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HUDSON’S BAY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF (LOSS) EARNINGS

(unaudited)
Thirteen weeks ended Thirty-nine weeks ended
o ) Nov 1, 2014 Nov 2, 2013 Nov 1, 2014 Nov 2, 2013
(millions of Canadian dollars, except per share (restated — (restated —
amounts) Notes see note 2) see note 2)
Retail salesS.......cooovvivieiiiiiiie e 1,913 984 5,537 2,816
COoSt OF SAIES ... 9 (1,126) (588) (3,334) (1,696)
Selling, general and administrative
EXPENSES ..vvevirverrereeesearesresreresressesesresseneans (690) (359) (2,023) (1,030)
Depreciation and amortization................... 5 (84) (31) (247) (92)
Gain on sale and leaseback transaction...... 18 — — 308 —
Operating income (10SS)........ccocvrvivrernane 13 6 241 1)
Total interest expense, Net.................... (35) (11) (142) (40)
Acquisition-related finance costs .......... (12) (123) 9) (183)
FiNance COSS ......ccvvrriinereiincieesie s 6 (47 (134) (151) (223)
(Loss) earnings before income tax.......... (34) (128) 90 (224)
Income tax benefit ..., 8 21 2 37 10
Net (loss) earnings for the period —
continuing operations............c.ccecevene. (13) (126) 127 (214)
Net earnings (loss) for the period —
discontinued operations, net of taxes..... 19 — 1 — (74)
Net (loss) earnings for the period ........... (13) (125) 127 (288)
Net (loss) earnings per common share —
basic and diluted ...........ccccooviiiienenn. 12
Continuing OpPerations............ccocvevvereerernens (0.07) (1.05) 0.70 (1.79)
Discontinued Operations ...........cc.cccevereeene — — (0.61)
(0.07) (1.05) 0.70 (2.40)

(See accompanying notes to the unaudited interim Condensed Consolidated Financial Statements)



HUDSON’S BAY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(unaudited)
Thirteen weeks ended Thirty-nine weeks ended
Nov 1, 2014 Nov 2, 2013 Nov 1, 2014 Nov 2, 2013
o . (restated — (restated —
(millions of Canadian dollars) see note 2) see note 2)
Net (loss) earnings for the period ...........cc.ccccoueneee. (13) (125) 127 (288)
Other comprehensive income, net of tax:
Items that may be reclassified subsequently to
earnings or loss:
Currency translation adjustment.............ccccoccoenen. 63 2 22 23
Net loss on net investment hedge, net of taxes of
nil and nil (2013 — nil and nil) ........ccceeveennen. (12) — 3 —

Net gains (losses) on derivatives designated as

cash flow hedges, net of taxes of $2 and $2

(2013 — nil and $2), respectively .................... 4 (1) 4 5
Reclassification to non-financial assets of net

losses on derivatives designated as cash flow

hedges, net of taxes of nil and $1 (2013 — nil

and $1), respectively.......ccooevveiveveieicnenie e, Q (1) 2 3)
Reclassification to earnings of net losses on

derivatives designated as cash flow hedges,

net of taxes of nil and nil (2013 — nil and nil),

FESPECHIVEIY ..o (1) — (1) (1)
Other comprehensive iNCOME ........ccovvereeiereieniennns 53 — 20 24
Total comprehensive income (10SS) ......c.ccccevvvenene 40 (125) 147 (264)

(See accompanying notes to the unaudited interim Condensed Consolidated Financial Statements)



Currency Net Cash
Share Retained Contributed Translation Employee Investment  Flow Total Total
(millions of Canadian dollars) Notes Capital Earnings  Surplus  Adjustment _Benefits Hedge Hedges  AOCI Equity
As at February 1, 2014 ..oococevone 1420 496 43 149 ©) (54) 3 92 2051
Impact of change in accounting
POHCY w.vvoovins 2 — ©)] — 3) — — — 3) (8
As at February 1, 2014 (restated) 1,420 491 43 146 (6) (54) 3 89 2,043
Total comprehensive income............ — 127 — 22 — 3) 1 20 147
Share based compensation .... 16 — — 12 — — — — — 12
Dividends..........ccccoeururunne. — (27) — — — — — — (27)
As at November 1, 2014 ................. 1,420 591 55 168 (6) (57) 4 109 2,175
Accumulated Other
Comprehensive Income (Loss) (“AOCI”)
Currency Net Cash
Share Retained Contributed Translation Employee Investment  Flow Total Total
(millions of Canadian dollars) Notes Capital Earnings Surplus Adjustment  Benefits Hedge Hedges AOQOCI Equity
As at February 2, 2013 .....c....ccoo...... 246 797 33 12) (51) — — (63) 1,013
Impact of change in accounting
POICY wvvooeeveereveeeeeee e 2 — 4) — (€] — — — () ©)]
As at February 2, 2013 (restated) 246 793 33 (13) (51) — — (64) 1,008
Total comprehensive loss (restated) ... — (288) — 23 — — 1 24 (264)
Share based compensation 16 _ _ 8 _ _ _ _ _ )
Dividends......cccoovveeninneeninreieeene — (34) — — — — — — (34)
As at November 2, 2013 (restated) .. 246 471 a1 10 (51) o 1 (40) 718

HUDSON’S BAY COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
For the thirty-nine weeks ended November 1, 2014 and November 2, 2013

(unaudited)

Accumulated Other
Comprehensive Income (Loss) (“AOCI”)

(See accompanying notes to the unaudited interim Condensed Consolidated Financial Statements)



HUDSON’S BAY COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

As at November 1, 2014, November 2, 2013, February 1, 2014 and February 2, 2013

(unaudited)
(restated — see (restated — see note
note 2) 2 and note 4) (restated — see note 2)
(millions of Canadian dollars) Notes November 1,2014 November 2, 2013  February 1, 2014  February 2, 2013
Assets
CaSh o 7 44 26 21 48
Restricted funds .........cccooeeviveiiiiicce e 12 — 1,052 — —
Trade and other receivables ..........ccoccvvvinieiieiininnens 128 84 137 74
INVENEOTIES ... 9 2,578 1,317 2,048 994
Financial aSsets.........ccecveeeieeeieeeeceeee e 9 4 8 3
Other CUMTENt SSELS.......vvvriririniese e 115 48 71 32
Income taxes recoverable............ccvvvevveierieernerennnnnn 52 6 23 —
Assets of discontinued operations...........cccccceeverienne. — 61 2 269
Total CUrrent @sSetS........ccvvvvverieienenese s seneens 2,926 2,598 2,310 1,420
Property, plant and equipment ............cccooceverereninn 4,111 1,459 4,110 1,335
Intangible asSets..........coviieireiiice e 976 241 980 233
GOoOAWIlL ... 211 — 209 —
Pensions and employee benefits ..o 58 18 72 38
Deferred taX aSSetS.....ccvvverviieervereseere e see e 244 221 249 214
Other @SSELS.....vivviviiiiiieiisie e 16 12 13 12
TOtal @SSELS ..ovviviiviiiiiiire e 8,542 4,549 7,943 3,252
Liabilities
Loans and borrowings.........cccccevevenenenenencneneennn, 10 689 558 532 132
Trade payables.........ccoocovieiiiniiin e 971 529 585 400
Other payables and accrued liabilities ..................... 595 296 488 273
Other liabilities .......cccvvvviiiiiiic e 11 49 6 6 6
Deferred reVEeNUE .......c.coocveeiveccieeciee e 143 105 152 110
PrOVISIONS .....covveiiiiecieccie e 142 81 149 85
Income taxes payable...........ccoeovieoniinineine 7 2 10 3
Financial liabilities.........coovevveiie i 17 — 1,187 1 1
Liabilities of discontinued operations.............c......... — 108 89 343
Total current liabilities............ccoccooviiiiiiiieiiinins 2,596 2,872 2,012 1,353
Loans and borrowings.........ccccoeveveneneneneneneniennes 10 2,487 719 2,923 719
PrOVISIONS .....coveeiieiecieccece e 18 14 16 14
Financial liabilities..........cocoviiiiiiiiiicec e, 17 32 42 24 —
Pensions and employee benefits ..o 99 72 96 70
Deferred tax liabilities .........ccocvvvveveiiieiie e 635 _ 633 —
Other liabilities .......cccvvvviiiiiiic e 11 500 112 196 88
Total Habilities........cccccovviiiiiiiece e 6,367 3,831 5,900 2,244
Shareholders’ Equity
Share capital ........ccccovviiiiiiiiii 1,420 246 1,420 246
Retained earnings..........cccoeeverninneneienceneeneee 591 471 491 793
Contributed SUIPIUS.......ccooeiieiieee e 55 41 43 33
Accumulated other comprehensive income (loss) .... 109 (40) 89 (64)
Total shareholders’ equity ...............occeviiiniennen. 2,175 718 2,043 1,008
Total liabilities and shareholders’ equity.............. 8,542 4,549 7,943 3,252

(See accompanying notes to the unaudited interim Condensed Consolidated Financial Statements)



HUDSON’S BAY COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the thirty-nine weeks ended November 1, 2014 and November 2, 2013

(millions of Canadian dollars)

Operating activities
Net earnings (10ss) for the period ............ccoceorerrineniiiieinciene
Deduct: Income tax benefit............coovovvviviiiiiiicrrrnrnne
Add: FINANCE COSES ....vviiiiicicicice e
Operating income (loss) .
Net cash income taxes received (Paid)...........ccoererrrvreinncerineneas
Interest paid in Cash ...
Items not affecting cash flows:
Proceeds on sale of leasehold interests recognized
Depreciation and amortization.............c.ccceceevvncennneinciiinnen.
Net defined benefit pension and employee benefits expense.....
Other operating aCtiVities..........c.coerirrrireinnee e
(Gain) loss on sale and leaseback transaction and sale of assets
Share based COMPENSALION...........ceirirrireiire e
Redemption of share based compensation grants.............c.ccccceeena.
Changes in operating working capital:
(Increase) decrease in trade and other receivables...................
(Increase) decrease in inventories.............cco......
(Increase) decrease in other current assets
Increase (decrease) in trade and other payables, accrued
liabilities and Provisions ............cccoereeinnniiennneenns
Increase (decrease) in other liabilities ...........c.ccocevvriinrirenene.
Net cash outflow for operating activities..............ccovveccnnncrnnn.
Investing activities
Net cash outflow from capital investments:
Capital INVESIMENTS ..o
Proceeds from landlord inCentives............cccovvecrinrcicennnnnen.

Proceeds from lease terminations and other non-capital landlord
INCENTIVES. ...ttt
Proceeds from sale of assets ............cccccoeunne
Proceeds from sale and leaseback transaction............ .
Net cash inflow from (outflow for) investing activities ..................
Financing activities
Long-term loans and borrowings:
ISSUBD ..
REPAYMENTS ...
BOMTOWING COSES.......cvviiiiieieiiiiice e

Short-term loans and borrowings:
Net borrowings from asset-based credit facilities......................
Net decrease in other short-term borrowings ...........cccccecvevennee.

Dividends Paid..........cooveiiiiiiieeiece e
Net cash (outflow for) inflow from financing activities..................
Foreign exchange gain on cash..........cocovvevreiincine e
Increase (decrease) in cash..........
Transfer to continuing operations....
Increase (decrease) in cash..........
Cash at beginning of period... .
Cash at end of Period .........ccoceviiiiiiiiee e

(unaudited)
Nov 1, 2014 Nov 2, 2013
Notes (restated — see note 2)
Continuing Discontinued

operations operations Total
127 (214) (74) (288)
8,19 37) (10) (26) (36)
6 151 223 — 223
241 (1) (100) (101)

4 (4) 49 45
(102) (41) — (41)
— — (33) (33)

5 247 91 — 91
20 21 6 27
(5) ©) — ()

(308) — 16 16

16 12 8 — 8
16 — @ 4) (6)
(19) (15) 8 @)
(512) (306) 151 (155)
(47) (14) 5 9)
343 133 (192) (59)
6 — @ @
(120) (135) (96) (231)
(291) (180) — (180)

74 31 — 31
(217) (149) — (149)

51 — — —

35 — 3 3

18 650 — — —
519 (149) 3 (146)

_ 255 — 255
(516) (269) — (269)
— ®) — ®)
(516) (19) — (19)

176 407 — 407

(10) — — —

166 407 — 407
@7 (34) — (34

(377) 354 — 354

1 1 — 1
23 71 (93) (22)

— (93) 93 —
23 (22) — (22)

21 48 — 48

44 26 — 26

(See accompanying notes to the unaudited interim Condensed Consolidated Financial Statements)



HUDSON’S BAY COMPANY
NOTES TO THE UNAUDITED INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Thirteen and Thirty-nine Weeks Ended November 1, 2014

(unaudited)

NOTE 1. BASIS OF PREPARATION

Hudson’s Bay Company (“HBC” or the “Company”) is a Canadian corporation continued under the Canada Business
Corporations Act and domiciled in Canada. On July 16, 2008, HBC was acquired by Hudson’s Bay Trading Company, LP
(“HBTC”), a limited partnership now domiciled in the Cayman Islands. NRDC L&T B LLC (“L&T B”), a Delaware limited
liability company, is the managing partner of HBTC. HBTC had previously acquired Lord & Taylor Holdings LLC (“L&T”)
on October 2, 2006.

On November 4, 2013, the Company acquired Saks Incorporated (‘“Saks”) whereby all of the issued and outstanding shares
(other than shares owned by Saks and its subsidiaries) of Saks were purchased through Lord & Taylor Acquisition Inc.
(“L&T Acquisition™), a wholly-owned subsidiary of the Company for U.S.$16.00 per share in an all-cash transaction (the
“Acquisition”) valued at U.S.$2,973 million ($3,097 million), including debt assumed.

The Company owns and operates stores across Canada and the United States under Hudson’s Bay, Lord & Taylor, Saks Fifth
Avenue, Saks Fifth Avenue OFF 5TH (“OFF 5TH”) and Home Outfitters banners. The address of the registered office of
HBC is 401 Bay Street, Suite 500, Toronto, ON, M5H 2Y4.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

Statement of Compliance

The unaudited interim condensed consolidated financial statements have been prepared in accordance with International
Accounting Standard 34 — Interim Financial Reporting (“IAS 34”) as issued by the International Accounting Standards Board
(“‘TASB’’), and therefore, do not contain all disclosures required by International Financial Reporting Standards (‘‘IFRS’’) as
issued by the IASB for annual financial statements. Accordingly, certain information and note disclosures normally included
in annual financial statements prepared in accordance with IFRS have been omitted or condensed.

The preparation of unaudited interim financial statements in accordance with IAS 34 requires the use of certain critical
accounting estimates that require management to exercise judgment in applying the Company’s accounting policies. The
areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
unaudited interim financial statements have been set out in note 2 of the annual audited consolidated financial statements for
the year ended February 1, 2014.

The unaudited interim condensed consolidated financial statements were prepared using the same accounting policies and
methods as those used in the annual audited consolidated financial statements for the year ended February 1, 2014, except as
outlined below.

During the first quarter of fiscal 2014, the Company adopted IFRIC 21 — Levies (“IFRIC 21”) which was effective for
periods beginning on or after January 1, 2014 with a requirement for retrospective application. Given that clear interpretive
guidance on the application of IFRIC 21 is not yet available, the adoption of this standard required management to exercise
significant judgment. As a result, judgments made by management in determining the impact of this adoption included in the
Company’s reported results may vary materially on an inter-quarter basis from conclusive interpretive guidance if it becomes
available.

These unaudited interim condensed consolidated financial statements should be read in conjunction with the Company’s
audited annual consolidated financial statements for the year ended February 1, 2014.

These unaudited interim condensed consolidated financial statements were authorized for issuance by the Audit Committee
of HBC on December 8, 2014,



Accounting Standards Implemented in Fiscal 2014

Financial Instruments

In December 2011, the IASB amended 1AS 32 — Financial Instruments: Presentation (“IAS 32”) to clarify the requirements
that permit offsetting a financial asset and liability in the financial statements. The Company implemented IAS 32 at the
beginning of its 2014 fiscal year and the implementation did not have an impact on its results of operations, financial position
or disclosure.

In June 2013, the IASB amended IAS 39 — Financial Instruments: Recognition and Measurement (“IAS 39”), providing
guidance on novation of over-the-counter derivatives and continued designation for hedge accounting. The amendments to
IAS 39 must be applied retrospectively for annual periods beginning on or after January 1, 2014. The Company implemented
IAS 39 at the beginning of its 2014 fiscal year and the implementation did not have an impact on its results of operations,
financial position or disclosure.

Impairment of Assets

In May 2013, the IASB amended IAS 36 — Impairment of Assets (“IAS 36), providing guidance on recoverable amount
disclosures for non-financial assets. The Company implemented IAS 36 at the beginning of its 2014 fiscal year and the
implementation did not have an impact on its results of operations, financial position or disclosure.

Levies

In May 2013, the IASB issued IFRIC 21 providing guidance on the accounting for levies imposed by governments. The
interpretation clarifies that the obligating event that gives rise to a liability to pay a levy is the activity described in the
relevant legislation that triggers the payment of the levy. It also clarifies that a levy liability is accrued rateably over a
reporting period only if the activity that triggers payment occurs over such period, in accordance with the relevant legislation.

Property taxes are charged by a government in accordance with legislation, are based on underlying property value, and
include both real and personal property. As such, real and personal property taxes are within the scope of IFRIC 21. Prior to
the adoption of IFRIC 21, the Company recorded all property taxes rateably over the relevant tax year.

Property tax legislation in various jurisdictions in Canada does not clearly define a single obligating event that gives rise to a
liability to pay annual property taxes. As such, at any date within the year, the only amount of property taxes that an owner
can reasonably estimate they are liable for is a pro rata estimate of annual property taxes based on the number of days of
ownership. Rateable recognition of property taxes in Canada, therefore, continues to be appropriate under IFRIC 21.

In the majority of the U.S. tax jurisdictions in which the Company operates, the obligating event for real and personal
property taxes is ownership of the property on the day of the year for which the tax is imposed.

The Company implemented IFRIC 21 retrospectively in the first quarter of fiscal 2014. The impact of the implementation is
summarized as follows:

Consolidated Statements of Loss
Thirteen weeks  Thirty-nine weeks

ended ended Year ended
(millions of Canadian dollars, except per share amounts) Nov 2, 2013 Nov 2, 2013 Feb 1, 2014
Increase in selling, general and administrative eXpenses........c.ccccevvevvenee. D (8] (2)
Increase in income taxX benefit........ccocoovvoieeiini i — — 1
Increase in net 10ss — continuing OPerations ..........c.ccoceeeeeeieresencse s, (1) (1) (1)
INCrease iN NELT0SS.....ccuiiiiieie et e (1) (1) (1)
Net loss per common share - basic and diluted
ContinUING OPEFAtIONS......c.eiviieiiiirieienie et (0.02) (0.02) (0.02)



Consolidated Statements of Comprehensive Loss

Thirteen weeks Thirty-nine

ended weeks ended Year ended
(millions of Canadian dollars) Nov 2, 2013 Nov 2, 2013 Feb 1, 2014
INCrEASE IN NELIOSS ... (D) @ (D)
Decrease in currency translation adjustment ...........cccooevvireiineneinnciesenene — — (2)
Decrease in other comprehensive iNCOME .........coccoiireiineneiineneese e — — (2)
Increase in total comprenenSive 10SS........cooeiieierieiincncee e (1) (1) 3)
Consolidated Balance Sheets
(millions of Canadian dollars) Nov 2, 2013 Feb 1, 2014 Feb 2, 2013
Increase in goOAWIll .........c.ccveviie i — 5 —
Increase in deferred taX @SSELS .......cuvvviirriririirre s 4 — 4
Increase in other payables and accrued liabilities.........c..cccccvcvviiinnnnnne. 10 18 9
Decrease in deferred tax liabilities ..........cccccveveiiiiviicccece e — (5) —
Decrease in retained arnings .........ccoevrereireneinenerse e (5) (5) 4
Decrease in accumulated other comprehensive income ..........c.cccoe..... (1) (3) 1)

The impact of the implementation of IFRIC 21 for the thirteen and thirty-nine weeks ended November 1, 2014 was:

Thirteen weeks  Thirty-nine weeks

ended ended
(millions of Canadian dollars) Nov 1, 2014 Nov 1, 2014
Decrease in selling, general and administrative EXPENSES ........ccvvververeeresie e see e 2 —
Decrease in inCome taX DENETIL .......cccooiiiiii s (1) —
Decrease in net [0S — cONtiNUING OPEIatiONS .......civeeiieeieeriecie e st ee e s see e 1 —

New Accounting Standards Not Yet Implemented

Financial Instruments

In November 2009, the IASB issued IFRS 9 — Financial Instruments: Classification and Measurement (“IFRS 9°), which
contained requirements for financial assets. The IASB added requirements for financial liabilities in October 2010. IFRS 9
will replace 1AS 39 in its entirety. IFRS 9 uses a single approach to determine whether a financial asset or liability is
measured at amortized cost or fair value, replacing the multiple rules in IAS 39. For financial assets, the approach in IFRS 9
is based on how an entity manages its financial instruments in the context of its business model and the contractual cash flow
characteristics of the financial assets. The new standard also requires a single impairment method to be used, replacing the
multiple impairment methods in IAS 39. This standard is effective for annual periods beginning on or after January 1, 2018.
Early adoption is permitted. The Company is assessing the potential impact of this standard.

Revenue

In May 2014, the IASB issued IFRS 15 — Revenue from Contracts with Customers (“IFRS 15”), which provides a
comprehensive framework for recognition, measurement and disclosure of revenue from contracts with customers, excluding
contracts within the scope of the standards on leases, insurance contracts and financial instruments. IFRS 15 is effective for
annual reporting periods beginning on or after January 1, 2017, and must be applied retrospectively. Early adoption is
permitted. The Company is assessing the potential impact of IFRS 15.

NOTE 3. SEASONALITY

The Company’s operations are seasonal in nature. Accordingly, retail sales will vary by quarter based on consumer spending
behaviour. Historically, the Company’s revenues and earnings are highest in the fourth quarter due to the holiday season.
The Company is able to adjust certain variable costs in response to seasonal revenue patterns; however, costs such as
occupancy are fixed, causing the Company to report a disproportionate level of earnings in the fourth quarter. This business
seasonality results in quarterly performance that is not necessarily indicative of annual performance.



NOTE 4. ACQUISITION OF SAKS

The Company has not yet finalized the purchase price allocation for the acquisition of Saks, including goodwill and therefore,
the identifiable net assets acquired, disclosed in the Company’s financial statements for the year ended February 1, 2014 are
subject to change.

The analysis for the allocation of goodwill to groups of cash generating units (“CGUSs”) that will benefit from the synergies
from the acquisition has not yet been completed. The Company has selected a date in the fourth quarter as its effective annual
date for goodwill impairment testing.

During fiscal 2014, the Company identified measurement period adjustments based on new information relating primarily to
inventories. The impacts of the adjustments to previously reported amounts are as follows:

Consolidated Balance Sheets

(millions of Canadian dollars) Nov 4, 2013 Feb 1, 2014
INCIEASE 1N INVENEOIIES. .. .eiitiiite ittt et e s b e e be e e e se e st e e s teesteesteesbeebeenbeensesseesteesteens 21 22
Decrease in iNtANGIDIE SSELS........ciiiiiiiee e e (D) Q)
DECrease iN GOOUWIIL............oiiiiiii bbb bbb be e 9 (10)
Increase in other payables and accrued Habilities ..........cccooviiiiiiiiii e 8 8
Increase in deferred tax HabIlItIES .........c.coiviiiiiii e re e 3 3

NOTES5. DEPRECIATION AND AMORTIZATION

Thirteen weeks ended Thirty-nine weeks ended

(millions of Canadian dollars) Nov 1,2014 Nov2,2013 Nov1, 2014 Nov 2, 2013
Property, plant and eqUIPMENT .........ccooiiiiiiinieiee e 66 22 195 65
INtANGIDIE @SSELS.....eiieiie s 19 9 54 28

DEferred Creits ......o.viviiriiiireeesere s (D) — (2 (2)
84 31 247 91

NOTE 6. FINANCE COSTS

Thirteen weeks ended Thirty-nine weeks ended

(millions of Canadian dollars) Nov 1, 2014 Nov 2,2013  Nov 11,2014 Nov 2, 2013
Interest expense on long-term BOrrowings .........c.ccocvveeiieieiencnennne 31 7 96 21
Interest expense on short-term DOrFOWINGS ..........ccoovvererieienencneiens 5 5 16 14
Write-off of deferred financing costs (note 10)........cccevvveienencnennnns — — 18 6
Net interest on pensions and employee benefits ... — (1) 1 (3]
Penalties and fees on term 10ans (NOte 10) ........ccccevervirenvirenscnienns — — 12 —
INTEreSt INCOME ... 1) — (1) —
Total interest EXPENSE, NEL ....c..ocve e 35 11 142 40
Finance related costs on warrants (NOte 17) ......ccccevveeveerieneneiencnennens 12 7 9 18
Change in fair value of Equity Commitment Forwards (note 17) ........ — 104 — 153
Bridge financing transaction fees..........ccovviirciiiiiii e — 12 — 12
Acquisition-related fiNANCE COSES.........ovviiriiiiirie s 12 123 9 183
47 134 151 223

In connection with financing the Acquisition in fiscal 2013, the Company secured a bridge financing facility in the amount of
U.S.$900 million to fund potential delays related to closing the uncommitted equity and debt financing transactions.
Although the facility was not drawn upon, the Company incurred bridge financing transaction fees related to the facility
which were included in finance costs for the thirteen weeks ended November 2, 2013.
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NOTE7. CASH

For the purpose of the unaudited interim condensed consolidated statements of cash flows, cash includes cash on hand and in
banks. Cash as shown in the unaudited interim condensed consolidated balance sheets is comprised of the following:

(millions of Canadian dollars) Nov 1,2014  Nov2,2013 Feb1,2014  Feb 2, 2013

L@ TS o TSRS 30 25 19 43

RESIFICIEA CASN ... 14 1 2 5
44 26 21 48

NOTE 8. INCOME TAXES

Income tax benefit for the thirteen and thirty-nine weeks ended November 1, 2014 was $21 million and $37 million,
respectively (2013: $2 million and $10 million, respectively).

The effective income tax rate of 61.8% (2013: 1.6%) for the thirteen weeks ended November 1, 2014 increased compared to
the prior year primarily due to the effect of international tax rate differentials in the current year and non-deductible
permanent differences in the prior year, principally consisting of acquisition-related finance costs.

The effective income tax rate of (41.1%) (2013: 4.5%) for the thirty-nine weeks ended November 1, 2014 decreased
compared to the prior year primarily due to the favourable tax treatment related to the sale and leaseback transaction (note
18) and the effect of international tax rate differentials in the current year, offset in part by non-deductible permanent
differences in the prior year, principally consisting of acquisition-related finance costs.

NOTE 9. INVENTORIES

Inventories on hand at November 1, 2014, November 2, 2013, February 1, 2014, and February 2, 2013 were available for
sale. The cost of merchandise inventories recognized as expense for the thirteen and thirty-nine weeks ended November 1,
2014 was $1,126 million and $3,334 million, respectively (2013: $588 million and $1,696 million, respectively).

The write-down of merchandise inventories below cost to net realizable value as at November 1, 2014 was $36 million
(November 2, 2013: $22 million; February 1, 2014: $47 million; February 2, 2013: $34 million). There was no reversal of
write-downs previously taken on merchandise inventories that are no longer estimated to sell below cost. Inventory has been
pledged as security for certain borrowing agreements.

NOTE 10. LOANS AND BORROWINGS

The Company’s debt consists of Canadian and U.S. asset based revolving credit facilities, term loans, mortgages and finance
lease obligations.

a) Current loans and borrowings

(millions of Canadian dollars) Nov 1,2014 Nov2,2013 Febl, 62014 Feb2,2013
HBC Revolving Credit FACHIty .........cccoiirienineineeeee e 79 301 88 —
U.S. Revolving Credit FaCility..........cccveieieniniineeceee e 613 — 418 —
Lord & Taylor Revolving Credit Facility...........ccccoviviiiiiieiie e, — 250 — 138
Current portion of long-term loans and borrowings..........ccccveevvererenennns 19 20 54 10
711 571 560 148
LesS: UNAMOITIZEA COSES ....oviriiviriiiiiirieiecrie e (22) (13) (28) (16)
689 558 532 132
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The amounts outstanding and availability under the Company’s revolving credit facilities were as follows:

HBC Revolving Credit Facility

(millions of Canadian dollars) Nov 1, 2014 Nov 2,2013  Feb1,2014  Feb 2, 2013
Gross borrowing base availability ...........cccooveiiiieniiie, 581 672 479 561
DFAWINGS ..ttt bttt (79) (301) (88) —
Outstanding letters of Credit ..o (9) 9 (9) (15)
Borrowing base availability net of drawings and letters of credit .............. 493 362 382 546

As the HBC Revolving Credit Facility is available for and used to finance working capital requirements, capital expenditures
and other general corporate purposes, it has been classified in the unaudited interim condensed consolidated balance sheets as
part of current loans and borrowings. The Company is not required to repay the balance outstanding as at November 1, 2014
until the maturity date of June 15, 2017.

U.S. Revolving Credit Facility

(millions of Canadian dollars) Nov 1,2014  Feb 1, 2014
Gross borrowing base availability (U.S.$950) .......ccccoiiiiiriiiiiiieieiesee e 1,071 1,058
[ AT To TP SO TO TSP U VPO UPR PP (613) (418)
Outstanding etters OF Credit. ..o e an (9)
Borrowing base availability net of drawings and letters of credit...........cocooeviiininiiicece, 441 631

As the U.S. Revolving Credit Facility is available for and used to finance working capital requirements, capital expenditures
and other operating activities, it has been classified in the unaudited interim condensed consolidated balance sheets as part of
current loans and borrowings. However, the Company is not required to repay the balance outstanding as at November 1,
2014 until the maturity date of November 4, 2018.

Lord & Taylor Revolving Credit Facility

(millions of Canadian dollars) Nov 1,2014  Nov2 2013 Feb1, 2014  Feb2, 2013
Gross borrowing base availability (U.S.$350 through Nov 4, 2013).......... — 365 — 313
DIAWINGS ..ttt ettt bbbttt snns — (250) — (138)
Outstanding letters of Credit ..........cccoovevieiiii s — (8) — (2)
Borrowing base availability net of drawings and letters of credit .............. — 107 — 173

b) Long-term loans and borrowings

(millions of Canadian dollars) Nov 1,2014  Nov2 2013 Feb1, 2014  Feb2, 2013
SENIOr TErM LOAN B ...ttt ettt ere e sveeeree s 2,085 — 2,228 —
N [U Lo I T o - ST — — 334 —
YOrkdale MOMQage ... .ccviveieiiiie et 49 50 49 —
Lord & Taylor Mortgage (U.S.$250)........ccccvrrininniieneese e 282 261 279 249
HBC Term Loan (Canadian properties)........ccccecevveevieereeseesieerneseesnnesneens — 200 — 250
Lord & Taylor GE Capital Term Loan (U.S properties) .........ccccccevvervrnnn. — 208 — —
Lord & Taylor Term Loan (U.S. Properties) ......c.cccccvevvevvevesieesieesneseeenne. — — — 205
Other MOIGAGES . .eevverieeiieree sttt sre e sre e are e — 10 10 12
Real estate fiNaNCe 1€ASES.......c..evvieiireiieeeiere e 116 — 118 —
Equipment finance leases and Other ... 32 20 42 26
2,564 749 3,060 742
LeSS: UNAMOITIZEA COSES ......viverveiiirerieieire ettt (58) (10) (83) (13)
Less: amounts due Within ONe YEar...........cccocerviieinieii i (19) (20) (54) (10)
2,487 719 2,923 719
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On February 3, 2014, the Company repaid a mortgage outstanding with a final balloon payment of $10 million.

On February 25, 2014, proceeds from the sale and leaseback transaction described in note 18 were used to (1) retire in
entirety the Junior Term Loan, which bore interest at a rate of 8.25%, (2) permanently pay down U.S.$150 million of Senior
Term Loan B, currently bearing interest at a rate of 4.75% and (3) reduce the outstanding balance of the HBC Revolving
Credit Facility. In connection with the repayment of the Junior Term Loan and Senior Term Loan B, $18 million of deferred
financing costs were written off and $12 million of penalties and fees for early repayment were incurred (note 6).

NOTE 11. OTHER LIABILITIES

(millions of Canadian dollars) Nov 11,2014  Nov2,2013 Feb1, 2014  Feb2, 2013
Deferred landlord INCENLIVES..........cccviviieieece e 240 94 169 71
Deferred gain on sale and leaseback transaction ............cccccvcevvirennnninnn, 245 — — —
Deferred proceeds from lease terminations ...........ccocecvervinennicnenscnienns 32 — — —
Other deferred FEVENUE ........cciei ittt 12 14 13 15
(@] 1= gl =T o | L =TSSR 20 10 20 8
549 118 202 94
NON-CUITENE. .ottt 500 112 196 88
LGN =] o1 TSP URUTROURTIN 49 6 6 6
549 118 202 94

NOTE 12. SHARE CAPITAL

On September 17, 2014, June 19, 2014 and March 20, 2014 the Company’s Board of Directors declared a dividend of $0.05
per common share, which was paid on October 15, 2014, July 15, 2014 and April 15, 2014 to shareholders of record at the
close of business on September 30, 2014, June 30, 2014 and March 31, 2014, respectively.

On September 10, 2013 the Company issued 16,050,000 subscription receipts (“Subscription Receipts™) at a price of $17.15
per Subscription Receipt, for aggregate gross proceeds of $275 million. The gross proceeds included $11 million of
underwriters’ fees, fifty percent of which were paid on September 10, 2013. The balance of the proceeds were held in escrow
pending confirmation by the Company that the conditions precedent to completing the Acquisition contained in the definitive
merger agreement with Saks (“Merger Agreement”) had been satisfied. The gross proceeds from the Subscription Receipts
offering were presented as a current financial liability in the unaudited interim condensed consolidated balance sheet as at
November 2, 2013 (note 17). The balance of the proceeds, representing fifty percent of the underwriters’ fees and net
proceeds of $264 million are presented as restricted funds in the unaudited interim condensed consolidated balance sheet as at
November 2, 2013. Subsequent to the Acquisition, the Subscription Receipts were converted into common shares, and thus
transferred to equity.

On November 4, 2013, upon completion of the Acquisition, the Company issued 30,673,530 common shares for net proceeds
of $521 million (U.S.$500 million) to H.S. Investments L.P. (“HSILP”) and 15,376,471 common shares for net proceeds of
$261 million (U.S.$250 million) to West Face Long Term Opportunities Global Master L.P. (“WF Fund”). As the net
proceeds were received prior to the end of the quarter, the receipts were recognized as restricted funds and current financial
liabilities in the unaudited interim condensed consolidated balance sheet as at November 2, 2013.

The weighted average number of common shares outstanding for the thirteen and thirty-nine weeks ended November 1, 2014
was 182 million (2013: 120 million) for both basic and diluted earnings per share.

NOTE 13. RELATED PARTY TRANSACTIONS

Transactions between HBC and its subsidiaries, which are related parties, have been eliminated on consolidation and are not
disclosed in this note. Details of transactions with other related parties are disclosed below.

On May 6, 2011, a subsidiary of L&T Acquisition entered into a two year lease with SP 35 L.P. (the “Landlord”) for
approximately 31,000 square feet in Shrewsbury, NJ. The lease was amended on January 17, 2013 to include three renewal
options. The first two renewal options are for terms of two and three years, respectively, at an annual cost of U.S.$400
thousand. The third renewal option is for a term of five years at an annual cost of U.S.$500 thousand. The first renewal
option was exercised. Amounts charged to the Company under the rental arrangement for the thirteen and thirty-nine weeks
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ended November 1, 2014 were U.S.$100 thousand and U.S.$300 thousand, respectively (2013: U.S.$100 thousand and
U.S.$300 thousand, respectively). The Landlord is an affiliate of National Realty & Development Corp. (“NRDC”). Richard
Baker and Robert Baker, the principals of NRDC, are directors of the Company.

During the thirteen and thirty-nine weeks ended November 1, 2014, the Company recorded a receivable from HBTC of $300
thousand (2013: $300 thousand) relating to the reimbursement of expenses for services provided by HBC on their behalf.

On February 25, 2014, the Company closed its agreement to sell its downtown Toronto flagship retail complex and the
Simpson's Tower to an affiliate of The Cadillac Fairview Corporation Limited, an affiliate of HSILP, a shareholder of the
Company, for a purchase price of $650 million (note 18).

All of the above amounts have been recorded at the exchange value of the transaction.
NOTE 14. CONTINGENT LIABILITIES

As of November 1, 2014, the Company is involved in and potentially subject to various claims by third parties arising out of
the normal course and conduct of its business. Although such matters cannot be predicted with certainty, management
currently considers the Company’s exposure to such claims and litigation, tax assessments and reassessments, to the extent
not covered by the Company’s insurance policies or otherwise provided for, not to be material to the interim condensed
consolidated financial statements, but may have a material impact in future periods.

NOTE 15. SEGMENTED REPORTING

The Company has one reportable operating segment, Department Stores, which earns revenue from the sale of fashion
apparel, accessories, cosmetics and home products to customers in a similar target market. The Department Stores segment,
which includes Hudson’s Bay, Lord & Taylor, Saks Fifth Avenue, OFF 5TH and Home Ouitfitters, is managed by the Chief
Operating Decision Maker and supported by an integrated shared services function.

The following summarizes retail sales, operating income (loss), non-current assets and total assets by geographic area:

Thirteen weeks ended Thirty-nine weeks ended
(millions of Canadian dollars) Nov 1, 2014 Nov 2,2013  Nov1,2014 Nov2,2013
Total retail sales
(07 1T (o - H OSSP S TSRO PP 654 633 1,854 1,793
UNITEA SEALES.....eiiiiieice e sre s 1,259 351 3,683 1,023
1,913 984 5,537 2,816
Thirteen weeks ended Thirty-nine weeks ended
Nov 2, 2013 Nov 2, 2013
(restated — see (restated — see
(millions of Canadian dollars) Nov 1, 2014 note 2) Nov 1, 2014 note 2)
Total operating income (loss)
CANAAA ... 6 1) 263 (36)
UNITEO SEALES ...ttt 7 7 (22) 35
13 6 241 (1)
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Feb 1, 2014

Nov 2, 2013 (restated — Feb 2, 2013
(restated — seenote2  (restated — see
(millions of Canadian dollars) Nov1,2014  seenote2) _andnote 4) note 2)
Non-current assets®
(OF: T4 To VTSRS RPURPRRN 631 685 695 623
UNITEA SEALES ...vvcvveeieiecie ettt 4,683 1,027 4,617 957
5,314 1,712 5,312 1,580
Total assets
(08 T4 To - USSR 1,893 2,975 1,749 1,888
UNITEA SEALES ...vevieiieieecie et s 6,649 1,574 6,194 1,364
8,542 4,549 7,943 3,252

(1) Excludes deferred tax assets and pensions and employee benefits

NOTE 16. SHARE BASED COMPENSATION

Senior executive option transactions were as follows:
Thirty-nine weeks ended

Nov 1, 2014 Nov 2, 2013
Weighted average Weighted average

Number of options exercise price Number of options exercise price
Outstanding at beginning of year............c.c.ccceeueee 6,562,603 $17.13 6,090,500 $17.00
Granted ........coovvviiriccr e 2,063,548 $17.48 402,652 $17.07
EXErCISed .....oovvviiiiiricicircce s — — — _
FOrfeited..... oo (608,871) $17.01 (495,500) $17.00
D o1 £ TSRS — _ _ _
Outstanding at end of period...........ccccccvivnrerirnnen. 8,017,280 $17.23 5,997,652 $17.00

Share options exercisable at end of period............. _ _ _ _

During the thirteen and thirty-nine weeks ended November 1, 2014, the grant date fair values of senior executive options
granted were $1 million and $10 million, respectively.

The following table summarizes information about the senior executive share options outstanding and exercisable as at
November 1, 2014:

Weighted average
remaining

Number of contractual life Weighted average  Number exercisable Weighted average
Range of exercise prices outstanding options (years) exercise price at Nov 1, 2014 exercise price
$17.00t0 $17.49 ....oviiriiin 5,926,553 7.96 $17.01 — —
$17.50t0$17.99 ..o 1,501,364 6.51 $17.61 — —
$18.00 t0 $18.85......ccvrviiriinnn 589,363 9.15 $18.47 — —
Total.oiii 8,017,280 7.77 $17.23 — —
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Other management option transactions were as follows:

Thirty-nine weeks ended

Nov 1, 2014 Nov 2, 2013
Weighted average Weighted average
Number of options exercise price Number of options exercise price
Outstanding at beginning of year............cc.ccccoenen. 969,600 $17.03 929,800 $17.00
(€] 01 (1o [P RTRP 1,021,600 $17.55 197,000 $17.17
EXErCISEA ..o — — — —
FOrfeited..... ..o (121,400) $17.06 (112,800) $17.00
EXPIred....cooviiieiiicce s — _ _ _
Outstanding at end of period...........ccccccvvenerirennen. 1,869,800 $17.31 1,014,000 $17.03

Share options exercisable at end of period............. _ _ _ _

During the thirteen and thirty-nine weeks ended November 1, 2014, the grant date fair value of other management options
granted was $100 thousand and $5 million, respectively.

The following table summarizes information about the other management share options outstanding and exercisable as at
November 1, 2014:

Weighted average
remaining

Number of contractual life Weighted average  Number exercisable  Weighted average
Range of exercise prices outstanding options (years) exercise price at Nov 1, 2014 exercise price
$17.00t0 $17.49 ..o, 976,200 5.40 $17.04 — —
$17.50 10 $17.99 .cooorrirrrrrirnen, 893,600 6.51 $17.61 — —
Total. oo 1,869,800 5.93 $17.31 — —

The assumptions used to measure the fair value of senior executive and other management options granted during the thirteen
weeks ended November 1, 2014 under the Black-Scholes option pricing model at the grant date were as follows:

Dividend Yield ......ccoeoeviiiiiriieeee e 1.16%
Expected share price volatility..............cccoccevnees 25%

Risk-free interest rate..........cocoeevvevevrereenennnesnnnenn 1.52%
Expected life of options.........ccccocvvvvvie e, 5 years

In addition, nil (2013: nil and $6 million, respectively) was paid during the thirteen and thirty-nine weeks ended November 1,
2014 related to the redemption of long-term incentive plan units. The liability for future payments related to these
redemptions as at November 1, 2014 was nil (November 2, 2013: $2 million; February 1, 2014: nil; February 2, 2013: $8
million).

During the thirteen and thirty-nine weeks ended November 1, 2014, the Company granted 20,566 and 1,036,937 performance
share units (“PSUs”) (2013: nil and 673,700, respectively) with grant date fair values of $400 thousand and $18 million,
(2013: nil and $10 million).

During the thirteen and thirty-nine weeks ended November 1, 2014, the Company granted 15,886 and 269,918 restricted
share units (“RSUs”) (2013: nil and 32,647, respectively) with grant date fair values of $300 thousand and $5 million,
respectively (2013: nil and $1 million, respectively). The fair values of the grants were determined based on the Company’s
share price at the date of grant. RSUs were granted under similar terms and conditions as those granted concurrently with the
initial public offering.
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Total share based compensation expense for the thirteen and thirty-nine weeks ended November 1, 2014 is summarized as
follows:

Thirteen weeks ended Thirty-nine weeks ended

Nov 1, 2014  Nov 2, 2013 Nov 1, 2014  Nov 2, 2013

SHAre OPLIONS. ... .cviiveicicie e e 4 2 8 5
DSUs, Phantom shares, PSUs and RSUS .......cccccccvviiieeiie e 2 1 4 3
6 3 12 8

NOTE 17. FINANCIAL INSTRUMENTS

The fair value of the HBC Revolving Credit Facility, U.S. Revolving Credit Facility, Lord & Taylor Revolving Credit
Facility, Senior Term Loan B, Junior Term Loan, Yorkdale Mortgage, HBC Term Loan, Lord & Taylor Mortgage, Lord &
Taylor Term Loan and other mortgages are valued using a discounted cash flow model, taking into consideration the fixed
interest rate spread included in the related debt compared to fixed interest rate spreads on similar debt available in the market
at the balance sheet dates. These instruments are classified within Level 2 of the fair value hierarchy.

As at November 1, 2014, November 2, 2013, February 1, 2014 and February 2, 2013, the carrying value and fair value of
these debt instruments were:

(millions of Canadian dollars) Nov 1,2014 Nov2,62013 Febl, 2014 Feb 2, 2013
Carrying ValUe..........ooiiiiieie s 3,108 1,280 3,406 854
FaIr VAIUE ... 3,116 1,280 3,446 857

Cash, restricted cash, trade and other receivables, trade payables and other payables and accrued liabilities are financial assets
or liabilities that are carried at other than fair value in the unaudited interim condensed consolidated balance sheets. The fair
value of these financial assets and liabilities approximate their carrying values at the balance sheet dates due to their short-
term nature.

The fair values of foreign currency options, interest rate swaps, forward foreign currency contracts and warrants reflect the
estimated amounts that the Company would receive or pay if it were to settle the contracts at the reporting date and are
determined using valuation techniques based on observable market input data. The fair values of embedded foreign currency
derivatives reflect the estimated amounts the Company would receive or pay to settle forward foreign exchange contracts
with similar terms using valuation techniques which utilize observable market input data. These instruments are classified
within Level 2 of the fair value hierarchy.

As at November 1, 2014, November 2, 2013, February 1, 2014 and February 2, 2013, the fair value and carrying value of
derivative financial assets and financial liabilities were:

(millions of Canadian dollars) Nov 1,2014 Nov2,2013 Feb1,2014 Feb 2, 2013
FINANCIAL ASSELS ....vvieieeeiie ettt e s et e e s et e e s sraee s 9 4 8 3
Financial HabilitieS.......c.covviiiiiiiiiecie ettt 32 172 25 1

Current and non-current financial liabilities are summarized in the following tables and discussed below:

Financial liabilities — current

Nov 1, Nov 2, Feb 1, Feb 2,

(millions of Canadian dollars) 2014 2013 2014 2013
Gross proceeds from Subscription Receipts (N0te 12) ......ccoeveevveieiie e — 275 — —
Proceeds from HSILP and WF Fund in advance of common shares issuance (note — — —

) bbb 782

Fair value of Equity Commitment FOrWards ............cocooirieiieiinene e — 130 — —
Fair value of embedded foreign currency derivatives ...........ccccooeieieniienicicneiee — — 1 1
— 1,187 1 1
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Financial liabilities — non-current

Nov 1, Nov 2, Feb 1, Feb 2,

(millions of Canadian dollars) 2014 2013 2014 2013
Fair value of 1.5 million warrants issued t0 HSILP ...........cccoceveviiiiie i 7 9 5 —
Fair value of 5.25 million warrants issued to HSILP and WF Fund............cccocoeveenne.. 25 33 19 —
32 42 24 —

Gross proceeds from the sale of Subscription Receipts which totaled $275 million (note 12) resulted in the presentation of a
financial liability as at November 2, 2013 in the unaudited interim condensed consolidated balance sheet. Due to its short-
term nature, the fair value of this financial liability approximates its carrying value as at November 2, 2013.

As net proceeds of $521 million (U.S.$500 million ) from HSILP and $261 million (U.S.$250 million) from WF Fund were
received in advance of the issuance of common shares, the Company recognized the receipt of the cash as a financial liability
in the unaudited interim condensed consolidated balance sheet as at November 2, 2013. Due to its short-term nature, the fair
value of this financial liability approximates its carrying value as at November 2, 2013.

Certain features of the warrants issued in connection with the Acquisition result in the warrants being presented as derivative
financial liabilities recorded at fair value in the unaudited interim condensed consolidated balance sheets.

During the thirteen and thirty-nine weeks ended November 1, 2014, in relation to the 1.5 million warrants issued to HSILP
concurrently with the Merger Agreement (“Merger Agreement Warrants”), the Company recognized finance related costs of
$3 million and $2 million, respectively (2013: $2 million and $9 million, respectively) representing mark to market
adjustments to the fair value as at November 1, 2014. As at November 1, 2014, the fair value of the Merger Agreement
Warrants was $7 million (November 2, 2013: $9 million, February 1, 2014: $5 million; February 2, 2013: nil).

In relation to the 5.25 million warrants issued to HSILP and WF Fund on November 4, 2013 upon closing of the transaction
(“Acquisition Warrants”), the Company recognized finance related costs during the thirteen and thirty-nine weeks ended
November 1, 2014 of $9 million and $7 million, respectively (2013: $5 million and $9 million, respectively), representing the
mark to market adjustments to the fair value as at November 1, 2014. As at November 1, 2014, the fair value of the
Acquisition Warrants was $25 million (November 2, 2013: $33 million; February 1, 2014: $19 million: February 2, 2013:
nil). The Company will continue to record mark to market gains and losses on the warrants until the earlier of the date of
exercise or expiry.

The fair values of the warrants were determined using the Black-Scholes option pricing model using the assumptions outlined
in the table below.

Equity commitments from HSILP and WF Fund required the Company to issue its common shares at a future date at $17.00
per share (subject to adjustment in certain limited circumstances). Due to the variability of the share issue price and certain
other features of the investment agreements with HSILP and WF Fund, forwards (“Equity Commitment Forwards™) were
recognized and accounted for as derivative financial instruments. On the date of the execution of the Merger Agreement, the
Equity Commitment Forwards were determined to be in an asset position. During the thirteen and thirty-nine weeks ended
November 2, 2013, the Company recognized an expense of $104 million and $153 million, respectively representing mark to
market adjustments. As at November 2, 2013, the fair value of the Equity Commitment Forwards was a liability position of
$130 million. The fair values were determined using a forward pricing model using the assumptions outlined below. The
Company continued to record mark to market gains and losses on the Equity Commitment Forward until the commitment
period ended on November 4, 2013.

The assumptions related to the valuation of the warrants issued are as follows:

Share price — November 1, 2014 ........ccccocvvivviviveieenee e $19.56
Share price — February 1, 2014 ......cccooeviiiniieieeieeee e $16.47
Share price — November 2, 2013 ... $19.82
Share price — JUly 26, 2013......ccccovrvvrirerererereieee e $16.49
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Nov 1, 2014 Nov 2, 2013 Feb 1, 2014

Expected warrant volatility — Merger Agreement Warrants 24% 29% 27%
Expected warrant volatility — Acquisition Warrants............ 24% 30% 27%
Expected Equity Commitment Forward volatility .............. — 64% —
Dividend Yield ... 1.02% 1.01% 1.31%
Risk free INterest rate .......cocvvvevreiiiniisiseseseee s 1.40% 1.58% 1.21%
Expected life — Merger Agreement Warrants..................... 3.8 years 4.8 years 4.5 years
Expected life — Acquisition Warrants ............ccccoeeevrennnnn, 4.0 years 5.0 years 4.8 years
Expected life — Equity Commitment Forwards .................. — uptoNov4, 2013 —

In connection with the Saks mortgage transaction (note 21), the Company entered into an interest rate swap lock forward
contract (the “Rate Lock™) during the thirteen weeks ended November 1, 2014, that resulted in the Company fixing the
interest rate to be paid over the term for a portion of the mortgage. The Company designated the Rate Lock as a hedge of the
cash flows from the forecasted proceeds of the Saks mortgage transaction. The Saks mortgage is expected to take effect in
the Company’s fourth quarter. The hedging relationship was assessed to be highly effective and as at November 1, 2014, a
net unrealized gain of $1 million, with a related deferred tax liability of $nil was included in other comprehensive income
representing the mark-to-market adjustment to fair value from the date of execution of the Rate Lock, October 10, 2014 to
November 1, 2014. The amounts retained in other comprehensive income in respect of the Rate Lock are expected to mature
and affect the statement of profit or loss in the Company’s fourth quarter once the Saks mortgage takes effect.

The fair value of the Rate Lock was determined using a valuation technique that employs the use of market observable inputs
and based on the differences between the contract rate and the market rates as at the period-end date, taking into
consideration discounting to reflect the time value of money.

NOTE 18. SALE AND LEASEBACK TRANSACTION

On February 25, 2014, the Company sold its downtown Toronto flagship retail complex and the Simpson’s Tower located at
401 Bay Street to an affiliate of The Cadillac Fairview Corporation Limited for a purchase price of $650 million. The
Company has leased the entire retail and office complex back for a base term of twenty-five years with renewal options of up
to approximately twenty-five years. Proceeds of the transaction were used to retire in entirety the Junior Term Loan, which
bore interest at a rate of 8.25%, permanently pay down U.S.$150 million of the Senior Term Loan B, currently bearing
interest at a rate of 4.75% and reduce the outstanding balance of the HBC Revolving Credit Facility.

The total gain on the sale and leaseback transaction was $560 million, $308 million of which was recognized immediately in
the unaudited interim condensed consolidated statement of (loss) earnings. The remaining $252 million of the gain was
deferred and is being amortized over the term of the lease as a reduction in rent expense. The current and non-current
portions of the deferred gain are included in other liabilities in the unaudited interim condensed consolidated balance sheet.

NOTE 19. DISCONTINUED OPERATIONS

Thirteen weeks ended Thirty-nine weeks ended

(millions of Canadian dollars) Nov 1,2014 Nov2,2013 Nov1, 62014 Nov2,2013
Net earnings (loss) from discontinued operations before sale of leasehold

INterests, NEt OF tAXES .....vvive i — 1 — (102)
Sale of leasehold interests, net of taxes of nil and nil (2013: nil and $4

MITTION) . — — — 28
Net earnings (loss) for the period — discontinued operations, net of

L2 DS TP PPPPPPPPRt _ 1 _ (74)
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Thirteen weeks ended Thirty-nine weeks ended

(millions of Canadian dollars) Nov1,2014 Nov2 2013 Novl, 2014 Nov2, 2013
RELAIN SAIES ... — — — 146
COSt OF SAIES ...t — — — (162)
Selling, general and administrative eXPENSES.......ccvvvrereerreieerierieseeseseaneas — — — (116)
OPEratiNg [0SS......civiviitiiiiicie et — — — (132)
FINANCE INCOME ...ttt ettt et — 1 — —
Earnings (10ss) before iNnCOME taX.......c.ccocvvveivevene s — 1 — (132)
INCOME taX DENETIL.....c.ei i — — — 30
Net earnings (loss) from discontinued operations before sale of

leasehold interests, Net Of tAXES ........ccecvveiviiieiic i _ 1 _ (102)

NOTE 20. NEW CREDIT CARD AGREEMENT

During the thirteen weeks ended November 1, 2014, the Company entered into a co-branded and private label credit card
agreement with Capital One Financial Corporation (“Capital One™), subject to certain closing conditions that resulted in
Capital One becoming the exclusive issuer for both private label and co-branded credit cards at all Company banners,
including Hudson’s Bay, Lord & Taylor, Saks Fifth Avenue, OFF 5TH and Home Ouitfitters. The agreement has an effective
date of January 1, 2015 with an initial term of seven years followed by automatic successive options to renew each for a term
of one year unless either the Company or Capital One provides written notice to terminate.

NOTE 21. SUBSEQUENT EVENTS

On December 3, 2014, the Company obtained a U.S.$1.25 billion, 20-year mortgage on the ground portion of its Saks Fifth
Avenue flagship store in New York City, located at 611 Fifth Avenue (the “Saks Mortgage”) with Bank of America as the
administrative agent. The Saks Mortgage matures December 3, 2034, carries a fixed interest rate of less than 4.40% and
requires interest only payments. The mortgage is secured by the first mortgage lien on the fee interest in the property,
together with all ground lease rents, profits and revenue. Net of associated fees and expenses, all proceeds from the Saks
Mortgage were utilized to permanently pay down U.S.$1.2 billion of Senior Term Loan B. In connection with the
repayment, approximately $34 million of deferred financing costs will be written off.
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