 8,022 140 $1.30
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THE YEAR

The following key financial indicators and operating statistics summarize the performance of the Corporation for
the year 2010, with comparative data for the years 2006 to 2009. They exclude the financial results of the variable
interest entity (Keewatin Railway Company) and all non-funded items.

2010 2008 2007 2006
KEY FINANCIAL INDICATORS (IN MILLIONS OF DOLLARS)
Total passenger revenue (1) 258.2 250.3 282.9 268.8 266.6
Total revenue (2) 274.4 264.9 299.2 285.6 2971
Total Cash operating expenses (3) 535.9 526.1 513.4 486.2 475.5
Cash operating loss 2615 261.2 214.2 200.6 178.4
Government Operating Funding (4) 261.5 226.3 214.2 200.6 169.0
Capital expenditures 268.6 116.8 421 12.4 14.5
Government Capital Funding (5) 268.6 116.8 421 12.4 0.0
Revenue/Cash operating expenses ratio 51.6 50.7 58.4 58.9 62.8
Total passengers carried (IN THOUSANDS) 4,153 4,229 4,605 4,181 4,091
Total passengermiles (IN MILLIONS) 846 857 951 874 874
Total seat-miles (IN MILLIONS) 1,495 1,501 1,618 1,579 1,603
Government operating funding
per passenger-mile (IN CENTS) 30.9 26.4 22.5 23.0 1£).8
Yield (CENTS PER PASSENGER-MILE) 30.2 29.0 29.6 30.5 30.3
Train-miles operated (IN THOUSANDS) 6,668 6,660 6,746 6,658 6,665
Carmiles operated (IN THOUSANDS) 43,651 44,525 46,961 46,362 47625
Average passenger load factor (%) 57 57 59 55 55
Average number of passengermiles
per train mile 127 129 141 131 131
On-time performance (%) 82 83 75 77 84
Number of employees at year-end 2,875 3,053 3,109 3,017 3,003

1) Excluding the revenues from the variable interest entity

2) Excluding the revenues from the variable interest entity and an unrealized gain

3) Cash operating expenses exclude amortization of property, plant and equipment ($58M), unrealized gains on financial instruments ($7M), pension and employee
future benefits ($20M) and the expenses from the variable interest entity ($3M).

(4) Excludes internal funding from the Asset Renewal Fund ($34.9M in 2009 and $9.4 M in 2006).

(5) Excludes internal funding from the Asset Renewal Fund ($14.5 M in 2006).

(6) Key operating statistics are unaudited.
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MESSAGE FROM

THE CHAIRMAN

THE TRANSFORMATION
OF PASSENGER RAIL

Passenger rail is growing, both in Canada, and around the world, as a key player in public
transportation. Already well established as the cornerstone of public transportation
in Europe and Asia, it is attracting renewed interest and investment in countries on
every continent. It is proving itself, day-in and day-out, as a practical, cost-effective
investment to ease congestion on highways and airways, to support increasingly
mobile populations, and reduce the impact of transportation on the environment.

In Canada, the Government is investing almost one billion dollars, including $407 million
from Canada’s Economic Action Plan, to improve and expand the capacity of passenger
rail. Launched in 2007 VIA's capital investment program made good progress in 2010.
Rebuilt and modernized locomotives and passenger cars came out of the shop and into
service. New station projects got underway across the country. Major construction
projects to upgrade and expand track capacity are on target for completion.

As these projects progressed in 2010 the corporation renewed its focus on operational
efficiency, eliminating waste and delivering the best possible value to customers and
taxpayers. The Board believes that this focus goes hand-in-hand with the transformation
of passenger rail through capital investment. | am confident that the entire VIA team
will continue to achieve operational improvements throughout 2011 and beyond.



Paul G. Smith
Chairman of the Board
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VIA has brought new members to its management team,
people with the expertise and experience necessary
to manage the transformation of the corporation now
underway. The Board would like to thank those who
retired from VIA during 2010 for the lasting contribution
they have made to VIA's success. The new management
team, and VIA's employees, are building on a valuable
legacy built over many years.

| would also like to express my personal appreciation,
along with that of the entire Board of Directors, for the
work of Donald A. Wright, who completed his term on
the Board in 2010. During his four years of service as
Chairman, the corporation successfully faced many criti-
cal challenges. His leadership during this time will have
an impact on the future of VIA for many years to come.

Public interest in the future of passenger rail is higher
today than ever before. Should that interest evolve into
building dedicated, high speed rail services connecting
key urban centres, its success will depend on the
transformation of Canada’s national passenger rail
service now underway.

As the transformation progresses, VIA remains com-
mitted to offering a safe, reliable, cost-efficient and
environmentally-responsible transportation option to
Canadians from coast to coast.
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MESSAGE FROM

THE PRESIDENT

DELIVERING VALUE

When | joined VIA in 2010, | was already impressed by the quality of the organization,
the dedication of its employees, and the potential of passenger rail to grow and respond
to the needs of the future. | am even more impressed now, when | look back on what
we achieved during the year.

With a full-scale transformation of our physical assets in progress, we devoted renewed
energy to transforming the way we operate as a business. We implemented an
approach called Lean management that focuses on operational excellence throughout
the corporation. That means continuous improvements in operational efficiency and
productivity, eliminating waste, identifying what our customers value most — and
delivering that value consistently, every day.

It is an approach that calls on the efforts of every single employee. And by pulling
together, we achieved real progress. Despite a drop in ridership and continued volatility
in the marketplace, we increased total revenues significantly over 2009. We also
cut operating expenses well below the budget for the year. And we improved cost-
recovery for passenger rail, regaining the upward momentum VIA had achieved before
the 2009 recession.

In short, we delivered more value to our shareholder, the Government of Canada, and
to taxpayers.

Work on infrastructure projects created significant challenges for our services, affecting
the on-time performance of some of our trains. But here too, we achieved significant
results. Highly focused and coordinated efforts brought improvements on specific
services, especially for Montreal-Ottawa-Toronto trains, and performance in Eastern
Canada improved dramatically over 2010. As a whole, we managed to keep overall on-
time performance even with the preceding year, while moving forward with the major
track upgrades and construction projects.



P ama

Marc Laliberté
President and Chief Executive Officer
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We also focused considerable efforts on improving the
way we listen to and engage with our customers, the
communities we serve, and the suppliers we work with.
Lean management extends beyond the corporation. We
reach out to our customers to better understand what
they need and value, and to our suppliers to seek their
support in delivering value efficiently.

In this regard, | would like to express VIA's appreciation
to all of our suppliers, and especially the freight railways
who own track used by our trains and the companies
who are helping to rebuild and renew our locomotives
and passenger cars. Our continued success in the years
ahead depends very much on continued partnerships,
and | look forward to strengthening those partnerships
in 2011.

As our capital investment projects are completed, we
will have new opportunities to deliver value to our
customers, with better equipment, more attractive
passenger facilities, faster and more reliable trip times
and more frequent train services between major centres.
We will face new financial and operational challenges
during this time of transformation, as we work to attract
new customers, introduce new services, and meet the
changing needs of travellers.

| am confident that we will meet those challenges — by
continuously focusing on operational excellence, and
delivering the best value possible to every customer
who boards our trains. We are committed to providing
Canadian taxpayers with a national passenger rail service
of which they can be proud.
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THE YEAR

IN REVIEW

OUR VISION

FOR PASSENGER RAIL

Our vision for passenger rail is to deliver the best travel
experience in Canada. In fact, we believe that passenger
rail can become the first choice for intercity travel —
not only leading the market for public transportation,
but attracting a growing number of Canadians and
international tourists who will choose to travel by train
rather than by private automobile.

Making quality rail travel accessible and attractive to
more Canadians has important social and economic
benefits for the communities we serve, and for the
country. Efficient public transportation between urban
centres supports an increasingly mobile population,
which is important for economic growth —and passenger
rail is the most efficient and cost effective public
transportation available. It is also the safest and most
environmentally sustainable mode available, proven in
countries around the world to attract significant traffic
away from less efficient and less sustainable modes.

Our long-term goal is to transform passenger rail as a
vital, core service connecting Canada and Canadians
across the country. This means:

O Making passenger rail a primary transportation
“backbone” between major urban centres.

O Offering fast, frequent and convenient service
that equals or surpasses anything else available —
with facilities and equipment that are welcoming,
comfortable, and reliable year round.

O Integrating passenger rail with other modes and
the transportation network as a whole, providing
seamless interconnections with local, municipal
and regional transportation services.

This is both an ambitious and a realistic long-term vision
for passenger rail. In 2010 we continued to bring our
vision closer to reality by:

O Transforming the passenger rail network — moving
forward with a $923 million capital investment in
equipment, technology, stations and infrastructure.
In the Ontario - Quebec corridor, this investment will
give us the capacity to carry up to six hundred and
fifty thousand more passengers per year.

O Transforming our operations — applying new
management tools to streamline operations, deliver
more value to the customer, while eliminating waste
and reducing costs.

O Transforming our relationships — exploring better
ways to listen and respond to our customers and the
communities we serve, and to carry out our role as a
socially responsible corporation.

We believe in the importance of delivering value to our
customers so that passenger rail meets and exceeds
their expectations for years to come.
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BUILDING ON
OUR SUCCESS

THE TRANSFORMATION OF PASSENGER RAIL NOW UNDERWAY BUILDS ON A SOLID TRACK RECORD
OF IMPROVED PERFORMANCE. SINCE 1990, THE FIRST YEAR THAT VIA BEGAN OPERATING ITS
CURRENT NETWORK, VIA HAS:

36%

11%

INCREASED PASSENGER MILES
BY 11%

REDUCED RELIANCE ON GOVERNMENT
OPERATING FUNDING BY 36%

INCREASED
REVENUES
BY 92%

IMPROVED COST
RECOVERY BY 79%
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CAPITAL

INVESTMENT

TRANSFORMING OUR NETWORK

We are transforming the basic infrastructure and equipment we use to operate
passenger rail services across Canada.

In 2007 the Government of Canada announced a five-year, $516 million investment to
strengthen passenger rail services. Another $407 million was made available for capital
projects in 2009, through the Government's economic stimulus funding program,
Canada’s Economic Action Plan.

With this investment, totalling $923 million, VIA is expanding track capacity, building
better traffic control systems, modernizing passenger facilities and stations, and
renewing locomotives and rail cars. WWhen these major capital projects are complete,
we will be able to operate more trains, deliver faster and more reliable trip times, offer
more frequent departures, and provide customers with a better quality of service than
ever before.

CAPITAL INVESTMENT AND STIMULUS FUNDING

Capital Economic Total

Investment  Action Plan
Equipment $224.8M $102.8M $327.6M
Infrastructure $247.2M $254.2M $501.4M
Stations, Technology and Other Projects $44.0M $50.0M $94.0M
TOTAL $516.0M $407.0M $923.0M




EXPANDING CAPACITY

VIA has allocated $488.5 million to expand and improve
the infrastructure in the Ontario - Quebec corridor,
particularly in the Montreal-Ottawa-Toronto triangle,
where the demand for passenger rail service is highest.
In the past, our ability to meet growing demand has
been limited by the capacity of the track itself, which is
shared by both passenger and freight trains. To increase
capacity, we are:

O Upgrading existing tracks to higher standards, which
will allow passenger trains to operate at higher speeds.

O Building additional sidings to eliminate bottlenecks,
allowing passenger trains to pass each other as well
as slower freight trains with fewer delays.

O Adding a third line of track along major parts of the
Montreal-Toronto line, which will significantly reduce
congestion between passenger and freight traffic at
key points on the route.

Windsor to Toronto represents VIA's
Southwestern Ontario (SWO) region.

Toronto to Quebec represents VIA's
Corridor East region.

KITCHENER
STRATFORD

SARNIA LONDON

WINDSOR

OTTAWA
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In addition, we are improving safety and security
systems along the corridor network to ensure that
faster, more frequent trains can operate safely. Grade-
level crossings, where roads cross rail lines, are being
improved and eliminated where possible. New signalling
systems are being installed. We are expanding our
Centralized Traffic Control (CTC) technology throughout
the Ontario - Quebec corridor.

With these infrastructure improvements VIA will have
the capacity to serve an estimated six hundred and fifty
thousand additional passengers per year.

Work on these infrastructure projects is well underway.

QUEBEC

CHARNY

MONTREAL
DORVAL
BROCKVILLE

KINGSTON
BELLEVILLE

TORONTO

NIAGARA FALLS
ALDERSHOT
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NEW STATIONS

VIAis upgradingandbuilding new stationsincommunities
across the country. New station designs will provide
welcoming and attractive facilities for passengers, and
make arrivals and departures an integral part of the
exceptional travel experience offered by passenger rail.
In 2010 we began work on six major station projects.

O In Belleville, Brockville, Cobourg and Oshawa, we
progressed plans for new or upgraded stations
which will feature new "island” boarding platforms
to accommodate the addition of a third line of track,
and the separation of passenger and freight rail.

O An overhead footbridge complex serviced by
elevators and stairs will be built at Belleville,
Cobourg and Oshawa to provide a connection
to the new platforms.

O The existing heritage station at Cobourg will be
upgraded to accommodate expansion.
The new facilities will harmonize with the current
heritage architecture.

O We are nearing completion on a new station in
Smiths Falls, at a new location. The station is fully-
accessible, with easy passenger access, ample
parking and room for future growth. The new
location reduces schedule conflicts between VIA
passenger and Canadian Pacific freight trains which
occurred at the old site, which was in the middle
of a junction between four busy CP lines and VIA's
Smiths Falls line to Ottawa.

O We proceeded with plans for the construction of a
new, larger passenger station in Windsor. The old
station, built in the early 1960’s, can no longer meet
current demand and passenger needs. The new
facility will provide a more welcoming and accessible
environment for passengers with convenient parking,
passenger pick-up and drop-off facilities, efficient
ticketing and baggage handling, and comfortable
waiting areas.

O The ongoing revitalization of Toronto's Union Station,
which opened in 1927 will bring a number of
benefits to VIA customers. These include a new,
larger and more comfortable Panorama lounge for
Business class passengers, more efficient baggage
handling facilities and restored surfaces and
rehabilitated washrooms in the VIA concourse area.

MORE EFFICIENT, RELIABLE LOCOMOTIVES
One of our top priorities in the capital investment program
has been the renewal of our fleet of locomotives. The
20-year old F-40s, used in all parts of Canada, are being
stripped down to their shells and rebuilt from the ground
up, incorporating the latest locomotive technologies.

Rebuilding will extend the life of these locomotives by
15-20 years, at less than half the cost of buying new
locomotives. At the same time, VIA will ensure that the
locomotives meet current environmental and safety
standards -- reducing greenhouse gas emissions by up
to 12 percent, and reducing annual maintenance costs
by 15 percent.

By the end of 2010, 23 of the locomotives were
completed and in service. Their performance has met or
exceeded expectations, reducing fuel consumption for
the year by some 5.2 million litres. When the remaining
locomotives are rebuilt in 2011-12, VIA will operate one
of the most reliable and fuel-efficient motive power
fleets of any passenger rail operator in North America.

VIA also began rebuilding six self-propelled rail diesel cars
in 2010. The cars will be used on VIA services between
Sudbury and White River in Ontario and between Victoria
and Courtenay in British Columbia. Built in the 1950s,
the six sturdy, stainless steel cars are structurally sound.
Once the rebuild work is completed, the cars will provide
another 15 to 20 years of safe, accessible and reliable
service to Canadian travellers, with improved cost-
effectiveness and passenger comfort. The contract is
funded through the Government of Canada’s Economic
Action Plan.
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VIA’S WESTERN

GATEWAYS

Pacific Central Station in Vancouver is an architectural and heritage landmark, as well as a multimodal trans-
portation hub for the city. As the Western home for VIA's cross-Canada tourism service, the Canadian®, it is
also a gateway to Vancouver and the West for visitors from around the world.

VIA completed important repairs to the station in 2009 as part of the capital investment program. In 2010, we
launched a program of major renovations to the station’s masonry, roof and windows, paying strict attention
to preserving features that mark the building as a Heritage site.

This project is funded from the Government of Canada’s Economic Action Plan.

VIA is also completing major exterior and interior upgrades to its station in Winnipeg, the Western gateway for
travellers from Toronto. This includes the installation of new roofing, a project funded from the Economic Action
Plan, as well as new flooring, painting and improvements to heating and ventilation systems.

RENEWING OUR PASSENGER CARS

VIA continued a top-to-bottom overhaul of 98 LRC
(Light, Rapid, Comfortable) passenger cars in 2010,
with the first of the renewed cars to be completed in
early 2011. The cars are used for both Business and
Economy class service in the Ontario-Quebec corridor.
Electrical and mechanical systems, lighting, heating and
air conditioning systems are being improved to reduce
energy consumption by 20 percent. The Business class
cars will be reconfigured to feature newly upholstered
double and single seating options. Brighter interior
colours, new windows and individual curtains will give
the LRCs a totally new look and a more pleasing overall
experience for our customers. Twenty-six of the cars will
have larger, fully-accessible washrooms, along with seating
designed to accommodate customers with special
needs travelling with a service animal or care provider.

A portion of the classic stainless steel cars used on
our transcontinental services is also being renewed
to enhance customers’ experience. Work includes a
major overhaul of mechanical systems, reconfiguration
of sleeping accommodations, and updating the design
of the dining and lounge cars. Modifications will also
improve accessibility for travellers with special needs,
with a newly designed large, fully-accessible bedroom
and an onboard wheelchair lift on several Park cars.

Modifications to VIA's Renaissance cars — the most
technologically advanced passenger cars in use in
North America — will make them more convenient and
accessible for people with restricted mobility.
Modifications include the addition of improved accessible
washrooms and sleeping accommodations.
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IMPROVING TECHNOLOGY

In2010 VIAinvested $12.6 million to modernize and secure
its information technology infrastructure, providing new
business solutions for the organization. Many technology
projects have been initiated throughout 2010 including
the modernization of VIA’'s reservation system, the

selection of a new revenue management system and
the implementation of robust and reliable on board Wi-Fi
system. These projects will add value to our customers’
experience from the time they make their reservation to
the moment they arrive at their destination.

RENEWING A CLASSIC

The first of VIA's rebuilt and upgraded transcontinental dining cars went into service in 2010. A complete
overhaul of the classic stainless steel fleet is underway to increase passenger comfort, reduce energy con-
sumption, and meet the highest standards for health and safety.

In the completed dining car, traditional lighting has been replaced with light emitting diodes that consume
less energy. The kitchen has been dismantled and rebuilt. Ventilation systems have been improved. And all
furnishings and décor, from upholstery to carpeting and wall coverings, have been upgraded.
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OPERATIONAL

EFFICIENCY

TRANSFORMING OUR BUSINESS

Capital investment in passenger rail carries with it high expectations for performance,
in terms of value delivered to the customer, and improved financial results. To deliver
a good return on that investment, we have to continually improve the way we operate
as a business.

In 2010 we implemented a new approach for managing performance, to achieve
continuous improvements in operational efficiency. Based on proven principles of Lean
management, this approach streamlines daily operations and procedures, focusing on
those activities that add value for our customer while eliminating waste — activities
and procedures that do not add value. By simplifying our processes, we can put more
energy into focusing on the things that are important to customers.

To measure our progress in improving operational efficiency, we have clearly defined
six Key Performance Indicators with respect to employee productivity and attendance,
safety, customer satisfaction, revenues and costs.
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EMPLOYEE ENGAGEMENT
AND PRODUCTIVITY

KEY PERFORMANCE INDICATORS

This measure is obtained by dividing our ~ We achieved our objective for 2010,
total revenues by the total number of increasing revenue per employee from
full-time equivalent (FTE) employees. $86,000in 2009 to $93,000 per employee.
It is a good indicator of how well we are

achieving the key goal of Lean manage-

ment — producing more value.

TOTAL REVENUE
PER EMPLOYEE (FTE)
($000’s)

NOTE

Numbers have been rounded to
the nearest whole number

2009
ACTUAL

I 2010
ACTUAL
2010
OBJECTIVE
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KEY PERFORMANCE INDICATORS

While some absences are unavoidable
(for example, those due to an illness), em-
ployee attendance generally reflects how
committed and engaged people are with
their work, and is a good measure of our
overall efficiency.

The attendance rate is defined as the
total hours of absences in a month
divided by the total possible work hours.
At 91 percent, we came close to our
objective of 94 percent for 2010. Our
new attendance policy, along with new

tools to help supervisors and employees
address attendance issues, will improve
our performance in 2011.

EMPLOYEE
ATTENDANCE (%)

NOTE

Numbers have been
rounded to the nearest
whole number

2010
ACTUAL

2010
OBJECTIVE
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IMPLEMENTING LEAN MANAGEMENT

Lean management is a proven approach to improving
operational efficiency developed by the Japanese auto
industry over the past 50 years, and now used by leading
service and manufacturing industries around the world.
We are implementing this approach at VIA not only as a set of
management principles, but as a corporate culture involving
the participation and engagement of every employee.

Put simply, this means that employees and managers
are asked to:

O Define and understand the work they do in terms of
the value that it produces for our customers.

O Eliminate the waste — the activities and time used
that do not create customer value.

O Continuously review, streamline and improve those
activities and procedures that do create value.

Our Key Performance Indicators regarding productivity,
revenues, costs, and safety measure how successful
these efforts are. They are also important tools for
encouraging everyone's participation in the ongoing
process of continuous improvement. The indicators
are published monthly on VIA's Intranet, and regular
information sessions are held between managers and
employees to discuss VIA's performance. As a result,
employees are aware of the key measurements and
how their individual actions contribute to VIA's success.

TRAINING AND DEVELOPMENT

VIA supports an active learning culture with a wide
range of tools and training programs to help employees
develop skills for performance and career development.
These include classroom and on-the-job courses and
E-Learning modules available online. For example, safety
training modules were delivered to all VIA employees
during the year.

In 2010 we launched a new program, as a pilot project,
to train new locomotive engineers. All employees with
at least five years experience were invited to apply. This
is a first for VIA — in the past, we have always hired
fully qualified engineers externally, usually those who
received training from CN.

Ten employees began the 24 month training program in
the fall of 2010.

INFORMATION TECHNOLOGY

In 2010 we continued to evolve and refine iVIA, our
intranet, giving employees easy access to information
on corporate goals and performance, news bulletins,
procedures and policies, as well as access to online
training and development tools. The intranet has quickly
become a basic tool for employees, giving them access
to information when and where they need it.

In 2010 we launched a new project to provide network
access and communication to staff on board our trains,
who do not have easy access to desktop computers
on the job. Employees began testing BlackBerry smart
phones to access information that is essential to their
work, such as passenger lists, and to communicate more
efficiently with colleagues. On board employees will also
be able to transmit data such as incident reports, product
inventories and work time sheets, reducing the amount of
paper to print, fill out and manage. Once the initial testing
is done, all on board employees from Vancouver to Halifax
will be equipped with the smart phones.

REALIGNING OUR STRUCTURE

In 2010, we completed a thorough review of our
organizational structure, and realigned the organization
to better reflect this streamlined focus on customer
value. As part of this exercise, we reduced management
and non-unionized staff by 12 percent. The goal of this
realignment was to retain our focus on the customer and
concentrate on boosting revenues, all while ensuring
that we deliver on the promised benefits of the capital
investment program.
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SAFETY
KEY PERFORMANCE INDICATOR

This measure tracks the number of safe-  Our objective is always to achieve zero
ty-related incidents involving train opera- safety incidents involving train opera-
tions. It does not include accidents in-  tions. There were 25 incidents in 2010.
volving road and rail crossings or people

trespassing on tracks, which are beyond

our control.

TRAIN INCIDENTS
PER MILLION

TRAIN-MILES
;5 NOTE
Numbers have been rounded to
the nearest whole number
1 [] """""""""""""""""""""""""""" 2009
ACTUAL
2010

ACTUAL
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OUR SAFETY MANAGEMENT SYSTEM

VIA is widely recognized as a leader in the safe and
secure management of its operations, having developed
one of the industry’s first corporate Safety Management
Systems in 2001.

That system — which includes the policies, standards,
procedures and responsibilities for safe rail operations —
is audited by Transport Canada, and is regularly reviewed
and updated by our subject matter experts. Safety
issues are also monitored by Health and Safety Policy
committees, Work Place committees and Health and
Safety representatives at all major VIA locations across
Canada. These committees and representatives inspect
local safety conditions and review ongoing performance
data to establish specific objectives for improving
workplace safety, and to identify issues that require the
attention of senior management.

In 2010 we began implementing a new risk-based
approach to safety management. As part of our
continuous efforts to ensure the highest standards for
all of our processes, we re-visited our health and safety
target setting and performance indicators to ensure
that all activities continue to remain relevant. We also
developed a new Business Continuity Management
Plan, which consolidates our emergency preparedness
measures, passenger safety measures during a crisis,
and our local business continuity plans under an
integrated framework.

In the fall of 2010, we completed a major software upgrade
for our security, environmental and safety management
systems, with funding from the Government of Canada’s
Economic Action Plan. The new system centralizes our
security, environment, health and safety data collection,
event reporting and analysis throughout the coast-to-
coast network, and streamlines the process for analyzing
data. It also provides managers real time statistical
performance data for trend and risk analysis.

HEALTH AND SAFETY POLICY COMMITTEES
In compliance with the Canada Labour Code Part Il —
Occupational Health and Safety, VIA has established
Health and Safety Policy Committees comprised of both
management and unionized employees. In April 2010,
VIA made changes to the make-up of the Health and
Safety Policy Committees to include executive level
managers among the committee members in order to
ensure a strong focus on enhancing VIA's safety culture,
setting appropriate targets, recommending policy
improvements and managing high risk environments
effectively. Bureaucratic obstructions are eliminated
through the collaboration of senior management and
union partners, allowing VIA to address issues of
concern more efficiently.

MANAGING ENVIRONMENTAL RISKS

Our Environmental Management System (EMS) is
a corporate-wide framework for tracking, evaluating
and communicating environmental performance. In
2009 the Office of the Auditor General issued a
report identifying a number of ways we could improve
the system.

We agreed with the recommendations, and completed
the improvements in 2010. \We developed a methodology
for evaluating risks which has been integrated with the
EMS, along with updates to the EMS and corporate
risk registries. In addition to existing internal audit
procedures for maintenance facilities, we have also
developed new environmental audit procedures for
non-maintenance facilities, and a site contamination
management program for sites that deal with potential
environmental contaminants.



ROAD AND TRESPASSING INCIDENTS

Most accidents involving trains occur when people
trespass on rail property, or take unnecessary risks when
crossing tracks. As part of our capital investment program
to upgrade the rail infrastructure, we are taking measures
to reduce or eliminate dangerous situations. This includes
the installation of new security fencing at key locations,
and a program to eliminate wherever possible grade-level
intersections between rail lines and roads.

VIA also introduced a Crossing Closure initiative to
eliminate as many farm and private crossings as possible
in order to reduce the occurrence of crossing incidents.
By the end of the year, forty-nine out of a possible ninety-
eight farm crossings along the Alexandria, Smiths Falls
and Chatham subdivisions had been slated to close.
Work on the program remains ongoing with the closures
expected to be completed in 2011.

We also engage in an active program of public education
and awareness initiatives. These include participation in and
support for Operation Lifesaver activities, visits to schools,
and preparing curriculum materials for use by educators.
In addition, we work with municipal law enforcement and
emergency response agencies to coordinate efforts in
dealing with trespassing safety issues.
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LOCOMOTIVE ENGINEER

SAFETY WORKSHOP

InApril, VIAheld a safety workshop forlocomotive engineers
and management to investigate ways in which they could
continue to improve upon operational safety. The group
examined every action undertaken by locomotive engineers
from the moment they report for work to the time the train
arrives at its destination. Using Lean techniques, the group
developed an action plan to implement best practices for
standards, processes, procedures and instructions. By
using employees’ firsthand experience and expertise to
address operational procedures, VIA found an efficient
way to implement improvements and ensure the highest
standards for safety.
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CUSTOMER SATISFACTION

This measure indicates how often our
trains arrive at their destination at the
scheduled time. On-time performance is
the single most important factor driving
customer satisfaction, and an area where
improvement is a top priority for VIA.

We did not meet our objective for im-
provement in 2010, mainly because train
services were often delayed by infra-
structure construction projects under-
way. However, significant improvements
were achieved for some routes, including

dramatic improvements in Eastern Canada.

ON-TIME
PERFORMANCE

NOTE
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ON-TIME PERFORMANCE

Major infrastructure projects in Southwestern Ontario
caused frequent train delays early in the year, which
affected our overall on-time performance results for
2010. However, in Eastern Canada, where track work
by freight railways seriously affected performance in
2009, on-time performance improved dramatically and
surpassed our objectives.

In the Montreal-Ottawa-Toronto triangle, we developed
a new approach to improving performance. In 2010, VIA
launched an initiative focusing on a select number of high
priority trains such as express trains, and trains used by
a high number of intercity commuters. The team meets
every day to review the previous day's performance.
Even a slight delay is considered a problem to be
analysed and solved in partnership with CN, CP or other
infrastructure owners and key partners.

The results of this approach have been very positive, with
consistent improvements in on-time performance every
month compared with 2009. As performance issues are
resolved, and improvements can be maintained on a
regular basis, the task force will begin using the same
focused approach to improving performance for other
trains in 2011.

OPERATIONAL EFFICIENCY | VIA RAIL CANADA - ANNUAL REPORT 2010

CUSTOMER FEEDBACK

We regularly seek feedback from customers concerning
their expectations of VIA, and how our performance
measures up to those expectations. Views expressed
by customers, either through formal surveys or through
informal discussions, help us to resolve problems,
improve services, and develop new services that
customers value.

For example, in the fall of 2009, we discontinued hot
meal service on our Montreal-Gaspé train during the
off-season, between October and June, because of
low demand. However, our customers made it clear
that hot meals were important to them. By making
new arrangements with a catering service, we found
a cost-effective way to return the hot meal service
during the off season without the need for a chef, while
maintaining the on-board chef service during the peak
summer season only.

Customer feedback has also been invaluable as we
improve services such as on-board Wi-Fi access, which
we are redesigning to become faster and more reliable.

VIA - TOP CHOICE OF
TRAVEL AGENTS IN 2010

VIA was the top choice of travel agents in the Agent’s Choice Awards — a distinction we've received eight
times since the award was first created nine years ago. The Agents’ Choice Awards are managed by the
Canadian Travel Press and Travel Courier magazine. Both publications explained their decision to award VIA
the top prize by praising its outstanding customer service.
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INCREASING REVENUES

This measure is obtained by dividing total
passenger revenues by seat-miles avail-
able for sale. A seat-mile (literally, one
seat travelling one mile) is the simplest
unit to measure what we sell. By dividing
revenues by available seat-miles, we can

PASSENGER REVENUES
PER AVAILABLE SEAT-MILE
(CENTS)

make a fair comparison of profitability
across all regions and services.

With improved fleet and revenue manage-
ment, passenger revenues per seat-mile
increased by 0.5 cent per mile in 2010.

NOTE

Numbers have been rounded to
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IMPROVED REVENUE MANAGEMENT

VIA developed a new revenue management strategy
in 2010 that increased total revenues significantly. The
strategy sets the optimal price for a train seat at any
given time for individual train services. This requires
finding the right balance between getting the highest
price possible in a given market, and using fare discounts
or promotions to attract more customers and avoid
operating trains with empty seats.

Our revenue management team monitors close to 500
trains per week, analyzing advance sales, available
capacity and historical trends in order to determine how
many discount seats should be offered on each train. We
expect that revenue management alone will generate
up to $40 million in increased revenues over the next
five years.

MARKETING AND PROMOTION

Effective marketing and promotion of VIA services
helped to maintain ridership and attract new customers
throughout the year.

For example, following the 2009 recession customers
showed continued caution in purchasing tickets early in
the year, and tended to take longer when making holiday
plans. We launched an advertising campaign early in the
spring targeting those planning summer vacations, and
partnered with the Canadian Tourism Commission to
extend the reach of this campaign to a broader audience.
The early campaign was successful, helping to increase
both ridership and revenues for the second and third
quarters of 2010.

We also introduced a permanent, yearround discount
program for members of the Canadian Armed Forces
and their families. Over the last few years seasonal
discount programs for members of the Armed Forces
proved to be very popular, attracting thousands of first-
time customers and increasing revenues. Making the
program permanent is not only good for VIA, but our
gesture of appreciation for those who serve Canada.
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IMPROVED SCHEDULES AND TRIP TIMES

In April we made schedule changes for trains between
Quebec City and Montreal, offering customers more
convenient arrival times and faster service. \We shortened
trip times by as much as 20 minutes, while arrival and
departure times were changed to better suit customer
needs. For example, we changed a morning departure
from Quebec City that used to arrive in Montreal after
9:00am, so that it would arrive before the normal start
of a business day.

We made similar changes for services between
Montreal and Ottawa. The new arrival and departure
times on certain trains fit better with our customers'’
travel needs. For example, a train now departs Ottawa
at 6:38am, arriving in Montreal at 8:30am, shaving off
nearly 15 minutes from the total travel time.

We will continue to adjust schedules and reduce trip times
throughout the Ontario-Quebec corridor as infrastructure
and equipment improvements are completed.

NEW MONTREAL-OTTAWA-TORONTO
OPTIONS

We began testing two new Ottawa “through trains” for
customers travelling between Montreal and Toronto in
June. This gives customers the option of a route through
Ottawa, with a short stop at Ottawa Station. It also
provides some communities with a new direct service
to Montreal or Toronto. By applying Lean principles we
are able to increase choice and flexibility for customers
without adding new frequencies, using our existing
resources more effectively and efficiently to increase
ridership and revenues. The tests were successful, and
four more Ottawa through trains will be added in 2011.
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INTERMODAL PARTNERSHIPS

We continue to attract customers and revenue
opportunities through intermodal partnerships, which
make it easier for customers to plan their travel and make
connections between different modes of transportation.
In May, VIA partnered with Commmunauto, a car sharing
service that promotes ecologically sound travel, to offer
fare discounts to its members. In November, we extended
this partnership to include VRTUCAR, an Ottawa-based
car sharing organization. With a single ticket, members
can now travel by train between Montreal and Ottawa,
pick up a car at the station for local transportation, and
drop the car off at the train station when making the
return journey home.

Additionally, we are in the process of selling our Guelph
station to the City of Guelph, who will develop it as a
new multimodal facility to accommodate various modes
of transportation. This will give our customers better
connections between VIA trains and intercity and city bus
services, as well as other transportation options that are
planned for the region.

NEW PRODUCTS AND SERVICES

VIA was one of the first passenger services in North
America to provide on-board Wi-Fi access to customers.
Internet access while travelling has proven to be
exceptionally attractive to customers, who appreciate
the opportunity to use their travel time productively. To
improve the service, we are building a new wireless
infrastructure that will offer the fastest, most reliable “in
motion” Wi-Fi access in North America today. When it
is fully implemented, VIA will have the ability to allow
customers the opportunity to stay connected with work
but also be able to enjoy feature films, television series
and documentaries from the comfort of their seats, using
their own laptops.

We also launched a number of new gift and souvenir
products to generate additional revenues. For example,
VIA gift cards can be now be purchased in $50 and $100
denominations in over 500 retailers across Canada, as
well as at VIA stations. Souvenirs and gifts available on
board and online through a brand new website include
a wide variety of items, from coffee mugs and t-shirts to
books, videos and luggage.

OTTAWA STATION

COMMERCIAL DEVELOPMENT

We have invited real estate developers to present
proposals for the commercial development of our Ottawa
Station land holdings. Developments of this kind not only
increase the revenues generated by our land assets, but
can also increase passenger ridership and revenues.
Similar development partnerships have already proven
successful in Vancouver, Winnipeg and Quebec City.
While the Ottawa project is still in the early exploratory
stage, a suitable development of the infrastructure around
the station could have substantial benefits for VIA and
for customers.



OPERATIONAL EFFICIENCY | VIA RAIL CANADA - ANNUAL REPORT 2010 27

REDUCING COSTS

This measure is obtained by dividing di-
rect operating costs by total available
seat-miles (the number of seats available
for sale multiplied by the number of miles
travelled). This gives us a comparison of
costs across all regions and services.

DIRECT COSTS PER
AVAILABLE SEAT-MILE
(CENTS)

We reduced costs by 0.7 cent per
available seat-mile thanks to effective
cost controls and strong performance
in Southwestern Ontario and Western
Canada.

NOTE

Numbers have been rounded to
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IMPROVED TRAIN MANAGEMENT

We reduced costs significantly in 2010 by managing
the cars and locomotives for each train service in a new
way. Traditionally, we have adjusted the size of each train
on demand, adding or removing cars as circumstances
required. This often involved a great deal of time and
labour — the kind of waste targeted by Lean management.

Our new approach of instituting a planned consist, the
total number of cars on any given train, based on historical
data and trends, is far more efficient. Equipment and
other resources are allocated in advance, greatly reducing
the amount of resources expended before and after the
departure of each train.

STREAMLINED WORK PROCESSES

One of the most effective tools for implementing Lean
management is the Kaizen — where a small group of
people from all levels of an organization come together,
examine a work process, and find ways to improve
productivity and eliminate waste.

For example, a Kaizen at our Montreal Maintenance
Centre focused on work flow through the Wheel Shop. Six
unionized employees and six management staff examined
the work environment and flow of materials, looked for
ways to do things better, and came up with better ways
of organizing the work. Changes resulted in reducing the
movement of materials by 50 percent, speeding up the
process of wheel maintenance, and making operations
both safer and more efficient.

A second Kaizen based at the Montreal Maintenance
Centre focused specifically on inventory management.
Members of this group identified excess materials which
they could sell to reduce obsolete inventory, improve
overall efficiency and generate revenues.

REDUCED FUEL CONSUMPTION

VIA's capital investment program to rebuild the fleet of
F-40 locomotives is designed to produce betterthan-new
equipment that meets the most stringent environmental
standards. As a result, the rebuilt equipment will be far
more fuel efficient than before.

Twenty-three of the rebuilt locomotives are now in service,
and the improved efficiency has already had a significant
impact on costs. Fuel consumption is much lower. As
well as generating fewer greenhouse gas emissions, this
reduction was a major source of lower costs in 2010.
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COMMUNICATION

]
TRANSFORMING OUR RELATIONSHIPS

Our success as a business depends on building strong relationships with our
customers. That means, first and foremost, that we must deliver what we promise to
our customers and the communities we serve, and conduct our business with honesty

and integrity.

It also means that we have to listen to our customers, try to understand what they
value, what they are concerned about, and how we can provide a more rewarding

experience for those who board our trains.

DELIVERING BETTER VALUE

TO OUR CUSTOMERS

Customer surveys are important tools for opening
communication, and for measuring how relevant our
activities are to customer needs.

In 2010 we reviewed our methods of conducting
surveys and measuring customer satisfaction. Working
with an independent service provider, we believe that
the procedures we have developed will give us more
accurate, timely and meaningful feedback, and help us to
deliver better value, more consistently, to our customers.

MORE INTERACTIVE COMMUNICATION

We also try to develop an informed and personal
relationship with our customers, through programs like our
award winning customer loyalty program, VIA Preference.

In 2010 we made significant improvements to our VIA
Preference members’ web site. The online experience
is now automatically customized to each member’s
needs when they log in, based on unique data such as
the member's city of residence, membership level and
points balance. In effect, the site is custom-created to
suit each member’s relationship with VIA.

This is one of the first sites of its kind for a loyalty
program. It allows customers to receive timely and
relevant offers based on member profiles, and adds
value to each time they visit. It also lets members know
when they have enough points to redeem for the reward
travel of their choice and sends relevant redemption
offers and suggestions directly to them.

We are also developing new ways to communicate
with and interact with customers through popular social
media services, such as Twitter. These services will
help us deliver timely information to our customers,
while providing a forum for customers to comment, ask
questions, and raise any concerns they might have.
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VIA’S REPUTATION
TOPS THE LIST

In March, 2010, VIA was given top place among transportation companies in Léger Marketing’s report on
the most admired companies in Quebec. Coming in at 42 in the list of 150 most admired corporations, VIA
outranks CN (56th place), West Jet (64th place) and Orléans Express (106th place).

WORKING WITH COMMUNITIES

We have an active community outreach program,
recognizing that our services play an important role in
the economic and social life of the communities we
serve. For example, in 2010 we established a VIA-Gaspé
working group, working with community leaders from
the Gaspé region, to study ways of enhancing service
on the Montreal-Gaspé line and promoting local tourism.

We believeitis especiallyimportant to talk with and listen to
communities who are impacted by our capital investment
construction projects. As we move forward with new
station, equipment and infrastructure improvements
across our network, we consult with regional officials and
communicate with First Nations communities and local
residents. Our goal is to not only relay key project dates
and details, but also to minimize any potential construction
inconveniences as much as possible.

For example, VIA held several community meetings with
the Mohawks of the Bay of Quinte (Ontario) to discuss
the construction of a bridge over the Salmon River which
runs through their territory. These discussions have lead
to the establishment of an outreach agreement which
will see VIA support community programs such as post
secondary scholarships, the purchase of library books
and potable water distribution while at the same time
promoting passenger rail and enhancing VIA's visibility
within the community.

ACCESSIBILITY

We work hard to ensure the comfort and safety of
customers with restricted mobility and other special
needs when they board our trains. In 2009-2010 we
worked closely with the Council of Canadians with
Disabilities and the Canadian Transportation Agency to
find ways to improve the level of service available on
our equipment.

As a result, we are reconfiguring 59 of our Renaissance
passenger cars. Modifications include improved washrooms,
sleeping accommodations, and safety features. We are
making similar modifications to selected cars used on our
Western transcontinental service.

These modifications enhance other initiatives that are
already in place, such as free companion tickets for disabled
travellers, adapted sleeping cabins and priority boarding.



THE BOARD OF DIRECTORS

The Board of Directors consists of the Chairperson, the
President and Chief Executive Officer and other directors
appointed by the Government of Canada. The Board is
responsible for overseeing the strategic direction and
management of the Corporation, and reports on VIA's
operations to Parliament.

The Corporation and its Board of Directors are committed
to implementing principles and best practices of good
governance. All members of the Board sign a code of ethics
reflecting the spirit and intent of the Accountability Act,
which sets out standards of transparency and accountability
for the officers and directors of Crown corporations.

In 2010, there were 8 Board of Directors meetings and,
25 Board Committee meetings.

In 2010, the Government of Canada appointed Mr. Paul
G. Smith as Chairman of the Board.

ACCESSTO INFORMATION

VIA believes that openness and transparency are the
starting point in building a trusted relationship with
customers, and with the public in general. VIA receives
and responds promptly to information requests under
the Access to Information Act and the Privacy Act,
and has been given top marks for transparency among
federal agencies.

In 2010, VIA received 37 requests under the Access
to Information Act. The total number of Access to
Information Requests received in 2010 is subject to
change, as the 2010 reporting extends from April 1,
2010 to March 31, 2011, as defined by the Office of the
Information Commissioner.
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GOVERNANCE

AND ACCOUNTABILITY

OFFICIAL LANGUAGES

VIA is committed to the principles of the Official
Languages Act. VIA employees share this commitment
with customers through the "active offer”— demon-
strating a willingness to provide service in either English
or French. Our Official Languages policies apply to
all communications, whether on the telephone, in a
station, or on board our trains. We also maintain a work
environment where employees can speak the language
of their choice, in regions designated bilingual. All inter
nal and external communications are written in French
and in English, and VIA uses both languages in its
business practices.

In 2010 we continued to promote our official language
policies throughout the organization, as well as developed
a plan for consulting with communities interested in
collaborating with VIA to support Canada’s linguistic
duality. We discussed this program, and our action plan
for 2011, with the Commissioner of Official Languages.
The Commissioner praised the plan, indicating that it
met and exceeded the basic criteria used to evaluate
progress in implementing official languages policies. The
Commissioner also noted that the number of complaints
we receive is remarkably low, given that VIA welcomes
over four million customers every year.
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MANAGEMENT

MANAGEMENT DISCUSSION AND ANALYSIS

This discussion and analysis presents data and comments on the Corporation’s
financial position and results for the year 2010. It should be read in conjunction with the
Consolidated Financial Statements that follow, and the Year at a Glance on page 3.

DISCUSSION & ANALYSIS

2010 vs Budget vs 2009
(in millions of dollars) $ $ % $ %
Passenger revenues 258.2 2.2 0.8 79 3.2
Total revenues 274.4 3.7 1.4 9.5 3.6
Operating expenses 535.9 16.8 3.0 (9.8) (1.9)
Operating loss 261.5 20.5 7.3 (0.3) (0.1)
Passenger-miles 846.1 (18.6) (2.1) (10.8) (1.3)
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OVERVIEW

Travel markets throughout 2010 showed a slow and uneven recovery from the 2009
recession.While there were encouraging signs of growth for some passenger rail services,
particularly in Western Canada, VIA's overall ridership, as measured by passengermiles,
declined slightly to 846.1 million, 1.3 percent lower than 2009. Despite this decline, VIA
achieved higher yields and revenues-per-passenger. Passenger revenues for the year
increased by almost $8 million, 3.2 percent higher than 2009.

Arenewed management focus on operational efficiency raised productivity and controlled
costs. While total operating expenses were higher than in 2009, they were $16.8 million
lower than budget. Together with VIA's revenue growth, this kept VIA's operating loss in
line with 2009, increasing by just 0.1 percent.

VIA's capital investment program, made possible by $923 million in capital funding from
the Government of Canada, continued to proceed well during the year. Infrastructure and
equipment upgrade projects will begin to have positive impact on performance in 2011.

KEY OPERATING STATISTICS BY SERVICE GROUP 2010

Passenger- Passenger Passengers
Miles Revenue
(IN THOUSANDS) (IN THOUSANDS) (IN THOUSANDS)
Intercity Ontario-Quebec Corridor 625,157 197806 3,780
Long-distance and Tourism
The Canadian® 125,848 39,279 106
The Ocean™ 60,611 13,091 127

Mandatory Services 34,503 8,022

140

Government
Funding per
Passenger Mile

$0.21

$0.40
$0.60
$1.30
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REVENUES AND RIDERSHIP

Overall ridership, as measured by passenger-miles,
declined slightly in 2010, while revenues grew slightly,
reflecting VIA's efforts to improve revenues-per-
passenger. Yield per passenger mile improved, and
passenger revenues grew by 3.2 percent.

In Western Canada, ridership increased more than
anticipated, with a better than expected jump in demand
from both domestic and international tourism markets.
In Eastern Canada, however, leisure and tourism
markets struggled throughout the year, resulting in a
decline in both ridership and revenues. In the Ontario-
Quebec corridor, ridership challenges were addressed
through effective marketing and promotions, along with
schedule changes for key train services which provided
more convenient departure and arrival times for business
travellers, and faster total trip times.

Pricing and revenue management strategies were the
main drivers behind revenue growth. VIA responded
to market conditions with flexible pricing strategies
throughout the year. In the Ontario-Quebec corridor, VIA
applied new revenue management strategies designed
to increase the actual fares per seat by seeking an
optimal balance between regular fares, discounts and
promotions, and seat availability. VIA also undertook a
number of initiatives to maximize the financial return on
assets such as real estate holdings. Revenues in addition
to passenger revenues, such as concession fees,
investment income and other service fees, increased by
11 percent ($1.6 million) over 2009.

OPERATING EXPENSES

Efforts to increase productivity and reduce costs were
very successful in 2010. Cost savings brought total
operating expenses for the year to $535.9 million,
3 percent below the budget set for 2010.

Significant savings were achieved following a
reorganization that better aligned operations with VIA's
strategic goals, and reduced management and non-
unionized positions by 12 percent. In addition, fuel costs
were significantly reduced, as F-40 locomotives were
upgraded and rebuilt through the capital investment
program. The rebuilt locomotives are considerably more
fuel efficient, reducing fuel consumption by 9 percent.
Other savings were achieved by exercising tight control
over all discretionary spending.

Cost savings were achieved despite significant cost
increases in some areas. Regulations required a $9
million increase for past service contributions to the
unionized employees pension plan.



CAPITAL EXPENDITURES

The Government of Canada is investing $923 million of
capital in passenger rail over five years, including $516
million announced in 2007 and $407 million through the
2009 Economic Action Plan.

In 2010 capital spending totaled $268.6 million, with
work proceeding to rebuild and renew VIAs locomotives
and passenger cars, major infrastructure projects started
throughout the Ontario-Quebec corridor, and station
improvements underway in all parts of VIAs network.
There were some delays in infrastructure projects in the
Montreal-Ottawa-Toronto triangle, as well as in some
equipment projects, due to contractors’ set-up and
production learning curves. Benefits from these projects,
in terms of improved level and quality of service, are
already being realized, and will increase incrementally
over the next few years.

Capital expenditures 2007-2010

Equipment renewal $112.1 million
Major infrastructure improvements $248.6 million
Stations, Information Technology, $79.2 million
and other projects

Total $439.9 million
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ON-TIME PERFORMANCE

Overall, on-time performance decreased by 0.4 percent,
from 82.7 in 2009 to 82.3 in 2010, but there were
significant differences in performance for different parts
of the network.

The Eastern services (Montreal-Halifax) performed
extremely well this year, with on-time performance
reaching 90.4 percent compared with 64.6 percent in
2009. The improvement is due primarily to fewer delays
caused by track conditions and slow orders on CN and
other third party infrastructure.

On-time performance for Western services between
Vancouver and Toronto remained stable at 84 percent.

Trains between Montreal-Toronto achieved 87 percent
on-time performance, despite major infrastructure work
programs on CN’'s Kingston subdivision. Montreal-
Quebec and Montreal-Ottawa services both achieved
close to 90 percent on-time performance for the year.

Southwestern Ontario services faced significant oper
ating challenges due to third party and CN slow orders
from track conditions and freight train traffic. As a result,
on-time performance fell to 70.6 percent.

In 2010 VIA initiated a “target train” approach to focus
attention on particular trains and prioritize actions to
improve on-time performance. Trains targeted in the
Montreal-Ottawa-Toronto triangle have improved perfor
mance as a result. As performance issues are resolved,
and improvements can be maintained on a regular basis,
this approach will be extended to other trains.
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MAJOR RISKS AND MITIGATION MEASURES
The Corporation is facing risks and implements mitigation
strategies.

O Operating Funding

VIA continues to face operational funding challenges.
The Corporation is developing and implementing a range
of initiatives to reduce its deficit by reducing costs and
increasing revenues. At the same time, VIA continues to
work with Transport Canada to address the challenge of
operating loss and develop sustainable funding solutions.

O Capital Funding

VIA will need to continue investing in equipment,
stations, maintenance systems, facilities, and information
technology after 2011, when the current investment
program is completed. The Corporation is working with
Transport Canada to address ongoing capital funding
requirements, and to ensure that VIA has the capital
funding it requires to deliver on its mandate.

O Passenger Revenues

Since 2008, passenger rail has experienced a substantial
decrease in ridership and revenue. VIA is implementing
initiatives to mitigate the impact of slow growth in
passenger revenues. These include optimizing train
services between Montreal, Ottawa and Toronto, and
generating additional revenues from real estate projects
and through information technology improvements that
support revenue management initiatives.

O Pension Plans

Pension plans liabilities represent a significant risk to the
Corporation due to their size ($1.6B). Adverse investment
returns and changes in interest rates can materially impact
the funding status of the plans, and directly amplify the
volatility in annual funding requirements. In recent years,
the Corporation has implemented measures to mitigate
this risk such as adjusting certain management practices
and by aggressively reducing pension administrative
expenses. The Corporation continues to actively explore
means of further reducing this significant corporate risk.

O Fuel Cost Fluctuations

Fuel is a major cost for passenger rail operations, and
costs could vary significantly from VIAs estimates due
to the uncertainty and volatility of fuel prices. VIA's
proven hedging strategy adds certainty to future fuel
costs and can delay the impact of fuel price fluctuations.
Given that contracts used to hedge fuel prices are
denominated in U.S. dollars, VIA also hedges against
foreign exchange risks.

O Capital Investment Projects

Major delays in infrastructure or equipment projects,
or an increase in project costs, would adversely affect
VIAs financial performance. VIA's managers monitor the
progress of all projects closely in order to mitigate this
risk, adjusting production timelines as needed to keep
projects on track. In addition, VIA's Executive Capital
Steering Committee meets regularly to discuss the status
of all capital investment projects.



INTERNATIONAL FINANCIAL

REPORTING STANDARDS

With the fiscal year beginning January 1, 2011, VIA
has chosen to adopt International Financial Reporting
Standards (IFRS) as the basis for corporate accounting.
VIA believes that these standards provide the most
appropriate basis to meet the needs of those who use
the Corporation’s financial statements.

The transition from current Canadian Generally
Accepted Accounting Principles (GAAP) to IFRS is a
significant undertaking that will materially affect the
Corporation’s reported financial position and results of
operations. Balance sheet items such as Property, Plant
& Equipment, Accrued Benefit Assets, Deferred Capital
Funding, Future Corporate Tax and Deferred Revenues
will be significantly impacted by the new standards.

VIA completed planning for its transition to IFRS
accounting in 2010, and is currently implementing the
action plan necessary to create new accounts and
a financial statements model, system changes and
process changes.
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OUTLOOK FOR 2011

VIA is confident that it will continue to achieve revenue
growth, higher productivity, and reduced costs in 2011.
Efforts in 2011 will focus on restoring ridership growth.
The slow and uneven recovery from the 2009 recession
had an understandable impact on passenger numbers
however as the economy recovers, VIA anticipates that
passenger numbers will as well. Furthermore, fluctuating
gas prices and airport congestion are expected to
positively impact VIA's passenger growth in 2011.

Planned service improvements and enhancements, such
as the implementation of an improved Wi-Fi service in the
Ontario-Quebec corridor, are already attracting market
attention, and the introduction of more attractive train
schedules are showing good results. Improved on-time
performance, along with incremental enhancements in
products and services, will attract renewed interest
in passenger rail. VIA will introduce new marketing,
promotion and pricing strategies to build on this interest
and achieve real market growth over the year. Revenues
will continue to grow as we refine and extend the revenue
management strategies which proved to be effective
in 2010.

VIA's management focus on operational efficiency will
remain critical to meet financial challenges in 2011. A
Lean management framework, supported by the use of
new key performance indicators will help the Corporation
achieve continuous improvement in productivity, eliminate
waste, and deliver more value to customers.

As capital investment in equipment and infrastructure
is completed, VIA will continue to transform the way
passenger rail services are delivered in Canada. With
modernized equipment and the capacity to offer faster,
more frequent service, VIA expects more Canadians
to experience a passenger rail service that is reliable,
efficient, and financially sustainable for the future.
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MANAGEMENT'S

RESPONSIBILITY STATEMENT

YEAR ENDED DECEMBER 31, 2010

Management of the Corporation is responsible for the preparation and fair presentation
of the consolidated financial statements contained in the Annual Report. These
consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles and necessarily include certain amounts that
are based on management’s best estimates and judgement. Financial information
contained throughout the Annual Report is consistent with that in the consolidated
financial statements. Management considers that the consolidated financial statements
present fairly the financial position of the Corporation and the results of its operations
and its cash flows.

To fulfill its responsibility, the Corporation maintains systems of internal controls,
policies and procedures to ensure the reliability of financial information and the
safeguarding of assets. The internal control systems are subject to periodic reviews
by Samson Bélair/Deloitte & Touche, LLP as internal auditors. The external auditor,
the Auditor General of Canada, has audited the Corporation’'s consolidated financial
statements for the year ended December 31, 2010, and her report indicates the scope
of her audit and her opinion on the consolidated financial statements.

The Audit and Risk Committee of the Board of Directors, consisting of independent
Directors, meets periodically with the internal and external auditors and with
management, to review the scope of their audits and to assess reports on audit work
performed. The consolidated financial statements have been reviewed and approved
by the Board of Directors on the recommendation of the Audit and Risk Committee.

ﬁm (HhA B fo—

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

Montréal, Canada
February 25, 2011
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Auditor General of Canada
Vérificatrice générale du Canada

INDEPENDENT AUDITOR’S REPORT

To the Minister of Transport, Infrastructure and
Communities

Report on the Consolidated Financial Statements

I have audited the accompanying consolidated financial
statements of Via Rail Canada Inc., which comprise the
consolidated balance sheet as at 31 December 2010, and
the consolidated statement of operations and
comprehensive income, consolidated statement of
retained earnings and consolidated statement of cash
flows for the year then ended, and a summary of
significant accounting policies and other explanatory
information.

Management’s Responsibility for the Consolidated
Financial Statements

Management is responsible for the preparation and fair
presentation of these consolidated financial statements in
accordance with Canadian generally accepted accounting
principles, and for such internal control as management
determines is necessary to enable the preparation of
consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these
consolidated financial statements based on my audit. I
conducted my audit in accordance with Canadian
generally accepted auditing standards. Those standards
require that I comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance -
about whether the consolidated financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
consolidated financial statements. The procedures
selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s
preparation and fair presentation of the consolidated
financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the

purpose of expressing an opinion on the effectiveness of
the entity’s internal control, An audit also includes
evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by
management, as well as evaluating the overall
presentation of the consolidated financial statements.

I believe that the audit evidence I have obtained is
sufficient and appropriate to provide a basis for my audit
opinion.

Opinion

In my opinion, the consolidated financial statements
present fairly, in all material respects, the financial
position of Via Rail Canada Inc. as at 31 December 2010,
and the results of its operations and its cash flows for the
year then ended in accordance with Canadian generally
accepted accounting principles.

Report on Other Legal and Regulatory Requirements

As required by the Financial Administration Act, 1 report
that, in my opinion, Canadian generally accepted
accounting principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of Via Rail
Canada Inc. that have come to my notice during my audit
of the consolidated financial statements have, in all
significant respects, been in accordance with Part X of the
Financial Administration Act and regulations, the Canada
Business Corporations Act and the articles and the by-
laws of Via Rail Canada Inc.

gfuhia.:]m—l—-

Sheila Fraser, FCA auditor
Auditor General of Canada

25 February 2011
Montréal, Canada
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2010 2009

CURRENT ASSETS
Cash and cash equivalents $ 77084 $ 4,775
Accounts receivable, trade 8,096 7725
Prepaids, advances on contracts and other receivables 14,558 10,632
Receivable from the Government of Canada 17069 6,833
Derivative financial instruments (NOTE 17) 3,769 1,497
Materials (NOTE 5) 21,302 24,592
Asset Renewal Fund (NoTE 8) 15,295 25,295
Future corporate tax assets (NOTE 11) 12,189 2,802
169,362 84,151
NON-CURRENT ASSETS
Property, plant and equipment (NOTE 6) 725,630 523,920
Intangible assets (NOTE 7) 17444 9,464
Asset Renewal Fund (NOTE g) 25,645 23,120
Accrued benefit asset (NOTE 10) 374,864 354,758
Derivative financial instruments (NOTE 17) 880 1,578
1,144,463 912,840
$ 1,313,825 $ 996,991
CURRENT LIABILITIES
Accounts payable and accrued liabilities (NOTE 9) $ 154,662 $ 132,339
Deferred government funding 51,000 -
Derivative financial instruments (NOTE 17) 996 6,699
Deferred revenues 12,928 11,998
219,586 151,036
NON-CURRENT LIABILITIES
Accrued benefit liability (NOTE 10) 27198 27136
Future corporate tax liabilities (NOTE 11) 55,039 40,511
Derivative financial instruments (NOTE 17) 205 354
Deferred investment tax credits 909 1,302
Other non-current liabilities 1,124 1,500
84,475 70,803
DEFERRED CAPITAL FUNDING (NOTE 12) 751,927 541,145
SHAREHOLDER'S EQUITY (NOTE 13)
Share capital 9,300 9,300
Retained earnings 248,537 224,707
257837 234,007
$ 1,313,825 $ 996,991

Commitments and Contingencies (Notes 14 and 20, respectively)

Approved on behalf of the Board,

Eric L. Stefanson, FCA

Director and Chairman of the Audit
and Risk Committee

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

Paul G. Smith
Director and Chairman of the Board
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CONSOLIDATED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF OPERATIONS

AND COMPREHENSIVE INCOME

Year ended December 31 (IN THOUSANDS)
REVENUES
Passenger $ 258342 $§ 250,478
Investment income 1,305 862
Other 18,277 16,438
277924 267778
EXPENSES
Compensation and benefits 224,181 224,902
Train operations and fuel 118,497 118,714
Stations and property 34,344 33,819
Marketing and sales 29,304 28,797
Maintenance material 39,108 37076
On-train product costs 14,735 16,233
Operating taxes 8,863 9,735
Professional services 6,339 5,688
Employee future benefits (NOTE 10) 11,511 (1,065)
Amortization and losses on write-down and disposal of property,
plant and equipment and intangible assets (NOTES 6 AND 7) 58,292 60,203
Unrealized gain on derivative financial instruments (7426) (18,077)
Realized loss on derivative financial instruments 6,244 15,677
Other 25,992 20,379
569,984 551,981
OPERATING LOSS BEFORE FUNDING FROM
THE GOVERNMENT OF CANADA AND CORPORATETAXES 292,060 284,203
Operating funding from the Government of Canada 261,521 226,280
Amortization of deferred capital funding (NOTE 12) 57124 56,453
Income (loss) before corporate taxes 26,585 (1,470)
Corporate tax expense (recovery) (NOTE 11) 4,780 (4,018)
NET INCOME AND COMPREHENSIVE INCOME FORTHE YEAR $ 21,805 $ 2,548

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

CONSOLIDATED STATEMENT

OF RETAINED EARNINGS

BALANCE, BEGINNING OFYEAR $ 224,707 $ 221,137
Net income and comprehensive income for the year 21,805 2,548
Funding from the Government of Canada for the acquisition

of non-depreciable capital assets 2,025 1,022
BALANCE, END OFYEAR $ 248,537 $ 224,707

The notes are an integral part of the consolidated financial statements.
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CONSOLIDATED FINANCIAL STATEMENTS

2010 2009

OPERATING ACTIVITIES

Net income and comprehensive income for the yea