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Ensuring long-term growth
and profitability

The purpose of this Management'’s
Discussion and Analysis is to explain
management's point of view on Trans-
continental’s past performance and
future outlook. More specifically, it
outlines the development strategy,
performance in relation to objectives,
future expectations and how Manage-
ment addresses risk and manages
financial resources. This report also
provides information to improve
the reader’s understanding of the
consolidated financial statements
and related notes. It should therefore
be read in conjunction with those
This
Discussion and Analysis is dated
December 8, 2010.

documents. Management's

' n this document, unless otherwise in-
dicated, all financial data are prepared
in accordance with Canadian Generally
Accepted Accounting Principles (GAAP).
All amounts are in Canadian dollars,
and the term “dollar”, as well as the sym-
bols “$" and “"C$", designate Canadian
dollars unless otherwise indicated. This
Management's Discussion and Analysis
also uses non-GAAP financial measu-
res. Please refer to the table of this report
entitled "Reconciliation of Non-GAAP
Financial Measures” for a complete de-

scription of these measures on page 36.

The consolidated financial state-
ments include the accounts of the Corpo-
ration and those of its subsidiaries, joint
ventures and variable interest entities
for which the Corporation is the princi-
pal beneficiary. Business acquisitions
are accounted for under the acquisition
method and the results of operations
of these businesses are included in the

consolidated financial statements from

the acquisition date. Investments in joint
ventures are accounted for using the
proportionate consolidation method and
investments in companies subject to
significant influence are accounted for
using the equity method. Other invest-
ments are recorded at either amortized
cost or marked-to-market through com-
prehensive income depending on their
classification as either financial assets

held to maturity or available-for-sale.

To facilitate the reading of this report,

the terms “Transcontinental”, “Corpo-

"

ration”, "we”, "our” and "us” all refer
to Transcontinental Inc. together with its
subsidiaries.

:‘-\l%lgN REGARDING
FORWARD-LOOKING STATEMENTS
From time to time, we make written or oral
forward-looking statements within the
meaning of certain securities laws, inclu-
ding the "“safe harbour” provisions of the
Securities Act (Ontario). We may make
such statements in this document, in
other filings with Canadian regulators, in
reports to shareholders or in other com-
munications. These forward-looking state-
ments include, among others, statements
with respect to our medium-term goals,
our outlook, business project and strate-
gies to achieve those objectives and goals,
as well as statements with respect to our
beliefs, plans, objectives, expectations,
anticipations, estimates and intentions.
The words “should,”

"would,"” "outlook,” "believe,” "plan,” "an-

"may” "could,”
ticipate,” "estimate,” "expect,” "intend,”
"objective,” the use of the conditional
tense, and words and expressions of
similar nature are intended to identify

forward-looking statements.

By their very nature, forward-looking
statements involve inherent risks and
uncertainties, both general and specific,
which give rise to the possibility that
predictions, forecasts, projections and
other forward-looking statements will not
be achieved. We caution readers not to
place undue reliance on these state-
ments, as a number of important factors
could cause our actual results to differ
materially from the beliefs, plans, objec-
tives, expectations, anticipations, esti-
mates and intentions expressed in such
forward-looking statements. These fac-
tors include, but are not limited to: credit
risks, data security and utilization, mar-
ket dynamics, liquidity, financing and
operational risks; the strength of the
Canadian, Mexican and United States’
economies in which we conduct busi-
ness; the impact of the movement of the
Canadian dollar relative to other curren-
cies, more particularly the U.S. dollar, the
euro and the Mexican peso; the impact
from raw material and energy prices; the
seasonal and cyclical nature of certain
businesses, notably the book publishing
activities, the effects of changes in inte-
rest rates; the effects of competition in the
markets in which we operate; the effects
of new media and the corresponding
shift of advertising revenue to new
platforms; judicial judgments and legal
proceedings; our ability to develop new
opportunities through our strategy; our
ability to hire and retain qualified per-
sonnel and maintain a good reputation;
our ability to complete strategic transac-
tions; changes in accounting policies and
methods we use to report our financial
condition, including uncertainties asso-
ciated with critical accounting assump-
tions and estimates; infrastructure risks;

the possible impact on our businesses
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DEFINITIONS OF TERMS USED IN THIS MD&A

To make easier to read this report, some terms have been shortened. The following are the full definitions of the shortened terms

used in this report:

Terms Used Definitions

Adjusted operating income before amortization

Operating income from continuing operations before
amortization, asset impairment and restructuring costs and

impairment of goodwill and intangible assets

Adjusted operating income

Operating income from continuing operations before
impairment of assets, restructuring costs and impairment of

goodwill and intangible assets

Net income (loss) applicable to participating shares

Net income (loss) minus dividends on preferred shares

participating shares

Net income (loss) from continuing operations applicable to

Net income (loss) minus dividends on preferred shares and

excluding discontinued operations

Adjusted net income applicable to participating shares

Net income (loss) from continuing operations applicable to
participating shares before impairment of assets and restruc-
turing costs, impairment of goodwill and intangible assets, less

related income taxes and unusual adjustments to income taxes

Net indebtedness Total of long-term debt plus current portion of long-term debt
plus bank overdraft, less cash and cash equivalents
Organic growth Growth in revenues or adjusted operating income excluding

rate and paper

the effect of acquisitions, divestitures, closures, the exchange

from public health emergencies, interna-
tional conflicts and other developments;
and our success in anticipating and
managing the foregoing risks; other fac-
tors may affect future results including,
but not limited to, timely development
and introduction of new products and
services, changes in tax laws, changes in
environmental regulations, changes in
the U.S. and Canadian postal systems
policies, technological changes and

new regulations.

We caution that the foregoing list of
important factors that may affect future
results is not exhaustive. When relying on
our forward-looking statements to make
decisions with respect to the Corpora-
tion, investors and others should care-
fully consider the foregoing factors and
other uncertainties and potential events.
Assumptions used to derive forward-look-

ing information could vary materially

one at a time or in conjunction. Variation
in one assumption may also result in
changes in another, which might magni-
fy or counteract the effect on forward-
looking information. Unless otherwise
required by the securities authorities, we
do not undertake to update any forward-
looking statement, whether written or
oral, that may be made from time to time
by us or on our behalf. See "Risks and
Uncertainties” for a description of the
most important risks identified by the
Corporation. The forward-looking state-
ments contained herein are based on
current expectations and information
available as of December 8, 2010.
;:M’RY OF ACTIVITIES

IN FISCAL 2010

Transcontinental had an excellent year
in fiscal 2010; it was in fact the best ever

in terms of adjusted operating income

before amortization, which amounted to
$382.0 million for the year. This shows
the effectiveness of the rationalization
plan announced in February 2009 to deal
with the economic slowdown and the
fast-paced changes in the printing and
publishing industries. In addition, the
continuous improvement of our printing
operations combined with our state-of-the-
art printing platform and leading posi-
tion in Canada enabled us to outperform

most of our peers in the same period.

Along with our major cost-reduction
measures, we sold almost all of our direct
mail operations in the United States, in
April 2010, for net proceeds of $105.7 mil-
lion, resulting in an after-tax gain of
$39.2 million. We also announced the
closure of two other plants in October
and November 2010 respectively, in order
to shift production to more productive

plants and optimize use of our equipment.
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On October 1, 2010 we successfully
started printing The Globe and Mail
daily paper under an 18-year contract
signed in 2008. Efficient management
of this project enabled us to begin prin-
ting ahead of the January 1, 2011 dead-
line, allowing our client to benefit from
the peak advertising season. With the
advanced technology in this Canada-
wide hybrid printing platform, not only
can we produce top-quality products
with maximum efficiency, we also have
a highly flexible platform that meets the
needs of both publishers and retailers.
This investment will also reduce the need

for capital expenditures going forward.

credited under the hybrid and defined
benefit plans, while maintaining its contri-

bution of its employees plan.

After the close of fiscal 2010, the Cor-
poration announced that its Marketing
Communications Sector had changed its
name to the Interactive Sector. This name
change marks our commitment to beco-
ming the leader in interactive marketing
solutions in North America, and to pla-
cing more focus on integration of recent
acquisitions. The units now under Trans-
continental Interactive will combine their
forces to offer clients integrated marke-

ting, data analytics, premedia, direct

Adjusted Operating Income Before Amortization

I I I I I I I
Q12009 Q22009 Q32009 Q42009 Q12010 Q22010

I I
Q32010 Q42010

Adjusted operating income before amortization — last 12 months

(in millions of dollars)

In fiscal 2010, the Media Sector
acquired or introduced six weekly papers,
each with their own website, in order to
establish a presence in more commu-
nities and offer more local content to
Quebec businesses. National and local
advertising spending was up during the
year, benefiting all groups except the

Educational Book Publishing Group.

In the third quarter 2010, the Corpo-
ration replaced its hybrid and defined
benefit pension plans with defined
contribution plans. This change limits

the Corporation’s risk to the past service

online marketing, one-to-one marketing,
mobile marketing and custom communi-
cations, as well as digital printing of mar-

keting products.

In 2010 we first acquired LIPSO Sys-
tems, then Vortex Mobile after the close of
fiscal 2010. These two Canadian leaders
in mobile communications enhance the
digital marketing solutions offered by the

Interactive Sector.

As a result of the sale of almost

all of our direct mail operations in the

United States, the decrease in capital
expenditures and the increase in adjus-
ted operating income before amortiza-
tion compared to 2009, the Corporation’s
financial position improved considerably
during the year. As at October 31, 2010,
the ratio of net indebtedness (including
the use of the securitization program) to
adjusted operating income before amor-
tization was 1.82, compared to 2.59 as at
October 31, 2009. Management plans to
reduce this ratio even further and to keep
it at about 1.50.
L L X )
HIGHLIGHTS OF FISCAL 2010
e Revenues for fiscal 2010 were down
3.6% from fiscal 2009, from $2,169.8 mil-
lion to $2,091.6 million. This was mainly
due to the transfer or closure of plants
and publications, the exchange rate ef-
fect and the paper effect. Organic growth
in revenues amounted to $25.6 million,
or 1.2%, mainly due to the contribution
of new printing contracts and revenue
growth in the Media Sector related to
the recovery in advertising spending

by national and local advertisers.

Adjusted operating income was up
16.3%, from $217.1 million to $252.5 mil-
lion. The increase stems mainly from
strict controls over costs and the asset
portfolio, the effective rationalization
plan announced in February 2009, and
new printing contracts, partly offset by
strategic investments. Adjusted opera-
ting income margin rose from 10.0% in

2009 to 12.1% in 2010.

Net income applicable to participating
shares rose by $248.9 million, from a
loss of $82.3 million in 2009 to a gain
of $166.6 million in 2010. This remar-
kable change is due to higher opera-
ting income and a gain from the sale
of direct mail operations in the United

States on April 1, 2010. On a per-share
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Annual Dividend on Participating Share

- Annual dividend on
participating share (in dollars)

basis, net income applicable to parti-
cipating shares rose from a net loss of

$1.02 to net income of $2.06.

Adjusted net income applicable to
participating shares was up $25.0 mil-
lion, or 18.7%, from $133.5 million in
2009 to $158.5 million in 2010. On a
per-share basis, it rose 31 cents, from
$1.65 to $1.96.

In the first quarter of 2010, the Corpo-
ration increased its quarterly dividend
to $0.09 per share for its Class A and
Class B shares, for a total dividend of
$0.35, compared to $0.32 in 2009, an
increase of more than 9%. In addition,
on December 8, 2010, the Corporation
increased the quarterly dividend by
two cents, or 22.2%, to $0.11 per share,
bringing its annual dividend to $0.44

per share.

As at October 31, 2010, the ratio of net
indebtedness (including the use of the

securitization program) to adjusted

operating income before amortization
was 1.82 (2.59 as at October 31, 2009).

Management plans to reduce this ratio

even further and to keep it at about 1.50.
T.RzlS.CONTINENTAL PROFILE
Transcontinental creates marketing pro-
ducts and services that allow businesses
to attract, reach and retain their target
customers. The Corporation is the lar-
gest printer in Canada and Mexico, and
fourth-largest in North America. As the
leading publisher of consumer magazi-
nes and French-language educational
resources, and of community newspa-
pers in Quebec and the Atlantic provin-
ces, it is also one of Canada’s top media
groups. In addition, its digital platforms
deliver unique content through more
than 150 websites. Transcontinental also
offers interactive marketing products
and services that use new communica-
tions platforms supported by marketing
strategy and planning services, data-

base analytics, premedia, e-flyers, email

marketing, custom communications and

mobile solutions.

Transcontinental (TSX: TCL.A, TCL.B,
TCL.PR.D) has 10,500 employees in Cana-
da, the United States and Mexico. For
more information about the Corporation,
please visit www.transcontinental.com.
SheabLe
The consolidated financial statements
and all financial data presented in this
report have been restated to present
our results from continuing operations.
Accordingly, the financial information
presented, except for net income avail-
able to participating shares, exclude the
results from our direct mail activities in
the United States.
bRay
Our ultimate goal is to ensure the growth
and profitability of Transcontinental while
promoting the common interests of its
employees, customers and shareholders,
the three pillars of the organization. Our
strategy is based on several fundamen-
tal principles: to be the leader in the
markets we serve, to have a disciplined
approach to acquisitions and financial
management, and to foster a culture of

continuous improvement.

Having said this, Transcontinental’s
mission is to help its customers identify,
reach and retain their target consumers.
We do so by offering printing products
and services, media content, media vehi-
cles and many new online platforms,
which customers are increasingly choo-
sing for their marketing campaigns. We
will continue to develop and adjust to
new customer realities in order to help
them maximize the return on their mar-
keting dollar. Our vision is to remain the
Canadian leader in a number of our

niches, but also to carve out a leading
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position as a provider of interactive

digital solutions.

Trends in the Marketplace

The Corporation does business in indus-
tries that are transforming at a rapid rate.
Unprecedented changes are sweeping
the publishing and printing industries,
presenting both opportunities and risks.
Marketing is increasingly based on a
one-to-one approach and the customers
who use such services are focusing
more and more on return on investment
and measurability. As such, campaigns
are becoming increasingly targeted as
advertisers seek to establish and develop
a relationship with their customer base.
Concurrently, the rise of new mediq,
digital platforms and changing consu-
mer habits coupled with the increasing
availability of data and technology to
make better use of this datq, is increasing
audience fragmentation, personalization
of content, user-generated content and
web-based communities. The velocity of
a number of trends has increased. This
is especially true for the rate of adoption
of digital technologies and the ensuing
migration of advertising dollars toward

online platforms.

The ongoing transformation of the
media and marketing industries is having
a profound impact on the printing indus-
try. Print products remain key compo-
nents in the media mix, but their growth is
limited due to the growing impact of the
trends noted above. The printers who will
be able to benetfit from this fast-evolving
market are those who have the latest tech-
nology. These new technologies enable
a better response to customers’ ever-
growing needs, while simultaneously en-

hancing printers’ operational efficiency.

In addition, macroeconomic factors

such as the globalization of markets,

the rise of environmental and social
consciousness and the volatility of the
Canadian dollar are all having an
effect on our business, as are more
recent events including the economic

slowdown.

Taken as a whole, these new trends
have started to have an impact on the
demands and expectations of our custo-
mers. In fact, they have driven our cus-
tomers to increasingly experiment with
one-to-one marketing, new platforms
and an integrated service offering from
their suppliers. The Corporation has
therefore designed its strategy to profit

from these trends.

Our Two-Pronged Strategy

Given these rapid changes in our indus-
tries, we are pursuing our transformation
so that we can guide the activation of
our customers' marketing process using
our products and services, whether
conventional, interactive or web-based.
This we believe we can accomplish via
a two-pronged approach: (1) build on our
existing business and (2) develop new
opportunities in interactive marketing
and digital solutions. Consequently, in
addition to making our existing opera-
tions even more efficient, we are ram-
ping up the development of the new
online platforms. Transcontinental is
gradually shifting from a more general
offer to a differentiated and innovative
client-based offer that draws from all
of its products and services—print and
digital. Transcontinental is in fact one
of the only printers in Canada with an
offering that integrates print with the new
one-to-one and interactive advertising
tools demanded by our customers, par-
ticularly retailers. This is how we believe
we can maximize our growth potential

over the medium and long term.

1) Build on our existing business

Transcontinental has, from the very

beginning, taken calculated risks to
ensure a solid foundation for its opera-
tions. Whether this has meant capital
investments or business acquisitions, the
Corporation has always had only one
goal in mind: to serve customers better
while generating an attractive return for
shareholders. Past decisions have resul-
ted in a strong base for our traditional
printing operations, media content and
media vehicles. In its traditional indus-
tries, Transcontinental is characterized
by top-quality employees, a committed
base of loyal clients, a leading position
in Canadga, strong brands and a network
of state-of-the-art printing plants. We also
have key advantages that can help us
grow new services: we control the prin-
ting of communications products, we
produce excellent content, we know how
to disseminate that content through the
broad reach of our targeted multi-chan-
nel platforms, and we will continue to be
a client-centric organization that serves
both advertisers and consumers. Here are

some of our achievements in fiscal 2010:

® On October 1, we successfully started
printing The Globe and Mail daily
paper on our new Canada-wide hybrid
printing platform, under an 18-year

contract signed in 2008.

e We acquired or launched six new
weekly papers in Quebec, and their
websites, to offer more local content to

communities and businesses.

e We launched PREMIUM, an innova-
tive and high-end publication that is

Quebec's first bookzine.

e New agreements were signed to add
print volume to the San Francisco

Chronicle at our plant in Fremont.
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e We renewed contracts with terms of
one to three years worth more than

$350 million in our Printing Sector.

With the significant competitive ad-
vantages noted above, and our achieve-
ments in fiscal 2010, we believe that
going forward, all three Transcontinental

sectors can win market share.

2) Develop new opportunities in

interactive marketing and

digital solutions
Most of Transcontinental's revenues come
from the marketing budgets of its custo-
mers. In recent quarters, given the rapid
change in its traditional activities and
new customer needs, Transcontinental’s
offering has evolved considerably to
integrate its diversified mix of print pro-
ducts and media content—both mass
and targeted—along with one-to-one
advertising and new interactive marke-
ting communications platforms. Below is
a list of our selected accomplishments

in fiscal 2010:

e We acquired LIPSO Systems, a Quebec
company and leading provider of mobi-
le solutions in Canada. With this acqui-
sition Transcontinental adds a number
of key services to its marketing com-
munications mix, including cell-phone
bar-code readers for mobile couponing
in retail sales, and electronic ticketing
in transportation and entertainment.
Note that in November 2010, after the
close of fiscal 2010, Transcontinental
also acquired Vortex Mobile, an Ontario
company and also a Canadian leader
in mobile solutions, to strengthen our
product and services offering in our

Interactive Sector.

e We launched a digital representation
house, an agency that sells advertising

on the Web, to augment our offering

Interactive Marketing and
Digital Solutions Revenues

@
=
o)
~
2008 2010
Revenues

(in millions of dollars)

to advertisers in our magazines, par-
ticularly women's magazines, through
exclusive partnerships with the largest
online content publishers in North

America.

We signed two separate agreements
with the Toronto Transit Commission
and the Société de transport de Laval
to provide real-time custom text messa-
ging that alerts riders to the times of bus

and streetcar stops.

We made strategic investments of
about $10.6 million in the Media
Sector, primarily to develop our new
digital platforms such as publisac.ca
and dedlstreet.ca, as well as an online
reputation management application
through weblocal.ca, our Canada-wide

search engine.

e After the close of fiscal 2010, the Corpo-

ration announced that its Marketing

Communications Sector would hence-
forth be called the Interactive Sector.
This name change marks our commit-
ment to being the leader in interactive
marketing solutions in North America,
and to focusing more on integrating
recent acquisitions. The wunits now
under Transcontinental Interactive will
combine their forces to offer clients
integrated marketing, data analytics,
premedia, direct online marketing,
one-to-one marketing, mobile marke-
ting and custom communications, as
well as digital printing of marketing

products.

The mobile applications we launched in
September 2009 for the popular maga-
zine The Hockey News were a great
success. The Hockey News Mobile has
become the indispensable companion
to over one million hockey fans, who
can now download game data in real
time and access rich content on their
smart phones. Downloads have also
increased, to a lesser degree, on mo-
bile applications for Elle Canada, Elle
Québec, Canadian Living, the Métro
daily, Les Affaires, Finance et Investis-

sement and Investment Executive.

In short, we plan to use our unique
products and marketing services to ramp
up development of our new integrated
services for advertisers. The solid foun-
dations laid down over time in our exis-
ting operations, our niche strategy and
the exploitation of the new emerging
channels put us in a very competitive
position to take advantage of opportu-
nities in the medium and long term. We
plan to deploy these new services at a

much faster pace going forward.

However, certain challenges must
be overcome in order for us to maximi-

ze the integration and development of
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our new platforms. We will focus on
developing interactive marketing stra-
tegies for our customers, and further
integrate our existing products and ser-
vices. In line with the transformation in
the printing and publishing industries,
Transcontinental will push forward with
an integrated transformation that will
satisfy the new needs of its customers

and adapt to new consumer behaviours.

Although the economic situation
had a somewhat limiting impact on the
growth of these new services early in
the year, we took advantage of that time
to further integrate all of our products
and services so that we could offer the
most comprehensive interactive marke-

ting solutions in Canada.

Evolution 2010

This business project, launched in Novem-
ber 2005, ended on October 31, 2010. You
will find on the next page a table
summarizing the financial objectives of
Evolution 2010 and Transcontinental’s
performance in relation to these objecti-
ves over the course of the program. It is
important to note that these financial
objectives are not to be construed as
guidance or forecasts for any individual
year, but rather as long-term targets
that we strove to achieve during this

business project.

Although there is no formal suc-
cessor program to Evolution 2010, in the
years ahead we will be focusing on inno-
vation. Transcontinental evolved succes-
sfully from a printer and publisher to a
marketing solutions integrator because of
new ideas, and we plan to continue culti-
vating innovation. The transformation of
our cultural, technological and business
environment will manifest through our
employees all across the company, ensu-

ring that we continue to meet the needs

of our customers. Even though we have
made important gains in synergies and
integration in recent years, to become a
leader in interactive marketing solutions
in North America while consolidating our
leading position in many of our niches in
Canada, we must innovate.
;\IV.IRgNMENT AND

SUSTAINABLE DEVELOPMENT

We recognize the critical nature of envi-
ronmental issues, and take extensive
precautions to protect our natural world.
Transcontinental is not a major contribu-
tor to Greenhouse Gases (GHG). But that
does not mean that we are not concerned
about the impact of our activities on air
quality. Striving every day to improve
our environmental performance, our
Corporate environmental policies and
procedures are founded on three main
guiding principles: (1) protect the envi-
ronment for present and future genera-
tions, (2) reduce risks and improve
efficiencies, and (3) introduce advanced

technology and processes.

In the second quarter of 2010, the En-
vironmental Printing Awards recognized
the Corporation’'s commitment to sustai-
nable development. Transcontinental won
Best of Show, which honours the most
environmentally progressive printer of the
past year, all categories combined. The
Corporation also won a Gold award for
most environmentally progressive prin-

ting company in Canada, 500+ employees.

Also, in February 2010, the Corpora-
tion tabled its Sustainability Report 2009
— Committing ourselves to performance,
based on the Global Reporting Initia-
tive (GRI) standard. This report articula-
tes Transcontinental’'s commitment to the
path of sustainable development around

four themes:

e Engagement and ownership: Mobilize
employees at all levels of the organiza-
tion, and our suppliers, customers and
partners.

e Innovation is the key driver, internally
and externally: Supporting and rewar-
ding initiative as a key component of
the strategy.

e Connecting words to actions: Setting
targets and key performance indicators
to measure progress.

e Shared journey: Communicating chal-
lenges and progress at each step of

the way.

For more information, please see
our Sustainability Report 2009 on our
website at www.transcontinental.com.

Transcontinental has introduced
environmental policies to minimize its
environmental impacts. See our Annual
Information Form for more information.
o000
DETAILED ANALYSIS OF
FISCAL 2010 OPERATING RESULTS
As shown in the table on page 30, a
number of factors contributed to the
variation between results in fiscal 2009

and fiscal 2010.

e The acquisitions made in 2009 and
2010, net of divestitures and closures,
reduced revenues by $54.9 million
and added $2.2 million to adjusted
operating income. Net of impairment
of assets, restructuring costs, impair-
ment of goodwill and intangible assets,
financing expenses and income taxes,
their contribution to net income appli-
cable to participating shares amounted

to $1.8 million.

e The paper effect had a $24.9 million
negative impact on revenues. This ef-
fect includes the variation in the price

of paper, paper supplied and changes
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Financial Objectives

2006

2007

2008

2009

2010

Analysis & Comments

growth.

Increase economic n/a* | ($18M) | ($28M) | ($15M) | $34 M | We were able to increase the economic value created
value creation (vari- in 2010 because it was an excellent year, whereas
ance compared to 2009 was more difficult. However, we were unable to
previous year). increase the economic value created during the
Evolution 2010 project. This was mainly due to the
economic situation, the negative impact of the ex-
change rate, and capital expenditures required for
major projects (San Francisco Chronicle, The Globe
and Mail and Transcontinental Transmag), which all
required capital outlays before they could fully
contribute to earnings.
Grow sales organi- 0% 3% 2% -11% 1% Despite the impact of the North American recession
cally by 5% on aver- on the publishing and printing industries, fiscal 2009
age per yedar. was the only year in which organic growth in sales fell
off. However, organic growth remained below the 5%
objective.
Grow adjusted earn- | n/a* 11% 19% -11% 19% | We exceeded our objective over the 5 years of the
ings per share ex- project, except, given the negative impact of the North
cluding the foreign American recession on our operations, in fiscal 2009.
exchange impact by
10% on average per
year.
Maintain a range 25% 29% 39% 42% 36% This indicator was maintained within the target range
of net debit to total throughout the project. It did rise, however, in fiscal 2008
capitalization ratio and 2009, due to major investments in our outsourced
excluding securitiza- newspaper printing projects (San Francisco Chronicle
tion of 35% to 50 %. and The Globe and Mail). However, with the sale of
almost all of our direct mail operations in the United
States and the increase in cash flows in 2010, this
indicator improved considerably in the final year.
Invest $120 million $114M | $92M | $131M | $86 M $37 M | Our capital expenditures net of newspaper printing
on average per year outsourcing projects, were, mainly in 2009 and 2010,
in capital assets lower than our objective. Improved equipment
(excluding news- productivity, gains in operational efficiency as well as
paper outsourcing more flexible printing services lead to lower capital
projects). expenditures over the last two years. We now believe
that we have a state-of-the-art structure that gives us
a significant competitive advantage, and we have
achieved this by minimizing capital expenses in
relation to Evolution 2010.
Sustain dividend 19% 10% 13% 2% 9% The Corporation was able to increase its dividend every

year despite the economic slowdown and the credit

crisis, without hampering development and growth.

* Following the restatement of the financial statements in December 2007, this data is no longer available.
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Analysis of Main Variances - Consolidated Results

0000000

For the fiscal year ended October 31, 2010

(unaudited)
Net income
Adjusted (loss) applicable
operating to participating
(in millions of dollars) Revenues % income % shares %
Results - For Fiscal 2009 $2,169.8 $217.1 $ (82.3)
Acquisitions/Divestitures/Closures (54.9) (2.5)% 2.2 1.0 % 1.8 n/a
Discontinued operations — — % — — % 45.1 n/a
Existing operations
Paper effect (24.9) (1.1)% 4.3 2.0 % 3.4 n/a
Exchange rate (24.0) (1.1)% (3.5) (1.6)% 0.2 n/a
Organic growth 25.6 1.2 % 32.4 149 % 25.9 n/a
Impairment of assets and restructuring costs,
impairment of goodwill and intangible assets
and unusual adjustments to income taxes — — % — — % 178.8 n/a
Dividends on preferred shares — — % — — % (6.3) n/a
Results - For Fiscal 2010 $2,091.6 (3.6)% $ 252.5 16.3 % $166.6 n/a

in the type of paper used by customers
of our printing operations. Note that
for printing operations, these elements
affect revenues without impacting ad-
justed operating income. For the Media
Sector, the variation in the price of
paper had a positive impact of $4.3 mil-
lion on adjusted operating income and
$3.4 million on net income applicable

to participating shares.

e The variations in the exchange rates
between the Canadian dollar and its
U.S. and Mexican counterparts had a
considerable impact on the fiscal 2010
results, resulting in a $24.0 million de-
crease in revenues and a $3.5 million
decrease in adjusted operating income.
It is important to note that the variation
in average spot exchange rates in fiscal
2010 versus fiscal 2009 was 11.6% for the
CAD/USD and 6.5% for the CAD/MXP.

With respect to revenues, conversion of
sales by U.S. and Mexican units had a
negative impact of $12.1 million. The
negative impact of export sales from
Canadian plants, net of the currency
hedging program, was $11.9 million.
The conversion of results for the U.S.
and Mexican units had a negative im-
pact of $0.1 million on adjusted opera-
ting income. The negative impact of
export sales, net of the currency hed-
ging program and purchases in U.S.
dollars, was $3.9 million on adjusted
operating income. Finally, the positive
impact of the conversion of balance
sheet items related to the operation
of Canadian units denominated in
foreign currency was $0.5 million on
adjusted operating income. Taking into
consideration financial expenses and

income taxes denominated in foreign

currencies, the net positive effect was
$0.2 million, mainly due to the positive
impact of $3.8 million in financial

expenses.

e Revenues in our base business were
up $25.6 million, or 1.2% in fiscal 2010.
The increase stems mainly from the
Media Sector and the recovery in local
and national advertising, and the New
Media and Digital Solutions Group. In
the Printing Sector, new contracts in the
Newspaper Group and the Marketing
Products Group could not completely
offset lower revenues in the Magazine,

Book and Catalogue Group.

e The positive organic growth in adjus-
ted operating income of $32.4 million,
or 14.9% in fiscal 2010, stems mainly
from the Printing Sector and our effec-

tive rationalization measures, as well
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as new printing contracts. This growth
was, however, slightly offset by results
for the Media and Interactive sectors,
due to the strategic investments made

in those sectors.

Impairment of Assets and
Restructuring Costs

An amount of $15.8 million before tax
($11.3 million after tax) was accounted for
separately in the consolidated statement
of income for fiscal 2010 as impairment of
assets and restructuring costs. Details are

as follows:

e Restructuring costs of $13.0 million
before tax ($9.3 million after tax) related
to labour force reductions. Most of these
expenses stem from the rationalization
measures announced towards the end
of the fiscal year, in which a Printing
Sector plant was closed in order to

optimize utilization of our equipment.

Asset impairment and other costs of
$2.8 million before tax ($2.0 million after
tax) relating primarily to Printing Sec-
tor production equipment that was no
longer required due to reduced activity

in some of our business units.

An amount of $56.3 million before
tax ($40.2 million after tax) was accoun-
ted for separately in consolidated results
for fiscal 2009 as impairment of assets
and restructuring costs. Of this amount,
$33.9 million was related to labour force
reductions as part of the rationalization
plan announced in early fiscal 2009 and
$22.4 million to impairment of assets and

other costs.

Impairment of Goodwill and

Intangible Assets

For fiscal 2010, an amount of $12.5 mil-
lion before tax ($10.4 million after tax)

was accounted for separately in the

consolidated statement of income as
impairment of goodwill and intangible
assets. Most of this impairment stems
from the reduction in value of the trade
names for some publications in our

Media Sector.

In fiscal 2009, an amount of $172.6
million before tax ($157.9 million after
tax) was accounted for separately in
the consolidated statement of income
as impairment of goodwill and intangi-
ble assets. Of this amount, $166.5 million
was for the goodwill write-down in the
Printing and Interactive sectors, mainly
related to our commercial printing ope-
rations. The remaining $6.1 million was
for trade-name write-downs in the Busi-
ness and Consumer Solutions Group in

the Media Sector.

Financial Expenses and Discount on
Sale of Accounts Receivable

Combined, financial expenses and dis-
count on sale of accounts receivable
decreased by $2.1 million, or 4.6%, from
$45.4 million in fiscal 2009 to $43.3 million
in fiscal 2010. This decrease was mainly
due to a significant drop in net debt in
fiscal 2010 stemming from increased ope-
rating cash flows, the sale of almost all
direct mail assets in the United States, a
decrease in capital expenditures in 2010
and the positive impact of the exchange
rate. The preferred share issue in Octo-
ber 2009 also had a positive impact on
our financial expenses, partially offset
by an increase in the interest rates on

debt contracted in fiscal 2009.

Income Taxes

Income taxes increased by $27.4 million,
from $6.6 million in 2009 to $34.0 million in
2010. Excluding income taxes on impair-
ment of goodwill and intangible assets,

impairment of assets and restructuring

costs, as well as unusual adjustments to
income taxes, income taxes would have
been $43.0 million, with an income tax
rate of 20.6%, compared to $37.3 million,
or 21.7%, in fiscal 2009. This decrease is
mainly due to the change in the geogra-

phic distribution of pre-tax earnings.

Discontinued Operations

In fiscal 2010, the Corporation reported a
net income from discontinued operations
of $27.4 million, net of related income
taxes, following the sale of almost all its
direct mail operations in the United Sta-
tes on April 1, 2010, for net proceeds of
$105.7 million. Net income from disconti-
nued operations includes a gain related
to the discontinuance of operations of
$39.2 million, net of related income taxes,
and a net loss of $11.8 million ($17.7 mil-
lion in 2009) related to the operation of
discontinued operations, net of related

income taxes.

Net Income Applicable to

Participating Shares

Net income applicable to participating
shares rose $248.9 million, from a net
loss of $82.3 million in fiscal 2009 to a net
gain of $166.6 million in fiscal 2010. This
remarkable increase is mainly due to
operating income and a gain related to
the discontinuance of direct mail opera-
tions in the United States on April 1, 2010.
On a per-share basis, net income appli-
cable to participating shares rose from a

loss of $1.02 to earnings of $2.06.

Adjusted net income applicable to
participating shares increased $25.0 mil-
lion, or 18,7%, from $133.5 million in fiscal
2009 to $158.5 million in fiscal 2010. On
a per-share basis, it increased 31 cents,

from $1.65 to $1.96.

Note that, in the first table of the next

page, revenues from U.S. exports by
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Revenues Generated in U.S. Dollars

0000000

For fiscal years ended October 31

(unaudited)
Change$  Change %
(in millions of US dollars) 2010 Breakdown 2009 Breakdown 2010 vs 2009 2010 vs 2009
Exports from Canada to the U.S. $155.9 59.5% $181.1 69.6 % $(25.2) (13.9) %
Revenues generated in the U.S.
by U.S. business units 106.3 40.5 79.2 30.4 27.1 34.2
Total revenues $262.2 100.0 % $260.3 100.0 % $ 1.9 0.7 %
Geographic Distribution of Total Revenues in Canadian dollars
For fiscal years ended October 31
(unaudited)
Change$ Change %
(in millions of Canadian dollars) 2010 Breakdown 2009 Breakdown 2010 vs 2009 2010 vs 2009
Canada $1,746.7 83.5% $1,789.9 82.5% $ (43.2) (2.4)%
United States and Mexico
Imports from Canada 170.4 8.2 210.0 9.7 (39.6) (18.9)
Domestic markets 174.5 8.3 169.9 7.8 4.6 2.7
Total - United States and Mexico 344.9 16.5 379.9 17.5 (35.0) (9.2)
Total Revenues $2.,091.6 100.0 % $2,169.8 100.0 % $(78.2) (8.6)%

Canadian business units, expressed in
U.S. dollars, were down $25.2 million, or
13.9%. The decrease stems primarily from
lower print volumes in our Magazine,
Book and Catalogue Group, due to
decreased demand and the significant
appreciation of the Canadian dollar in
fiscal 2010. Furthermore, as is indicated
in the second table, after translation into
Canadian currency, this decrease in-
creases to $39.6 million, or 18.9%, illustra-
ting the negative impact of the average
rise in the Canadian dollar versus the

U.S. dollar in fiscal 2010 versus fiscal 2009.

The 2.4%, or $43.2 million, decrease
in revenues generated in Canada com-
pared to 2009 is lower than the 3.6%
decrease in the Corporation’s consolida-
ted revenues, mainly due to our diver-
sified operations and leading position
in most of our niches. With respect to
revenues in the U.S. and Mexican
domestic markets, the 2.7% increase
stems mainly from the printing of the
San Francisco Chronicle for a full year

in 2010, versus only four months in 2009;

revenues were partially offset by the rise

in the Canadian dollar versus its U.S.
and Mexican counterparts, and a sli-
ght decrease in revenues in the Mexico
Group.

000

REVIEW OF OPERATING SECTORS
FOR FISCAL 2010

This review of operating sectors should
be read in conjunction with the informa-
tion presented in the table on next page
and the information disclosed in the Seg-
mented Information note (note 28) to the
Consolidated Financial Statements for

the fiscal year ended October 31, 2010.
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Management believes that adjusted
operating income by business segment
used in this section is a meaningful

measure of its financial performance.

Printing Sector

Printing Sector revenues were down
$88.1 million, or 5.8%, from $1,530.8 mil-
lion in fiscal 2009 to $1,442.7 million in
2010. The decrease stems primarily from
the sale in May 2009 of the Retail Group
plant in Ohio. Also, the Magazine, Book
and Catalogue Group was affected
during the year by the appreciation
of the Canadian dollar versus the U.S.
dollar. Excluding divestitures, closures,
the negative effect of fluctuations in the
exchange rate and the paper effect, reve-
nues were stable, down only $1.5 mil-

lion, or 0.1%. Our diversified client base

combined with our leading position in
most of our niches and the contribution of
new printing contracts, such as the San
Francisco Chronicle and Rogers, offset
the market conditions which affected our
magazine, book and catalogue printing
as well as our marketing products prin-
ting during the year.
Adjusted operating income in-
creased, from $147.0 million in fiscal 2009
to $180.6 million in 2010, up 22.9%. This
$33.6 million increase also improved the
adjusted operating income margin from
9.6% in fiscal 2009 to 12.5% in 2010.
Each group in the sector contributed to
the positive organic growth in adjusted
operating income of $36.1 million, or
24.6%, in fiscal 2010. This positive growth

clearly indicates the effectiveness of the

rationalization plan adopted in February
2009 for all groups in the sector, the conti-
nuous improvement of our operations and

the contribution of new printing contracts.

On October 1, 2010, Transcontinental
successfully started printing the new edi-
tion of The Globe and Mail in most major
markets in Canada, and did so three
months ahead of schedule, thereby ena-
bling our client to benetfit from the peak
advertising period. This project initiated
in 2009 involved setting up a new, inno-
vative and Canada-wide hybrid plat-
form to print newspapers and flyers. With
this network, The Globe and Mail can be
printed on coated stock, with colour on
every page; the platform can thus also
meet the needs of our retail customers.

This investment will generate about

Analysis of Main Variances - Sector Results

0000000

For the fiscal year ended October 31, 2010

(unaudited)
Inter-segment
Printing Interactive Media and Other  Consolidated

(in millions of dollars) Sector Sector Sector Results Results
Revenues - for Fiscal 2009 $1,530.8 $123.5 $607.0 $ (91.5) $2,169.8
Acquisitions/Divestitures/Closures (44.2) 2.7 (13.4) — (54.9)
Existing operations

Paper effect (24.9) — — — (24.9)

Exchange rate effect (17.5) (6.5) — — (24.0)

Organic growth (negative) (1.5) 3.6 14.7 8.8 25.6
Revenues - for Fiscal 2010 $ 1,442.7 $123.3 $608.3 $ (82.7) $2,091.6
Adjusted operating income - for Fiscal 2009 $ 147.0 $ 14 $ 93.3 $ (24.6) $ 2171
Acquisitions/Divestitures/Closures 0.6 0.5) 2.1 — 2.2
Existing operations

Paper effect — — 4.3 — 4.3

Exchange rate effect (3.1) (0.4) — — (3.5)

Organic growth (negative) 36.1 (4.1) (7.2) 7.6 32.4
Adjusted operating income - for Fiscal 2010 $ 180.6 $ (3.6) $ 92.5 $ (17.0) $ 2525
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$25 million in new revenues; it will also
create considerable synergies. Overall
efficiency will be improved through
more productive use of equipment and
capabilities. The investment will reduce
capital expenditures in the Retail Group
in coming years, and will enable us to
better meet the needs of our customers

in the retail market.

The Corporation also recently an-
nounced the closure of two printing plants
as part of its strategy to optimize its equi-
pment and further consolidate its leading
position in Canada by gaining market

share.

Interactive Sector

(formerly the Marketing
Communications Sector)

Revenues in the Interactive Sector were
stable at $123.3 million in 2010 versus
$123.5 million in 2009. With the positive
impact of the integration of products and
services, starting in the second quar-
ter of 2010 revenues improved over the
last three quarters of 2010 compared to
the corresponding quarters of 2009. The
acquisitions of Totem, Conversys and
LIPSO Systems added $2.7 million to
revenues in fiscal 2010 versus 2009. This
increase was more than offset by the
rise in the Canadian dollar versus the
U.S. dollar, which explains the revenue
decrease of $6.5 million versus 2009, pri-
marily in the Digital Printing Solutions
Division. Excluding the impact of acqui-
sitions and the exchange rate, positive
organic growth of $3.6 million is primarily
due to the Premedia and Digital Printing
Solutions divisions, which benefited from
new contracts in fiscal 2010. However,
in the One-to-One Marketing Solutions
Division the reduced demand for our
products and services in the automobile
industry in the United States partially

offset the increase in organic growth in

revenues. However, this market appears

to be recovering.

Adjusted operating income was
down $5.0 million, from a gain of $1.4 mil-
lion in fiscal 2009 to a loss of $3.6 million
in 2010. Organic growth in adjusted ope-
rating income was down $4.1 million,
mainly due to higher amortization expen-
ses and higher costs related to strategic
investments to develop our integrated
digital products and marketing services.
Adjusted operating income margin also
decreased, from 1.1% for fiscal 2009 to

minus 2.9% in 2010.

In fiscal 2010 we acquired LIPSO
Systems, a leading Canadian provider of
integrated mobile solutions. We followed
this on November 1, 2010 with the acqui-
sition of Vortex Mobile, which specializes
in integrated mobile marketing solutions.
With these two acquisitions we added
key new services to our interactive mar-
keting solutions, namely the capacity to
design and fully implement marketing
campaigns using mobile technology and
new media. Also, in early fiscal 2011, we
announced that the name of the Marke-
ting Communications Sector was being
changed to the Interactive Sector. The
sector's mission remains the same: to
develop interactive marketing communi-

cations solutions on digital channels.

In the next fiscal year, although
our activities are to some extent depen-
dent on the marketing budgets of our
customers, Interactive Sector revenues
should continue to increase because of
our development efforts, optimization
of our interactive marketing solutions,
and growing demand from customers.
Operating income should also improve,
but at a slower pace, given that we are

ramping up our investments to further

enhance and integrate our digital com-

munications platforms, including mobile.

Media Sector

Media Sector revenues were up $1.3 mil-
lion, or 0.2%, from $607.0 million in fiscal
2009 to $608.3 million in 2010. Excluding
acquisitions and publications that were
closed or sold, revenues grew by $14.7 mil-

lion, or 2.4%.

In fiscal 2010, organic growth in
revenues increased in most groups,
except the Educational Book Publishing
Group. The strongest growth came from
our Business and Consumer Solutions
Group, which benefited from the reco-
very in national advertising, primarily
in the automobile and finance sectors.
Ongoing development of our digital ser-
vices and the impact of the economic
recovery also helped our digital opera-
tions, whose revenues were up 33.8%
in 2010 over 2009. The Local Solutions
Group benefited from higher advertising
spending in its community newspaper
publishing and distribution operations.
Organic growth was also positive in
each of the last three quarters of 2010, an
encouraging indicator of the recovery in
both national and local advertising.

Adjusted operating income de-
creased by $0.8 million, or 0.9%, from
$93.3 million in fiscal 2009 to $92.5 million
in 2010. Excluding acquisitions, dives-
titures, closures and the paper effect,
adjusted operating income was down
$7.2 million or 7.7%. The decrease occur-
red mainly in the Local Solutions and the
New Media and Digital Solutions groups,
which continued their strategic invest-
ments in various digital and print plat-
forms during the year. The decrease was
partially limited by the positive impact of
the additional revenues noted above,

and the impact of the rationalization
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plan. Adjusted operating income margin
at the end of fiscal 2010 was 15.2%, down
slightly from 15.4% at the end of fiscal
2009.

The Media Sector

number of new products in fiscal 2010,

launched a

enhancing both its digital and more
conventional media offerings. The Local
Solutions Group introduced six new
weekly papers: Point de vue Mont-Trem-
blant, Point de vue Sainte-Agathe, Abitibi
Express in two communities, Rive-Sud
Express, Le Nord and Courrier du Sague-
nay, all with their own websites. The
main goal of these new publications is
to increase local content for Quebec
communities and businesses. In fiscal
2010 the sector also launched the pre-
shopping site dealstreet.ca, and revam-
ped its French-language counterpart,
publisac.ca. Also, through our Canada-
wide local search site weblocal.ca, the
sector introduced an online reputation
management tool for advertisers. The
Business and Local Consumers Group
brought out the magazine PREMIUM, an
innovative and high-end publication. The
Media Sector continues to develop its
applications for social media and mobile
dissemination, such as The Hockey News
mobile application, which has been down-
loaded by over a million users. Lastly,
we launched a digital representation
house, an agency whose goal is to
improve our offering to advertisers in
our magazines through exclusive par-
tnerships with the biggest online content

publishers in North America.

In fiscal 2011, the Media Sector will
focus its efforts on its numerous digital
platforms, and more specifically on recent
sites such as the pre-shopping sites
dealstreet.ca and publisac.ca, and on
the online business management tool

offered by weblocal.ca. It will also make

it a priority to increase the monetization
of its digital products by expanding its
sales network. Lastly strategic invest-
ments will continue in digital and paper
products to enhance the scope of its inte-

grated offer to local communities.

Inter-Segment and Other Activities
Revenues of inter-segment and other
activities went from a negative total of
$91.5 million in fiscal 2009 to a negative
total of $82.7 million in 2010. The variation
is mainly due to the decrease in other
activities. Adjusted operating income went
from a negative total of $24.6 million in
fiscal 2009 to a negative total of $17.0 mil-
lion in 2010, mainly due to a gain on the
sale of a building and the program to
streamline costs at Head Office.
R.E(:)N.CILIATION OF NON-GAAP
FINANCIAL MEASURES

Financial data have been prepared
in conformity with Canadian Generally
Accepted Accounting Principles (GAAP).
However, certain measures used in this
discussion and analysis do not have
any standardized meaning under GAAP
and could be calculated differently by
other companies. The Corporation belie-
ves that certain non-GAAP financial
measures, when presented in conjunc-
tion with comparable GAAP financial
measures, are useful to investors and
other readers because that information is
an appropriate measure for evaluating
the Corporation'’s operating performance.
Internally, the Corporation uses this
non-GAAP financial information as an
indicator of business performance, and
evaluates management’s effectiveness
with specific reference to these indica-
tors. These measures should be conside-
red in addition to, not as a substitute
for or superior to, measures of financial

performance prepared in accordance

with GAAP. On page 36 is a table recon-
ciling GAAP financial measures to non-
GAAP financial measures.

L L X )

SUMMARY OF QUARTERLY RESULTS
The table on page 37 shows changes in
the Corporation’s quarterly results. Note
the impact on revenues of the North
American recession in 2009; starting in
the third quarter 2009, the rationalization
measures announced in February 2009
limited the recession’s impact on ear-
nings. Asset divestitures and the appre-
ciation of the Canadian dollar versus
its U.S. and Mexican counterparts also
affected revenues in 2010 compared to
2009. The fourth quarter is higher than
the others since advertising spending is
generally higher in the fall.

000

FINANCIAL CONDITION, LIQUIDITY
AND CAPITAL RESOURCES

Cash Flow Related to

Continuing Operations

Cash flow from operating activities be-
fore changes in non-cash operating items
increased from $247.1 million in 2009
to $316.0 million in 2010. The change is
primarily due to the increase in adjusted
operating income before amortization.
Changes in non-cash operating items
were similar to the prior year, with an
outflow of $153.8 million in 2010, compa-
red to an outflow of $145.6 million in 2009.
In both cases, the main factor affecting
the outflow was the reduction in use of
the securitization program. Consequent-
ly, cash flow from operating activities
increased, generating a cash inflow of
$162.2 million in 2010, compared to a cash

inflow of $101.5 million in 2009.

Cash Flow Related to Investing
Activities of Continuing Operations

In 2010, $115.9 million was invested in pro-
perty, plant and equipment, net of dispo-

sals, significantly less (by $127.6 million)
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Reconciliation of Non-GAAP Financial Measures
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For fiscal years ended October 31

(unaudited)
(in millions of dollars, except per share amounts) 2010 2009
Net income (loss) applicable to participating shares $ 166.6 3 (82.3)
Dividends on preferred shares 6.8 0.5
Net loss (income) related to discontinued operations (after tax) (27.4) 17.7
Non-controlling interest 0.9 0.3
Income taxes 34.0 6.6
Discount on sale of accounts receivable 0.9 4.5
Financial expenses 424 40.9
Impairment of goodwill and intangible assets 12.5 172.6
Impairment of assets and restructuring costs 15.8 56.3
Adjusted operating income 252.5 217.1
Amortization 129.5 121.8
Adjusted operating income before amortization $ 382.0 $ 3389
Net income (loss) applicable to participating shares $ 166.6 3 (82.3)
Net loss (income) related to discontinued operations (after tax) (27.4) 17.7
Impairment of assets and restructuring costs (after tax) 11.3 40.2
Impairment of goodwill and intangible assets (after tax) 10.4 157.9
Unusual adjustments to income taxes (2.4) —
Adjusted net income applicable to participating shares 158.5 133.5
Average number of participating shares outstanding 80.8 80.8
Adjusted net income applicable to participating shares per share $ 1.96 $ 165
Cash flow related to continuing operations $ 162.2 $ 101.5
Changes in non-cash operating items (153.8) (145.6)
Cash flow from continuing operations before changes in non-cash operating items $ 316.0 $ 247.1
Long-term debt $ 712.9 $ 8188
Current portion of long-term debt 17.8 7.0
Cash and cash equivalents (36.3) (34.7)
Net indebtedness $ 6944 $ 7911
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Selected Quarterly Financial Results

0000000

(unaudited)
2010 2009

(in millions of dollars, except per share amounts) Q4 Q3 Q2 Ql Q4 Q3 Q2 Q1
Revenues $ 570 $ 500 $510 $512 $ 570 $504 % 531 $ 565
Adjusted operating income before amortization 120 90 91 120 83 77 59
Adjusted operating income margin

before amortization 21.1% 180% 178% 158% 21.1% 164% 145% 104%
Operating income (loss) $ 65 $ 58 $ 56 $ 45 $ 72 $ 47  $(146) $ 14
Adjusted operating income 88 59 58 85 53 48 31
Adjusted operating income margin 154% 118% 114 % 92% 149% 10.5% 9.0 % 5.9%
Net income (loss) applicable to

participating shares $ 45 $ 29 $ 67 $ 26 $ 43 $ 25 $(1449) $ (®
Per share 0.56 0.35 0.83 0.32 0.54 0.31 (1.79) (0.08)
Adjusted net income applicable to

participating shares 63 34 34 53 31 30 19
Per share 0.77 0.43 0.42 0.34 0.65 0.39 0.37 0.24
% of fiscal year 39 % 22% 22% 17 % 39% 24 % 22% 15%

than the $243.5 million invested in 2009.
Most of the investment was used to set
up the unique Canada-wide newspaper
and flyer-printing platform required to
print The Globe and Mail daily paper. We
invested in this project in 2009 also, and
in the project to print the San Francisco
Chronicle in Fremont, Cdlifornia. Both

these projects have now been completed.

Cash Flow Related to Financing
Activities of Continuing Operations
The Corporation paid $28.3 million, or
35 cents per share, in dividends on par-

ticipating shares in 2010, compared to

Shares Issued and Outstanding

October 31, 2010

$25.8 million, or 32 cents per share, in
2009. This is an increase of more than 9%.
The Corporation also paid $7.0 million in
dividends on Series D Preferred Shares
in 2010; no such dividend was paid in
2009. Dividends paid by Transcontinen-
tal to Canadian residents are eligible
dividends as per provincial and federal

income tax laws.

Debt Instruments

As at October 31, 2010, net indebted-
ness (including use of the securitization
program) to adjusted operating income

before amortization ratio stood at 1.82

As at
November 30, 2010

As at

Class A

65,806,497 65,806,497
(Subordinate Voting Shares)
Class B

15,196,840 15,196,840
(Multiple Voting Shares)
Series D Preferred

4,000,000 4,000,000

(with rate reset)

(2.59 as at October 31, 2009) mainly due
to the sale of almost all the assets of
the Direct Mail Group in the United Sta-
tes, a significant reduction in capital
expenditures and the increase in adjus-
ted operating income before amortiza-
tion. Furthermore, Management plans to
reduce this ratio even further and to keep

it at about 1.50.

On December 4, 2009, the Corpora-
tion repaid $150 million and cancelled
Tranche B of its term revolving credit faci-
lity. The term revolving credit facility of
the Corporation now consists solely of
Tranche A, an amount of $400 million,
which matures in September 2012;
$178.2 million of this amount had been
used as at October 31, 2010. The applica-
ble interest rate on the revolving term
credit facility is based on the credit rating
assigned by Standard & Poor's Ratings
Services. Depending on the form of bor-

rowing chosen by the Corporation, the
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Principal Cash Flows and Financial Condition
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For fiscal years ended October 31

(unaudited)

(in millions of dollars) 2010 2009
Operating activities
Cash flow continuing operations before changes in non-cash operating items $ 316.0 $ 247.1
Changes in non-cash operating items (153.8) (145.6)
Cash flow related to operating activities of continuing operations 162.2 101.5
Investing activities
Business acquisitions, net of disposals (14.0) (14.4)
Acquisitions of property, plant and equipment, net of disposals (115.9) (243.5)
Other (23.7) (27.1)
Cash flow related to investing activities of continuing operations (153.6) (285.0)
Financing activities
Increase in long-term debt 40.5 281.4
Reimbursement of long-term debt (10.1) (107.3)
Decrease in revolving term credit facility (95.4) (89.7)
Issuance of preferred shares — 9.8
Issuance of participating shares 2.1 0.2
Dividends on participating shares (28.3) (25.8)
Dividends on preferred shares (7.0) —
Other (0.2) (0.6)
Cash flow related to financing activities of continuing operations (98.4) 155.0
Other relevant information
Net indebtedness 694.4 791.1
Shareholders’ equity 1,247.0 1,115.2
Net indebtedness (including usage of the securitization program) /

adjusted operating income before amortization 1.82 2.59 @
Credit rating

DBRS BBB high BBB high

Stable Stable
Standard and Poor's BBB- BBB-
Stable Stable

) As initially reported.
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interest rate applicable for the line of
credit is currently either bank prime
rate, bankers' acceptance rate + 0.615%,
or LIBOR + 0.615%. Fees of 0.135% are
also applicable, whether the line of credit
is drawn or not, and utilization fees of
0.1% are applicable if the amount drawn

exceeds 66%°%.

As of October 31, 2010, letters of
credit amounting to C$0.2 million and

US$3.0 million were drawn on the term

Principal Debts Maturity Q1-2009
(in millions of dollars)

Credit Facilities (undrawn)
Credit Facilities (drawn)
Private Placement

Securitization (undrawn) m

Securitization (drawn)

revolving credit, in addition to the

amounts presented in the previous

paragraph.

In the third quarter of fiscal 2009,
the Corporation obtained financing of
€55.6 million ($78.7 million of dollars)
from a European bank with a six-year
term bearing interest at EURIBOR + 1.60%,
to purchase production equipment over
the two subsequent years. This financing

will be drawn in tranches, based on

thereafter

equipment delivery dates and will be
payable in equal instalments of capital
plus interest every six months from
January 2011. On December 1, 2009, the
Corporation arranged a cross-currency
swap, which matures in six years, to
set the exchange rate at 1.5761 and the
interest rate on this facility at bankers’

acceptance rates plus 2.55%.

In fiscal 2010, the Corporation was

not in default under any of its obligations.

Principal Debts Maturity Q4-2010
(in millions of dollars)

Credit Facility (undrawn)
Credit Facility (drawn)
HVB (amortized 5 years)
Private Placement

SGF

Solidarity Fund Debenture
(10 years)

Solidarity Fund Debenture
(5 years)

CDPQ

y
W
L
B
9]
&
19
<
8
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Contractual Obligations and Business Commitments

0000000

For years ending October 31

2016 and
Contract type (in millions of dollars) 2011 2012 2013 2014 2015  thereafter Total
Long term debt $17.8 $270.4 $ 92.0 $231.0 $65.2 $ 60.5 $736.9
Other commitments 43.8 31.9 25.7 214 17.5 66.0 206.3
Total commitments $61.6 $302.3 $117.7 $252.4 $82.7 $126.5 $943.2

Apart from its long-term debt, the
Corporation’s commitments are mainly
comprised of operating leases. The above
table shows the breakdown of these obli-

gations and commitments for future years.

Off-Balance-Sheet Arrangements
(Securitization)

Under its securitization agreement, the
Corporation sold, on an ongoing basis,
certain of its receivables to a trust that
sold its beneficial interest to third-party
investors. The maximum net considera-
tion allowable under this agreement was
$300.0 million, including a maximum of
US$100.0 million. This agreement came
to an end in August 2010 and no new
agreement has been signed to date.
Although the Corporation currently has
sufficient capital, it is exploring various
financing options in order to increase its

financial flexibility.

As at October 31, 2009, the accounts
receivable sold under the securitization
program amounted to $240.3 million, of
which $128.4 million was kept by the Cor-
poration as retained interest, resulting in
anet consideration of $111.9 million, inclu-
ding C$77.3 million and US$32.0 million.
As at October 31, 2009, the maximum net
consideration the Corporation could have
obtained under the terms of the program

was $202.3 million. The retained interest

is recorded in the Corporation’s accounts
receivable at the lower of cost and fair
market value. Under the program, the
Corporation recognized a total discount
of $0.9 million in fiscal 2010 ($4.5 million
for fiscal 2009) on the sale of accounts
receivable. The Corporation was in com-
pliance with all its covenants under the
agreements governing this program.
:R:CI.PAL ACCOUNTING
ESTIMATES

The Corporation prepares its consolida-
ted financial statements in Canadian
dollars and in accordance with Cana-
dian GAAP. A summary of the significant
accounting policies is presented in Note 1
of the Consolidated Financial State-
ments. Some of the Corporation’s accoun-
ting policies require Management to
use estimates and judgments. The most
significant areas requiring the use of
management estimates and judgments

include: provisions, including provisions

for bad debts and inventory obsolescence,
impairment of assets, restructuring costs,
amortization periods of property, plant
and equipment and intangible assets,
accounting for income taxes, valuation of
goodwill and intangible assets, stock-
based compensation costs and accoun-

ting for pension plans.

Goodwill

Goodwill represents the excess of acqui-
sition cost over fair value of net assets of
acquired businesses. Goodwill has an
indefinite useful life and is not amortized,
but it is tested annually for impairment
or more frequently if impairment indica-

tors arise.

Intangible Assets
Intangible assets are accounted for at cost

and amortized as follows in table below:

Non-amortizable intangible assets

consist of acquired trade names, mainly

Term Method

Customer relationships 12 years
Educational books
prepublication costs
Educational book titles 6-9 years
Printing contracts
Non-compete agreements 2-5 years

Long-term technology 5 years

project costs

Maximum S years

Term of the contract

Straight-line

On historical sales patterns

On historical sales patterns
Straight-line
Straight-line
Straight-line

m
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magazines and newspapers, and their
related circulation. These assets have an
indefinite useful life and are not amorti-
zed, but tested annually for impairment
or more frequently if impairment indica-

tors arise.

Pension Plans

The accrued benefit obligation is deter-
mined by independent actuaries using
the projected benefit method prorated
on services and is based on manage-
ment’s best economic and demographic
estimates. The Corporation amortizes
the unrecognized net aggregate actua-
rial gains and losses in excess of 10% of
the greater of the accrued benefit obli-
gation or the fair value of plan assets,
and past service costs, over the expected
average remaining service life (EARSL)
of the employee group covered by the
plans, which ranges from 10 to 12 years.
The transitional obligation resulting
from the initial application of Section
3461 of the Canadian Institute of Charte-
red Accountants’ (CICA) Handbook in
November 2000 is also amortized over
the EARSL of the employee group cove-
red by the plans. Fair market value is
used to calculate the expected return on

plan assets.

Income taxes

The Corporation records income taxes
using the liability method of accoun-
ting. Under this method, future income
tax assets and liabilities are determined
based on the differences between the
carrying amount and the tax basis of
the assets and liabilities and are measu-
red using tax rates in effect when these
differences are expected to reverse in
accordance with enacted laws or those
substantively enacted at the date of the
financial statements. A valuation allo-
wance is recorded as a reduction of the

carrying value of future tax assets when

it is more likely than not that these assets
will not be realized.

o000

EFFECT OF NEW ACCOUNTING
STANDARDS NOT YET
IMPLEMENTED

Business Combinations

In January 2009, CICA issued Section
1582, Business Combinations, which su-
persedes the likenamed Section 1581.
This Section applies prospectively to
business combinations for which the date
of acquisition is in fiscal years beginning
on or after January 1, 2011. The Section
establishes standards for the recognition

of a business combination.

Consolidated Financial Statements

In January 2009, the CICA issued Section
1601, Consolidated Financial Statements,
which supersedes the likenamed Section
1600. This Section applies to interim and
annual financial statements for fiscal
years beginning on or after January 1,
2011. The Section establishes standards
for the preparation of consolidated finan-

cial statements.

Non-controlling Interests
the CICA

Section 1602, Non-controlling Interests,

In January 2009, issued
which supersedes Section 1600, Consoli-
dated Financial Statements. This Sec-
tion applies to interim and annual
financial statements for fiscal years
beginning on or after January 1, 2011.
The Section establishes standards for
the accounting of non-controlling inte-
rests in a subsidiary in the consolidated
financial statements subsequent to a

business combination.

International Financial Reporting
Standards (IFRS)

In February 2008, Canada’s Accounting
Standards Board (AcSB) confirmed that

Canadian GAAP, as used by publicly
accountable enterprises, will be super-
seded by International Financial Repor-
ting Standards (IFRS) for fiscal years

beginning on or after January 1, 2011.

For the Corporation, the conversion
to IFRS will be required for interim and
annual financial statements for the year
ending October 31, 2012. IFRS uses a
conceptual framework similar to Cana-
dian GAAP, but there are significant dif-
ferences on recognition, measurement

and disclosures.

The Corporation is required to qua-
litatively disclose its changeover impacts
in conjunction with its 2010 financial
reporting as well as quantitative infor-
mation if available, with its interim and
annual financial reporting for the year
ending October 31, 2011. This informa-
tion will be used by the Corporation to
present comparative information in its
financial statements for the year ending

October 31, 2012.

The Corporation set up an organi-
zational project management team com-
posed of members from different levels
and positions to oversee project coor-
dination and monitoring. Regular pro-
gress reports are submitted to the Audit
Committee. Staff with the appropriate
qualifications and experience have been

assigned to the project.

The Corporation’s conversion plan

consists of three phases:

Phase 1 — Evaluation

During this phase the Corporation per-
formed a high-level identification of the
major differences between IFRS and
the Corporation’s accounting policies as
well as an evaluation of the key areas

that may be impacted by the transition
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to IFRS. A detailed conversion plan was
developed. Since changes are expected
to IFRS standards during the conversion
period and could impact the conversion
plan, a monitoring process was esta-
blished.

Phase 2 — Conversion

In this phase, the Corporation designs
and develops solutions to address the
differences identified in phase 1. Chan-
ges required to the existing accounting
policies, financial reporting, information
systems, business processes and inter-
nal controls will be identified in order to
perform conversion to [FRS. Impacts on
contractual arrangements are evaluated
and modifications made as required. A
change management strategy is imple-
mented to respond to the information
and training needs of the different stake-
holders.

Phase 3 — Implementation

The objective of this final phase is to
enable continued IFRS reporting and to
facilitate knowledge sharing. Changes
identified in phase 2 are implemented
and tested to ensure that any difference
is addressed prior to the changeover
date. The change management strategy
initiated in phase 2 continues until com-

pletion of the conversion.

The Corporation has completed
phases 1 and 2 of the project. Phase 3
will start in 2011.

The table on page 43 shows the
progress of the IFRS changeover as at

October 31, 2010.

Differences between IFRS and

the Corporation’s accounting policies
Theitemsin table on page 46-47 have been
identified as possibly having an impact

onthe Corporation’s financial statements.

This is not an exhaustive list of the
impacts of the transition to IFRS and
changes could be made before the

changeover.

IFRS 1, "First-time Adoption of Inter-
national Financial Reporting Standards”
is the standard which the Corporation
must apply in preparing its opening
IFRS statement of financial position. The
purpose of this standard is to provide a
starting point for [FRS-compliant accoun-
ting without spending more on the pro-
cess than the benefits warrant. Thus
certain relief measures, called exemp-
tions and exceptions, are permitted to
avoid retroactive application of some
standards. The exemptions are optional
and the exceptions are required. The list
on page 46 presents some exemptions
that could have a significant impact
for the Corporation. This list is not defi-
nitive or exhaustive and the quantita-
tive impacts will be disclosed when they
are known.

:S’S.AND UNCERTAINTIES

The Corporation continually manages its
exposure to risks and uncertainties that
it may encounter in its operating sectors
or financial situation. As a result, the
Director of Risk Management and Mana-
gement together continually review
overall controls and preventive measu-
res to ensure they are better matched to
significant risks to which the Corpora-
tion's operating activities are exposed. A
report on our risk-management program
is reviewed once a year by the Audit

Committee.

Managing the Corporation’s risks is
a major factor in the decisions taken by
Management with regard to acquisitions,
capital investments, divestiture of assets,

grouping of plants, or efforts to create

—E—

synergies among operating sectors. This
focus also guides decisions regarding
cost-reduction measures, product diver-
sification, new market penetration, and
certain treasury movements. Below is a
list of the main risks the Corporation is
exposed to that could have a significant
impact on its financial situation and the

strategies it is taking to mitigate them.

Operational Risks

Economic Cycles

A significant risk that the Corporation
faces, and which it has difficulty control-
ling, is related to economic cycles. As
well, more than 80% of our operating
revenues depend on retailers’ adverti-
sing budgets. Advertising spending by
advertisers tends to be cyclical, reflec-
ting the global economic climate and

consumers’ buying habits.

However, due to the implementa-
tion of a development strategy based
on becoming a leader in its niches, and
because it is well diversified, the Corpo-
ration believes it can limit its exposure
to economic cycles without, however,
eliminating their occurrence or control-
ling their magnitude. The Corporation
believes it mitigates this risk by the very
composition of its operations, since a
substantial segment of the client base
operates in less cyclical markets, such
as food and personal care. Furthermore,
in the Media Sector, Transcontinental
relies on a good balance between local
and national advertising. It should be
noted that in recent years close to half
the advertising revenue in this sector
has come from local advertising, which
has been less volatile than national

advertising.

Competition
Competition is based on price, quality of

products and services and the range of
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services offered. Some of the printing
niches in which the Corporation opera-
tes are highly competitive. To reduce this
risk, the Corporation continually strives
to improve operational efficiency while
maximizing the use of its most productive
equipment. We believe that this risk is

also limited by our position as Canadian

leader, and by the fact that we have a
diversified client base in which more
than half the revenues are generated
under medium and long-term agreements

ranging from one to 18 years.

On the media side, magazines and

newspapers, whether of general interest

or with a special focus, as well as other
media (television, radio, Internet and
other communication or advertising plat-
forms) compete with Transcontinental’s
magazines, newspapers, Internet sites
and complementary communication plat-
forms for sale of advertising space as

well as subscription and newsstand

Main activities

Identify and analyze the differences
between IFRS and the Corporation'’s

accounting policies.

Design and develop solutions to resolve

the differences.

Select from among the IFRS accounting stan-

Schedule

Completed before
October 31, 2010. Follow

up and updates during

Status
Completed: Analysis of differences

in accounting policies.

Developed: Solutions to resolve the

differences.

Senior management and the audit
committee have conditionally

approved the selected IFRS 1

Systems and

Formulate and implement a strategy for

information during

dards and the exemptions permitted fiscal 2011.
Financial accounting standards and
in accordance with [FRS 1.
Information exemptions.
Develop a model for IFRS financial
In progress: Development of a
statements, including notes.
model for financial statements.
Prepare the opening balance sheet and During fiscal 2011. To come.
compile the financial information for
preparing the comparative IFRS financial
statements.
Evaluate the impact of the changes on Modify the information Completed: Evaluation of impact
information systems and processes and make | systems and processes on information systems and
changes as required. finalized in time to processes. Changes are
Information compile financial being made.

the changes as required.

updating during fiscal
2011.

Processes compiling the information in parallel fiscal 2011. Follow up Formulated: Strategy for parallel
(based on Canadian GAAP and IFRS) during and update during compilation of information.
fiscal 2011. fiscal 2011.
Evaluate the impact of the changes to Implement the changes Evaluated: Impact on internal
internal controls on financial information required starting in controls, plus detailed analysis
and controls and procedures for second quarter of fiscal of differences with respect to
?teinj] communicating information and implement 2011. Follow up and financial information.
ontrols

m
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Main Activities Schedule Status
Identify training needs and provide training. Training sessions in Specific training given to primary
fiscal 2010 and 2011. actors in the changeover and

general training given to finance

function employees.
Training and

Communication
Communicate the progress of the Regular Developed: Communication plan
changeover plan to stakeholders. communications in fis- with regular communication of
cal 2010 and 2011. the plan as it progresses.
Evaluate the impact on the Corporation’s Completed: Overall evaluation of
contractual undertakings (compliance with potential impacts on agreements.
restrictive financial clauses, compensation
Changes made before
plans, etc.). Evaluated: Impact on contractual
Business October 31, 2011.
agreements, plus detailed
Make changes required to contractual analysis of differences with respect
agreements. to financial information.

Subject Items that could have an impact on the Corporation’s financial statements

e Under the IFRS, an entity may elect to recognize actuarial gains and losses using a corridor approach

[ (which the Corporation uses) or recognize them immediately in other comprehensive income. The
mployee

Benef Corporation plans to continue using the corridor approach to recognition of actuarial gains and losses.
enefits

(1AS 19) e An exposure draft has been issued proposing the immediate recognition of actuarial gains and losses in

other comprehensive income and the presentation of service costs and financial expenses in the profit or

loss statement. The standard will be published in 2011.

e Asset impairment testing is done at the lowest cash generating unit (CGU) level. A CGU is defined as the
smallest identifiable group of assets that generates cash inflows that are largely independent of the cash
inflows from other assets or groups of assets. According to Canadian GAAP, asset impairment testing is
done at the level of the asset group, which is defined much like a CGU.

e Goodwill is allocated to the CGU or groups of CGUs that should benetfit from the synergies of a business
combination, while under Canadian GAAP, goodwill is allocated to operating units that are equivalent to
an operating sector or to one level below. Given that the impairment test could be performed at the level

Impairment of a group of assets that is smaller than that for Canadian GAAP, asset impairment may be recognized at
of Assets different times depending on the IFRS.

(IAS 36) e To determine whether an impairment should be recognized, the carrying amount of the CGU is compared
to its recoverable amount, which is the higher of fair value less costs to sell and value in use (present value
of future cash flows). Under Canadian GAAP, the carrying amount is compared to undiscounted future
cash flows and if an impairment is required, the amount of the impairment is determined by comparing
the carrying amount of the asset to its fair value. The impacts for the Corporation will be determined
during the asset impairment test which will be done during the transition to IFRS.

e Asset impairments other than goodwill impairments can be reversed under certain conditions.

Canadian GAAP did not permit reversals.

m
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Subject

Items that could have an impact on the Corporation’s financial statements

e Each part of property, plant and equipment having a material cost in relation to the total cost of the asset
Property, Plant must be amortized separately. Under Canadian GAAP, an entity must amortize a major component
and Equipment

(IAS 16)

separately when it is reasonably possible to do so and the service life of each component can be
estimated. The Corporation does not foresee any significant impact related to this difference because the

major components are already amortized over the service life of the component.

Under Canadian GAAP and IFRS, future income taxes are calculated on temporary differences, i.e.
differences between the tax basis of an asset or liability and its carrying amount on the balance sheet.
Under Canada'’s Income Tax Act, the maximum deductible for “eligible capital expenditures” is 75% of the
cost incurred. Canadian GAAP addresses this particular situation and specifies that the tax basis must be
increased by 25%, thus eliminating the temporary difference. IFRS does not address this specific situation,

Income Taxes
and therefore a temporary difference exists between the tax basis and the carrying amount of assets that

Recognition and
Measurement

(IAS 39)

(a5 12 must be recognized in the case of eligible business combination transactions. The Corporation is currently
evaluating the impact of this difference for intangible assets that qualify as eligible capital expenditures,
and anticipates an adjustment that will lead to an increase in future income tax liabilities and an
adjustment in retained earnings as at the transition date.

) ) e Under IFRS, an entity may derecognize a financial asset under certain conditions based on the concept

IHI:;CI;Z:; of transferring risks and benefits. Under Canadian GAAP, the conditions for derecognizing a financial
u .

asset are based, instead, on the notion of transfer of control of the asset. For the Corporation, accounts
receivable sold under a securitization arrangement may no longer satisfy the conditions for being

derecognized under IFRS.

Interests in Joint

Ventures (IAS 31)

e [FRS allows the recognition of interests in joint ventures using the proportionate consolidation method
(which is used by the Corporation) or the equity method. The Corporation plans to continue using the
proportionate consolidation method.

e An exposure draft has been issued proposing to eliminate the proportionate consolidation method in some

situations. The standard is expected to be published in 2011.

sales in some cases. In addition, the
availability in Canada of a number of
magazines published by U.S. and inter-
national publishers also creates competi-
tion for Transcontinental’s magazines. To
mitigate this risk, the Corporation conti-
nues to focus on continuous improve-
ment programs, cost-reduction initiatives
and developing new digital and print
products and services in order to broa-
den its integrated service offer to local

and national businesses.

Moreover, with consumers having

rapidly adopted digital communications,

more and more content is being produ-
ced and aimed at a target audience, and
there is increasing competition among
digital and mobile solutions. Although
this situation could well generate busi-
ness opportunities, these new realities
are evolving very quickly and if we don't
offer our customers an attractive return
on investment, the effect on our bottom
line could be negative. However, due to
the recent acquisitions in the Interactive
Sector, the Corporation has taken a lea-
ding position in a number of interactive

niches, and has developed an integrated

ﬁ

service offering of interactive solutions
that differentiate the Corporation from its

competitors in Canada.

New Media

The industries in which the Corporation
operates are subject to the impact of new
media, which are driving major deve-
lopments in technology and changes
in consumer behaviours. Technological
change continues to improve the quality
and accessibility of alternatives to print
media. As a result, advertisers now have
a more diverse selection of media pro-

ducts in which to spend their advertising
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Exemption Description and Status

Employee Benefits

IAS 19 Employee Benefits requires actuarial gains and losses to be measured in accordance
with IFRS from plan start dates to the date of transition to IFRS. IFRS 1 allows recognition of
accumulated actuarial gains and losses in retained earnings as at the transition date and

prospective application of IAS 19. The Corporation plans to use this exemption.

Borrowing Costs

IAS 23 requires the capitalization of borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset. Under Canadian GAAP, an entity has the
option of capitalizing borrowing costs or recognizing them as an expense. The Corporation’s

accounting policy is to capitalize borrowing costs.

IFRS offers more direct guidance than Canadian GAAP regarding the nature of capitalizable
borrowing costs. An exemption under IFRS | allows IAS 23 requirements to be applied
prospectively for all qualifying assets where capitalization commences on a date earlier than

the transition date or on the transition date. The Corporation plans to use this exemption.

Cumulative Translation

Differences

IAS 21 Effects of Changes in Foreign Exchange Rates requires that translation differences be
calculated in compliance with IFRS from the acquisition date or from the date of creation of
the foreign operation. IFRS 1 allows the cumulative translation differences for all foreign
operations to be set to zero at the date of transition. The gain or loss on subsequent disposal
of a foreign operation will therefore only include foreign exchange differences arising

subsequent to the date of transition to IFRS. The Corporation plans to use this exemption.

dollars. Although this migration from
conventional to new media could pose
a risk for some of our niches, the Corpo-
ration cannot accurately predict what
effect these rapid changes will have on
demand for our products and services,
even though we expect our book prin-
ting operations to be the first to feel the
impact. In particular, these changes
could reduce demand, increase price
pressure, and require investments in
equipment and technology. As well, the
Corporation needs to be aware of custo-
mer needs and to respond by continually
developing new solutions. This develop-
ment can be costly, however, and there
is no guarantee that the solutions will be

accepted by customers.

Nevertheless, business opportunities

also exist to recover advertising budgets

invested in other media platforms. To
limit the risk and capitalize on this oppor-
tunity, Transcontinental has been shif-
ting its focus towards the digital market
through its Interactive and Media sectors.
The Corporation has targeted develop-
ment areas in its strategy for digital
media and interactive solutions in order
to position itself as a content creator and
to deliver on new media platforms and

other digital solutions.

Our success depends on the quality
of our products and services. Consequent-
ly, we must continue to invest in research
and development to improve our digital
platforms as well as introduce new high-
potential products and services. On the
other hand, these investments could affect

our operating results.

E

Operational Efficiency

Given its very competitive markets, the
Corporation must continually improve
operational efficiency in order to main-
tain or improve profitability. However,
there is no guarantee that the Corpora-
tion will be able to do this in the future.
As well, the need to reduce ongoing ope-
rating expenses could result in costs to
downsize the workforce, close or conso-
lidate facilities, or upgrade equipment

and technology.

Regulation

The Corporation is subject to many regu-
lations that may be amended by muni-
cipal, provincial or federal authorities.
Any changes to these regulations could
result in a material increase in costs
for the Corporation if it must comply

by increasing its workforce, enhancing
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compensation and employee benetits,
or investing in raw materials or new or

improved equipment.

Geographic Distribution and
Exchange Rate
2010,

outside Canada accounted for 17% of

In fiscal revenues generated
consolidated revenues, compared to 18%
in 2009. This drop is due mainly to the
rise of the Canadian dollar against its
U.S. and Mexican counterparts during
the fiscal year and to a decline in our
revenues in Mexico that was partially
offset by an increase in our operating
revenues in the United States as a result
of printing the San Francisco Chronicle
for the full year in 2010 versus four
months in 2009.

The currency-hedging program uses
derivatives to protect the Corporation
from the risk of short-term currency
fluctuations. Moreover, Transcontinental
attempts to match cash inflows and out-
flows in the same currency. The policy
approved by the Corporation's Board of
Directors permits hedging of 50% to 100%
of net cash flows for a period of one to
12 months, 25% to 50% for the subsequent
12 months and up to 33% for the following

12 months.

As at October 31, 2010, using for-
ward contracts to manage the exchange
rate related to its exports to the United
States, the Corporation had contracts to
sell US$107 million (US$118 million as at
October 31, 2009), of which $62 million
and $45 million will be sold in fiscal 2011
and 2012, respectively. The terms of these
forward contracts range from one month
to 23 months, with rates varying from
1.0302 to 1.2800. Hedging relationships
were effective and in accordance with
risk management objectives and strate-

gies throughout fiscal 2010.

Dependence on Information Systems

The Corporation relies heavily on infor-
mation technology systems. If these
systems experience disruptions or break-
downs due to a system crash, power
outage, virus, unauthorized access,
human error, sabotage or other such
events, it could have a negative effect on
our operations and earnings. The media
industry is still in the grip of massive
technological change. The ever-growing
popularity of the Internet has increased
the number of content options competing
with newspapers. The Corporation must
adapt to this reality in order to attract
and retain personnel with the required
skill sets. Transcontinental also needs to
manage the changes in these new tech-
nologies and be able to acquire, develop
or integrate them. Our ability to success-
fully manage the implementation of new
technologies could have a material
impact on the Corporation'’s future com-

petitiveness.

Recruiting and Keeping Talent

Social and demographic trends are
making it more challenging to hire and
retain qualified personnel. There is a
diminishing pool of qualified talent, an
increase in professional mobility, an
increase in technology use and a high
demand for emerging skill sets. There
is a risk that the Corporation will have
difficulty hiring and retaining qualified
personnel. Development plans for high-
potential and promotable executives
were discussed in the biannual Lea-
dership Review process. To ensure exe-
cution, each senior leader established
specific objectives and committed to
provide operational growth opportuni-
ties and challenges to further accelerate
each person's development. In addition,
senior managers are now evaluated on

their implementation of succession plans

for key positions. We continually assess
our leadership depth to meet organiza-
tional challenges and ensure on-going
identification of successors and acquisi-

tion of new skills.

Impairment Tests

The Corporation conducts impairment
tests that could lead to reductions in asset
values and as a result have an unfavou-
rable impact on shareholders’ equity.
Under Canadian generally accepted
accounting principles, the Corporation
must regularly test the impairment of
long-term assets to determine whether
the value of the asset in question has
decreased. When an impairment test
results in asset devaluation, it is recorded
as a non-cash charge that reduces the

Corporation's reported earnings.

Exchange of Confidential

Information and Privacy

This risk involves the use and manipu-
lation of confidential information pro-
vided by our customers. The potential
dissemination of such information to the
wrong individuals could cause signifi-
cant damage to our customers' relation-
ships with their clients and thus to our
own relationships with our customers
and could result in legal actions. To miti-
gate this risk, various measures to impro-
ve prevention and control have been
implemented. In fiscal 2010, we strength-
ened our security measures, specifically

with respect to information systems.

Furthermore, it is possible that
some of our operations infringe on the
privacy of users and others. While we
have introduced strict controls in this
area, our practices with respect to the
collection, use, disclosure or security of
personal information or other related
confidentiality issues could damage our

reputation.
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Business Development

The Corporation'’s financial leverage and
corporate risk profile is liable to vary
from time to time as a result of new deve-
lopments in its business activities, and
the investments required to support inter-
nal growth as well as external growth
through acquisitions. The risk profile may
differ from one strategic transaction to
another depending on the characteristics
of the transaction and its relevant market.
The development of such strategic tran-
sactions may not necessarily lead to the

anticipated results or benefits.

Integration of Acquisitions

Acquisitions have been and continue to
be a key element in the Corporation’s
growth strategy. However, the integration
of acquisitions is always a risk and this
risk increases with the size of the acquisi-
tion. Integrating businesses could cause
temporary disruptions to operations, to
labour retention, to client relationships
and/or potential loss of business. In
addition, the identified synergies may
not be fully realized or may take longer
to realize than originally anticipated. In
order to mitigate this risk, the Corpora-
tion respects its strict acquisition criteria,
and ensures that each acquisition target
undergoes our exhaustive requisition lists
with regard to due diligence, and is inte-
grated using our internally developed

integration methodology.

Loss of Reputation

The Corporation currently enjoys a good
reputation. The risk of losing or tarnishing
this reputation could have an important
impact on the affairs of the Corporation
or its valuation in the stock market. Since
its creation, the Corporation has taken
important steps to mitigate this risk,
mainly by ensuring strong corporate
governance and establishing policies,

including a Code of Ethics.

Participating Shares and

Preferred Shares

Share prices may fluctuate and share-
holders may not be able to sell participa-
ting shares at the issue price or a higher
price. The price of participating shares
could fluctuate due to a number of fac-
tors related to the Corporation'’s business,
including new announcements, changes
in the Corporation’s operating results,
sales of participating shares on the mar-
ket, not meeting analysts’ expectations,
the general situation in the printing and
publishing industries or in the North
American economy. In recent years,
participating shares, the shares of other
companies operating in the same sectors
and the stock market in general have
experienced quite substantial price fluc-
tuations that were not necessarily related
to the operating performance of the com-
panies concerned. It would be realistic
to expect that the price of participating
shares will continue to fluctuate signi-
ficantly in the future, not necessarily

related to the Corporation’s performance.

Holders of preferred shares may
not be able to sell their shares at the
issue price or a higher price. The price of
preferred shares could fluctuate in res-
ponse to real or anticipated fluctuations
in their credit rating and interest rates,
which would also have an impact on the
cost at which the Corporation could carry
out transactions or obtain financing, and
therefore on its liquidity, financial situa-

tion or operating results.

Financial Risks

Availability of Capital and Use of
Financial Leverage

In fiscal 2010, the Corporation repaid
and cancelled Tranche B of its term
revolving credit facility, an amount of

$150 million. The facility now consists

solely of Tranche A, an amount of
$400 million, which matures in Septem-
ber 2012, of which $178.2 million was
used as at October 31, 2010. In addition,
our receivables securitization program of
$300.0 million matured in August 2010
and no new agreement has been signed
to date. Although we do not currently
need these instruments, the Corporation
is investigating various financing options
that will provide it with greater flexibility.
This risk is mitigated by the fact that the
Corporation is in a very good financial
position, with a ratio of net indebtedness
(including the securitization program) to
adjusted operating income before amor-
tization of 1.82; furthermore, the Corpora-
tion's cash flows should be higher in
fiscal 2011 given the significant reduction
in our capital spending program and the
contribution from printing The Globe and

Mail daily paper.

There is no assurance that the
Corporation will be able to increase
distributions to shareholders by way of

dividends.

Interest Rate

Transcontinental is exposed to market
risks related to interest-rate fluctuations.
At the end of fiscal 2010, considering the
derivative financial instruments used,
the fixed rate portion of the Corpora-
tion’s long-term debt represented 70% of
the total, while the floating rate portion
represented 30% (64% and 36%, respec-
tively, in 2009). The fixed rate portion of
the debt increased due to higher cash
flows generated in fiscal 2010, which
considerably reduced the use of the term
revolving credit facility. The floating rate
portion of the debt bears interest at rates
based on LIBOR or bankers’ acceptance
rates. In fiscal 2010, the Bank of Canada
increased its policy rate slightly. In order

to mitigate this risk the Corporation tries
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to keep a good balance of fixed versus

floating rate debt.

Credit

Although economic conditions seem
to be stabilizing, the Corporation is
still exposed to credit risk. To limit this
risk, the Corporation is maintaining its
strict controls on receivables and senior
management is putting greater empha-
sis on analyzing and reviewing the
financial health of its customers; rigorous
evaluation procedures are applied to all
new customers. A specific credit limit
is established for each customer and
reviewed periodically by the Corpora-
tion. As well, the Corporation is protec-
ted against any concentration of credit
risk through its products, clientele and
geographic diversity. As at October 31,
2010, the maximum exposure to credit
risk related to receivables is the carrying
amount. The Corporation also has a
credit insurance policy covering most
of its major customers, for a maximum
amount of $29.2 million, which ends on
April 30, 2011. The policy contains the
usual clauses and limits regarding the
amounts that can be claimed by event
and year of coverage. The Corporation
did not file any claim against this credit
insurance policy for fiscal year ended

October 31, 2010.

Pension Plans

On June 1, 2010, the Corporation repla-
ced its hybrid and defined benefit (DB)
pension plans with defined contribution
(DC) plans. As a result, the Corporation
has limited its risk with respect to past
service under the hybrid and DB plans
since there is no risk associated with

future service under the DC plans.

Pension funding is based on actua-
rial estimates and is subject to limita-

tions under applicable income tax and

other regulations. Actuarial estimates
prepared during the year were based
on assumptions related to projected
employee compensation levels to the
time of retirement and the anticipated
long-term rate of return on pension plan
assets. Accrued benefit obligation, fair
value of plan assets and plan asset com-
position are measured at the date of the
annual financial statements. The most
recent actuarial valuation of the pension
plans for funding purposes was made
as of December 31, 2007. The next requi-
red valuation will be as of December 31,
2010, at the latest. The actuarial funding
valuation report determines the amount
of cash contributions that the Company
is required to contribute into the registe-
red retirement plans. The December 31,
2007 funding report showed the registe-
red retirement plans to be in a solvency
deficit position. As the pension fund
assets consist of a mix of bonds and equi-
ties, the recovery in financial markets in
2009 have increased the market value
of the pension fund assets. However, if
the financial markets or interest rates
drop significantly again and the pension
plans are in a solvency deficit on the
date of the next actuarial valuation, the
Corporation would likely be required to

increase its cash funding contributions.

Environmental Risks

The Corporation operates in two indus-
tries, printing and publishing, which
use large quantities of paper for their
day-to-day operations. Consumers are
expressing mounting concern over the
protection of the environment as well as
sustainable development. This growing
concern about the environment could
change the consumption habits of consu-
mers and new regulations could force
the Corporation to use materials that are

more environmentally friendly, but more

E

expensive, in its operations. To mitigate
this risk, the Corporation tries to be at the
forefront of its industry in terms of com-
mitment to the environment and, in colla-
boration with its suppliers, is looking on
an ongoing basis to reduce its costs.
Please refer to the Environment section

for further details.

Raw Material and Postal Risk

Raw Materials and Energy Prices

The primary raw materials the Corpora-
tion uses in its printing sector are paper,
ink and plates. This sector's activities
consume energy, i.e., electricity, natural
gas and oil. Fluctuations in raw materials

and energy prices affect our operations.

While paper costs are a pass through
for our printing sector, the increase in the
price of raw materials can have a nega-
tive effect on our printing operations if it
changes the purchasing habits of our cus-
tomers, in terms of number of pages prin-
ted for example. Moreover, the increase
in the price of paper negatively affects
the profitability of the Media sector. In
order to mitigate this risk, the Corporation
does not rely on any one supplier and
has agreements with its most important
suppliers in order to ensure a stable flow
of resources. In addition, some supply
agreements contain escalation clauses
that index selling prices to fluctuations in
raw material costs and currency. Finally,
fluctuations in the price of oil have an
impact on ink and on gasoline prices.
Any increase in gasoline prices would
negatively affect our distribution activi-
ties in the Media Sector. However, the
Corporation continues to seek new ways

to reduce energy costs.

Future Policies of the Canadian and
U.S. Postal Systems
Even though postal costs are currently less

of an important element following the sale
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of almost all our direct mail operations
in the United States, they are still a signi-
ficant component of our printing custo-
mers’ cost structures (direct mail in
Canada, catalogues and magazines).
Postal rate changes can influence the
number of pieces that the Corporation’s
customers are willing to mail. In order to
mitigate this risk, the Corporation has
increased its investment in postal optimi-
zation capabilities which can offer custo-
mers a reduction in their postal costs. A
significant increase in postal costs would
affect not only the customers of our
printing operations, but also our Media
sector, particularly with respect to the
distribution of our magazines. Further-
more, Canadian print magazines and
non-daily newspapers benefit from the
Aid to Publishers program offered by the
Canada Periodical Fund. Any signifi-
cant reduction or loss in these subsidies
could have a negative impact on the

Corporation's obligations.

In conclusion, the Corporation conti-
nues its stringent approach to risk mana-
gement, remaining alert to any new risks
that could affect its operations and ensu-
ring that its current control measures are
effective. Management also continues its
structured approach to risk prevention
and control and to business continuity
planning, which establishes measures
to encourage business units to prevent
risk, manage organizational change and
recover from unforeseeable events more
effectively.

:SngSURE CONTROLS AND
PROCEDURES

Transcontinental’s President and Chief
Executive Officer and its Vice President
and Chief Financial Officer are respon-
sible for establishing and maintaining
the Corporation'’s disclosure controls and

procedures.

Our disclosure controls and proce-
dures are designed to provide reasona-
ble assurance that information required
to be disclosed by us is recorded, pro-
cessed, summarized and reported within
the time periods specified under Cana-
dian securities laws, and include controls
and procedures that are designed to
ensure that information is accumulated
and communicated to management to
allow timely decisions regarding requi-

red disclosure.

The President and Chief Execu-
tive Officer and the Vice President and
Chief Financial Officer, after evaluating
the effectiveness of the Corporation’s
disclosure controls and procedures as
at October 31, 2010, have concluded that
the Corporation'’s disclosure controls and
procedures are adequate and effective to
ensure that material information relating
to the Corporation and its subsidiaries
would have been known to them.
:T!R:AL CONTROL OVER
FINANCIAL REPORTING
Management is responsible for esta-
blishing and maintaining adequate inter-
nal control over financial reporting to
provide reasonable assurance regarding
the reliability of financial reporting and
the preparation of financial statements
for external purposes in accordance

with GAAP.

The President and Chief Executive
Officer and the Vice President and Chief
Financial Officer have supervised the
evaluation of the design and effective-
ness of internal controls with respect to
the Corporation’s financial reporting,
using the integrated framework for in-
ternal controls issued by the Committee
of Sponsoring Organizations of the Tread-

way Commission (COSO). Based on

this evaluation, they concluded that the
Corporation's internal system for control-
ling financial reporting is effective as at
October 31, 2010.

The President and Chief Execu-
tive Officer and the Vice President and
Chief Financial Officer have evaluated
whether there were changes to internal
control over financial reporting during
the year ended October 31, 2010 that
have materially affected, or are reasona-
bly likely to materially affect, its internal
control over financial reporting. No such
changes were identified through their
evaluation.

UTLobK

In the first three quarters of 2010 the
Corporation benefited greatly from new
printing contracts and from the rationa-
lization measures implemented as of
February 2009. In 2011, the recent start-
up of our Canada-wide hybrid platform
to print The Globe and Mail, among
others, will generate about $25 million in
new business and result in considerable
synergies. We will also be implementing
major new measures to improve opera-
tional efficiency by further optimizing
use of our most productive equipment;
this will also further consolidate our lea-
ding position in Canada, and even gain

us new market share.

Major investments in recent years,
particularly in our Canada-wide hybrid
printing platform, have augmented both
our production capacity and print flexibi-
lity, enabling us to limit and even retire
less-productive equipment that was more
costly to maintain. This will in turn allow
us to reduce our capital expenditures
program to about $75 million a year for
the next several years, of which about
half will be invested in the Media and

Interactive sectors.



anagement’s Discussio
and Analysis

The Corporation will thus accelerate
the development of its integrated mar-
keting solutions; strategic investments
and targeted acquisitions will enhance
its unique service offering and improve
its position in the Canadian market with
emerging digital platforms. The Interac-
tive Sector will also intensify its business
development with customers to meet
growing demand for, among other things,
custom marketing programs based on
digital and interactive applications. Opti-
mization of our integrated marketing
solutions should generate new sector
revenue in coming quarters. With res-
pect to operating income, the operating
margin should gradually improve, but at
a slower pace than revenues, given our

ongoing strategic investments.

In fiscal 2010 the Media Sector
observed a recovery in both national
and local advertising spending. Without
being able to precisely define the scope
of this recovery, we believe it will conti-
nue in the next fiscal year and will have
a beneficial impact on a number of our
business groups, including the Business
and Consumer Solutions Group. We
expect revenues in the Local Solutions
Group to increase in coming quarters;
the operating margin will be negatively
impacted by the ongoing investments
in print and digital to enhance our inte-
grated solutions for local businesses. The
New Media and Digital Solutions Group
will continue to develop our digital plat-
forms, and strategic investments will be
ramped up to increase business in this

promising niche.

Finally, due to the significant cash
flows that will be generated in fiscal 2011
and the major reduction in our capital
spending program, we expect to see on-
going improvement in our ratio of net

indebtedness (including the securitization

Net Debt Ratio and Free Cash Flows

@ Net debt / adjusted operating Free cash flows
income before amortization (in millions of dollars)

program) to adjusted operating income

before amortization. Management's objec-
tive is to further reduce this ratio and to

maintain it at about 1.50.

On behalf of Management,

Benoit Huard
Vice President and
Chief Financial Officer

December 8, 2010






