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Forward-Looking Statements

This Management's Discussion and Analysis (“MD&A”) contains certain
Jorward-looking statements. By their nature, forward-looking statements
require us to make assumptions and are subject to inherent risks and
uncertainties. Please refer to the section titled “Caution Regarding
Forward-Looking Statements” contained at the end of this MD&A for a
discussion of such risks and uncertainties and the material factors and
assumptions related to the forward-looking statements.

This report discusses the financial and operating results for the Greater Toronto Airports
Authority (“GTAA”) for the year ended December 31, 2006 and should be read in
conjunction with the Consolidated Financial Statements of the GTAA for the years ended
December 31, 2006 and 2005 and the Annual Information Form for the year ended
December 31, 2006. These documents provide additional information on certain matters
which may or may not be discussed in this report. Additional information relating to the
GTAA, including the Annual Information Form and the Consolidated Financial
Statements referred to above, is available on SEDAR at www,sedar.com. The GTAA’s
Consolidated Financial Statements and MD&A are also available on its website at
WwWw.gtaa.com,

CORPORATE PROFILE

The GTAA was incorporated in March 1993 as a corporation without share capital, and
recognized as a Canadian Airport Authority by the federal government in November
1994, The GTAA is authorized to operate airports within the Greater Toronto Area
(“GTA”) on a commercial basis, to set fees for their use and to develop and improve the
facilities. In accordance with this mandate, the GTAA currently manages and operates
Toronto Pearson International Airport (the “Airport” or “Toronto Pearson™).

The responsibilities of the GTAA for the operation, management and development of
Toronto Pearson are set out in the ground lease with the federal government which was
executed in December 1996 (the “Ground Lease”). The Ground Lease has a term of 60
years, with one renewal term of 20 years. The GTAA’s priorities are to operate a safe,
secure and efficient Airport and to ensure that the facilities provide the necessary
services, amenities, and capacity for current and future air travel requirements for the
GTA.
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BUSINESS STRATEGY AND MISSION

The GTAA remains focused on providing quality aviation facilities at Toronto Pearson,
recognizing that the region’s current and future demand for air travel is expected to
continue to grow. To meet this anticipated demand the GTAA has undertaken the
Airport Development Program (“ADP”), completed in January 2007, as well as the
redevelopment of Terminal 3. The GTAA is committed to fulfilling its mandate in a
fiscally responsible manner., This commitment is expressed in the GTAA mission
statement.

“To develop and operate for the public benefit, an airport system
which supports the economic development and cultural diversity
of south central Ontario and Canada, providing aviation facilities
and services that achieve:

The highest standards of safety and security;
Excellence in customer service;

Environmental stewardship and sustainability; and
Cost effectiveness and efficiency.

This mission will be achieved through:
o Developing a skilled and dedicated work force;
e Maximizing technology innovation; and
e Excellence in corporate governance.”

The mission of the GTAA establishes its operational priorities and guides its capital
decision making. The GTAA’s strategy places priority on fiscal management and facility
and service development. The much needed redevelopment of Toronto Pearson has
required the GTAA to borrow extensively and the management of this financial
commitment is a central issue for the corporation. The GTAA recognizes the need to
manage costs, maximize non-aeronautical revenues, and optimize the use of new
facilities and, over time, to reduce the magnitude of outstanding debt.

The ADP, a major capital program which included the construction of passenger
facilities, runways, taxiways, utilities, roadways and other facilities, and the
redevelopment of Terminal 3 and other capital projects have required ongoing capital
funding. The GTAA is a non-share capital corporation and therefore has established a
program to access the debt capital markets on an ongoing basis to fund its various capital
programs. The criteria, covenants and restrictions for financing by the GTAA are set out
in the master trust indenture (the “Trust Indenture™) and are described in the section on
Liquidity and Capital Resources. With the ADP now complete and redevelopment of
Terminal 3 in its final stages, it is anticipated that over the next several years any
additional indebtedness will be used to fund expenditures related to the repair and
maintenance of existing facilities and smaller scale new capital investments to improve
operations at the Airport or generate additional non-aeronautical revenues,
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SIGNIFICANT EVENTS

A number of significant events transpired in 2006 which had an impact on the GTAA’s
operations or financial results or which may affect future results. In addition to the
events discussed in this section, certain construction projects were completed and these
are discussed in the section on the Airport Development Program and Capital Projects.

On February 28, 2006, the GTAA completed a debt issue of five-year Medium Term
Notes (“MTNs”) in the amount of $250 million. The proceeds were used to fund the
rescrve requirements, repay the syndicated bank facility and fund capital expenses.

In July 2001, the GTAA and Boeing Canada Operations Ltd. (formerly Boeing Toronto,
Ltd.) (“Boeing”) entered into an agreement whereby Boeing agreed to sell to the GTAA
45.73 hectares of land adjoining the Airport for a total price of $30.0 million. The land is
to be transferred to the GTAA in stages and the first transfer of 16.1 hectares for $8.0
million occurred in May 2006. While the GTAA retains a leasehold interest in the land,
title to this first parcel has been transferred to the federal government as required under
the terms of the Ground Lease.

Effective June 1, 2006, the GTAA took over the direct day-to-day management of
Terminal 3. Previously Terminal 3 had been managed by TBI Canada under a contract
which was initially in place when the GTAA acquired Terminal 3 in 1997, Consolidating
the management of all terminals at the Airport under the GTAA is expected to provide
the opportunity to increase operational efficiency and reduce costs in the future.

In June 2006, the Supreme Court of Canada released its decision unanimously upholding
the rights of Canadian Airport Authorities, including the GTAA, to seize and detain
leased aircraft operated by an air carrier who had defaulted in the payment of fees and
charges to the Airport Authority. This decision arose from the insolvency of Canada
3000, which filed for bankruptcy in November 2001, owing the GTAA $12.8 million. In
upholding the right of Canadian Airport Authorities to seize and detain leased aircraft, the
Supreme Court of Canada referred the matter to the original motions judge for an order
that would have allowed the Airport Authorities to cash certain security posted at the time
of the bankruptcy by the aircraft lessors in lieu of the aircraft themselves, In December,
2006, one group of aircraft lessors challenged the right of the motions judge to issue an
order allowing for the security to be cashed by the Airport Authorities. Following a
hearing of the matter, the motions judge rejected the aircraft lessors’ position. The
aircraft lessors have appealed this decision to the Ontario Court of Appeal. A date for the
hearing of the appeal has not been set.

In a related matter, the GTAA has filed a claim for approximately $5.7 million,
representing all amounts owed by Jetsgo Corporation at the time of its bankruptcy for
outstanding landing fees, terminal charges, rent and approximately $2.5 million in AIF
revenue. The GTAA and other Canadian Airport Authorities obtained a court order
which segregates the sale proceeds of certain Jetsgo aircraft for unsecured creditors
including the GTAA. It is expected that the question of whether the proceeds of the sale
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of the aircraft can be applied to the debt owing by Jetsgo to Canadian Airport Authorities
including the GTAA, will be determined in court proceedings to be held in 2007,

On June 15, 2006 Bill C-20, entitled the Canada Airports Act was tabled before
Parliament. This Bill is largely based upon Bill C-27 which was tabled before
Parliament, but expired on the order paper in 2003, If enacted into law, Bill C-20 would
regulate all Canadian Airport Authorities, including the GTAA, by establishing specific
requirements for corporate governance, the process for setting rates and charges and the
management of their facilities. The GTAA has presented its position to Transport
Canada on the proposed legislation. Bill C-20 did not receive second reading in 2006,
nor was it referred to committee. The precise legislative timetable for Bill C-20 is
uncertain.

On July 13, 2006, those GTAA employees represented by the Public Service Alliance of
Canada Local 00004 ratified a new four-year collective agreement covering the period
from August 1, 2006 to July 31, 2010.

In August 2006, responding to alleged terrorist threats in the United Kingdom, the
Government of Canada implemented enhanced aviation security measures at all airports
across Canada, including Toronto Pearson. After an initial ban on all liquids, gels and
aerosols in carry-on baggage, modified security measures were implemented allowing for
liquids, gels and aerosols but restricting the type and amount that can be carried by
passengers onto the aircraft. During the period of the initial ban, sales at duty free and
some other retail and food and beverage operations at the Airport were severely affected
which also affected the rents paid by the operators of these concessions to the GTAA.
The current security measures allow for the sale of liquids, gels and aerosols, which can
be taken onto the airplane, in the areas of the Airport located beyond passenger screening
points, minimizing the impact on concession sales and rents,

On September 20, 2006 CanlJet Airlines ceased all scheduled passenger operations.
CanlJet continues to operate charter flights from the Airport.

On October 24, 2006 the GTAA completed a debt issue in the amount of $350 million. A
portion of the proceeds from the issuance of these two-year floating rate MTNs was used
to fund reserve requirements and to repay the syndicated bank facility. The remainder of
the proceeds is being used to fund capital expenses.

Subsequent to the end of 2006, on January 1, 2007, the GTAA increased the Airport
Improvement Fee (“AlIF”) charged to passengers originating their journey at Toronto
Pearson from $15.00 to $20.00. The AIF for connecting passengers remains unchanged
at $8.00.

Effective February 1, 2007, the Board of Directors appointed Dr. Lloyd McCoomb as
President and Chief Executive Officer of the GTAA. Dr. McCoomb replaces Mr. John
Kaldeway who had previously announced his intention to retire. With over 35 years
experience in transportation and engineering management, Dr. McCoomb was most
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recently Vice President, Planning and Development at the GTAA and was responsible for
the successful completion of the ADP.

The GTAA purchased 9.7 hectares of land adjacent to Bramalea Road and the Airport for
$15.3 million on February 16, 2007. This land was formerly owned by the York Skeet
Club and is located to the west of the FedEx cargo facility. The vendor completed an
environmental remediation of the lands and transferred the land to Transport Canada.
Transport Canada added these lands to the lands leased by the GTAA under the Ground
Lease.

On March 7, 2007, the GTAA Members, on the recommendation of the Audit Committee
and the Board, appointed PriceWaterhouseCoopers LLP to serve as auditors of the
GTAA. Deloitte & Touche LLP had previously served as the GTAA’s auditors,
including in respect of its financial year ended December 31, 2006. There were no
reservations in Deloitte & Touche LLP’s audit reports for either of the GTAA’s two most
recently completed financial years, and there were no “reportable events” (as such term is
defined in the Canadian Securities Administrators’ National Instrument 51-102 (“NI 51-
102”)) in connection with the change of auditors. A complete reporting package relating
to the change of the auditors, as required pursuant to NI 51-102, can be accessed through
SEDAR at www.sedar.com.

Each of PriceWaterhouseCoopers LLP and Deloitte & Touche LLP is independent in
accordance with the Rules of Professional Conduct of the Institute of Chartered
Accountants of Ontario.

OPERATING ACTIVITY

The GTAA monitors passenger activity levels and aircraft movements, including the type
and size of aircraft, as both passenger and aircraft activity have a direct impact on
financial results. Passenger activity has recovered from a recent low in 2003 of 24.7
million passengers, caused by the impact of the terrorist attacks of September 11, 2001,
and the outbreak of Severe Acute Respiratory Syndrome (“SARS”) in Toronto in 2003
and the related travel advisories. The Airport has recorded an average compound
passenger growth rate of 7.8 per cent from 2003 to 2006.

Total passenger traffic at the Airport in 2006 was 31.0 million passengers, an increase of
3.5 per cent from the 2005 level of 29.9 million passengers. Each of the three traffic
sectors at the Airport demonstrated passenger growth during 2006, The domestic sector,
or passengers travelling within Canada, showed year-over-year growth of 4.3 per cent in
2006. The transborder sector, or passengers travelling between Canada and the United
States, grew at a 1.4 per cent year-over-year rate. The greatest growth was in the
international sector, or passengers travelling between Canada and destinations outside of
Canada and the United States, which in 2006 was up 4.6 per cent over 2005,
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Total passengers in each sector for 2006 and 2005 respectively were:

Passengers in millions

2006 2005
Domestic 13.5 12.9
Transborder 8.9 8.8
International 8.6 8.2
Total 31.0 29.9

In addition to the annual change, there are some seasonal fluctuations in travel patterns
such as increased activity during the summer months and holiday periods. The following
graph illustrates the quarterly passenger levels (in thousands), by sector, for the past three
years:
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Flight activity is measured by aircraft movements, including the type and size of aircraft,
which determines the Maximum Takeoff Weight (“MTOW™) and the number of seats.
These measures are used to calculate airline charges for each flight. Total movements in
2006 increased by 2.1 per cent over 2005. MTOW for 2006 was 13.1 million tonnes, as
compared to 12.8 million tonnes in 20035, an increase of 2.1 per cent. Total arrived seats
increased 1.4 per cent in 2006 compared to 2005. During the past several years airlines
have been adjusting their fleet mixes and flight schedules in order to improve their
financial performance, resulting in airline load factors, or the ratio of passengers to seats,
steadily increasing. As a result, the growth in MTOW and arrived seats has not kept pace
with the growth in passengers. With airlines now operating at historically high load
factors, there was some evidence in 2006 that the growth rates of MTOW, arrived seats
and passengers are becoming more closely aligned.
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The following graph illustrates the arrived seats, MTOW and movements (in thousands)
for the past three years, by quarter:
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In November, 2006 the Government of Canada announced its “Blue Sky” policy whereby
the federal government intends to proactively pursue opportunities to negotiate more
liberalized agreements for international scheduled air transportation. This policy
initiative is expected to provide increased opportunities for passenger and cargo service
to be added at Toronto Pearson as market demand warrants.

On January 23, 2007, new regulations came into force requiring all air passengers
entering the United States to possess a valid passport or other U.S. government approved
identity card. Previously, Canadians and Americans could enter the U.S. using birth
certificates or other non-passport documents. This new requirement is expected to have a
short-term negative impact on transborder air travel. The GTAA has reflected this
development in its 2007 operating activity forecasts.

RESULTS OF OPERATIONS

The following section discusses the GTAA’s approach in setting its aeronautical rates and
charges, together with its financial results. In reviewing the financial results, it is
important to note that the GTAA is a non-share capital corporation. Accordingly, the
GTAA’s financial model is based on the premise that all funds, whether generated
through revenue or debt, will be used for Airport operations, ancillary aviation related
activities, construction, repairs and maintenance, debt payments, reserve funds, and other
activities within the GTAA’s mandate.

Rate Setting Approach

The objective of the GTAA’s rate setting approach is to break-even on a modified cash
basis after including the reserve and debt requirements as set out in the Trust Indenture.
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Aeronautical rates and charges are set by the GTAA annually to cover the projected
operating costs on a break-even cash basis for each year. To calculate the rates and
charges for a given year, projections are developed for measures of Airport operating
activity such as passengers, MTOW and arrived seats, non-aeronautical revenue and
operating costs. Operating costs include debt service (interest and principal) for those
assets which are operational, but do not include non-cash items such as amortization of
capital assets. Capital costs, including interest for projects under construction, are funded
through debt and are not included in the calculation of the aeronautical rates and charges.

The two components of the aeronautical rates and charges are the landing fee and the
general terminal charge. Landing fees are set as a rate per tonne of MTOW to cover the
projected operating costs associated with the airfield, plus ground rent, payments-in-lieu
of property taxes (“PILT™) and specific debt service costs, offset by the projected non-
aeronautical revenue and a specified amount of AIF. General terminal charges are set to
cover the operating costs for the common areas in the primary passenger terminals and
the Infield Terminal as a rate per landed seat, regardless of whether the seat is occupied
by a passenger. There is a premium on the general terminal charge for non-domestic
flights to cover the additional costs, such as security and providing space and services to
government agencies, incurred by the GTAA in handling these flights. The common
areas include holdrooms, check-in counters, passenger processing areas and arrival halls,
but exclude space that is exclusively leased to airlines or other tenants.

Net Operating Results

The GTAA’s net operating results for the three years ended December 31, 2006, 2005
and 2004, are summarized in the following table:

(in thousands) 2006 2005 2004
Revenues $ 1,062,303 $ 953,674 $ 832,014
Operating expenses 560,120 527,992 487,988
Revenues over expenses' 502,183 425,682 344,026
Interest and financing costs 355,027 334,400 267,973
Amortization 225,934 209,638 188,389
Revenues under expenses $ (78,778) $(118,356) $(112,336)

Note 1: Revenues over expenses before interest and financing costs and amortization of capital assets

Revenues over expenses before interest and financing costs and amortization increased
from $425.7 million for the year ended December 31, 2005 to $502.2 million for the year
ended December 31, 2006. This 18.0 per cent increase reflects some higher fees and
charges together with increased airport activity, resulting in revenues increasing at a
faster rate than operating expenses. Interest and financing costs were $355.0 million for
2006 as compared to $334.4 million for 2005 reflecting the additional interest expense
associated with those portions of the ADP and the Terminal 3 redevelopment program
completed in 2006. The above table demonstrates that for each year, the revenues
generated by the GTAA were more than sufficient to cover operating expenses and
interest and financing costs. In accordance with its rate setting approach, the GTAA
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expects that revenues and reserve funds applied will continue to be sufficient to cover
operating expenses and interest and financing costs, including the principal included in
the rate setting calculation.

The financial results reported by the GTAA include certain non-cash items, such as
amortization of capital assets and, until June 30, 2005, the deferral of ground rent
payments, which are not included in the calculation of the aeronautical rates and charges.
In accordance with its rate setting approach, the GTAA expects that revenues and reserve
funds will continue to be sufficient to cover operating expenses, and interest and
financing costs, including notional principal. Consistent with many infrastructure
developments, the GTAA’s net revenues may not be sufficient to cover amortization of
capital assets for a period of several years which will result in total cash and non-cash
expenses exceeding revenues.

Revenues

Revenues are received from aeronautical charges (landing fees and general terminal
charges), AIF, and non-aeronautical sources such as car parking and ground
transportation, concessions and rentals, and other sources. The primary drivers for
aeronautical revenue are aircraft movements and passenger activity. Landing fees are
based on the MTOW and general terminal charges are based on the number of seats of an
arriving aircraft. The AIF is charged per passenger and a significant portion of non-
acronautical revenues are highly correlated to passenger activity, The relationship
between these revenue sources and expenses was discussed in the section on Rate Setting
Approach. The following chart summarizes the GTAA’s revenues for the years ended
December 31, 2006, 2005 and 2004:

(in thousands) 2006 2005 2004
Landing fees $ 440,807 $ 405,874 $338,008
General terminal charges 172,453 157,206 145455
Airport improvement fees, net 183,500 175,425 142,235
Car parking and ground transportation 102,283 96,115 89,074
Concessions and rentals 118,141 110,775 107,738
Other 45,119 8,279 9,504

$ 1,062,303 $ 953,674 $832,014

Total aeronautical revenue for the year ended December 31, 2006 was $613.3 million, as
compared to $563.1 million for the year ended December 31, 2005. The increase reflects
increased landing fees and general terminal charges in 2006 as a result of additional debt
service and operating costs associated with the new facilities which became operational
in late 2005 and throughout 2006. As previously mentioned, airline load factors were
higher than expected in 2006 and therefore the revenues received from aeronautical
sources were slightly below the projections of the GTAA. The GTAA expects air
carriers to continue to manage their operations to achieve high load factors and this trend
has been incorporated in the passenger and flight activity projections used for setting the
aeronautical rates and charges for 2007,
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AIF revenue, which is net of the commission paid to the air carriers for the collection of
the AIF, increased from $175.4 million in 2005 to $183.5 million in 2006. The increase
in AIF revenue in 2006 reflects the increase in passenger volumes for 2006 as compared
to 2005.

Under the terms of the AIF agreements with the air carriers, the GTAA has committed
that AIF revenue will be used primarily for capital programs at Toronto Pearson,
including associated debt service (interest and principal) and reserve funds. Historically
the GTAA has used AIF revenue to fund debt service, but it retains the option of funding
capital projects directly with AIF revenue. Recognizing that capital expenditures and the
receipt of AIF revenue may not occur in the same period, AIF revenue earned and
collected, but not utilized in any given period, is invested in the AIF Reserve Fund for
future capital or debt service payments. In 2006, $183.5 million of AIF revenue was
carned and $175.0 million was used for capital projects or debt service. This compares to
$175.4 million earned and $162.0 million used during 2005, with the difference from
each year held in the AIF Reserve Fund.

The GTAA also receives fees or rental payments from car parking and ground
transportation, concessions, space rental and other rental properties. In total, these
categories generated $220.4 million in revenue in 2006 as compared to $206.9 million in
revenue in 2005. This increase of 6.5 per cent is largely attributable to the higher
passenger volumes which result in greater demand for parking and ground transportation
services and higher sales at the various retail outlets at the Airport. In addition, the
GTAA increased vehicle parking rates effective October 1, 2006. Many concession
rental agreements are tied to sales and/or passenger volumes. The GTAA continues to
focus on new Initiatives to increase these non-aeronautical revenues beyond increases
associated with expected passenger growth, including additional advertising as well as
reviewing leasing and development opportunities such as the Request For Proposals
issued in January 2007 for the commercial development of six hectares of land at the
Airport that has been identified as not being required for acronautical use. The alleged
terrorist threats in the United Kingdom which occurred in August 2006 severely disrupted
duty free and some other retail sales for a period. Under the new security rules, the
impact on GTAA revenues has been mitigated and is not expected to be significant going
forward. It is anticipated that Pier F at Terminal 1, opened in January 2007, will provide
greater opportunities to generate non-aeronautical revenue, especially with the increased
duty free, retail and food and beverage facilities.

Other revenues increased $36.8 million for the year ended December 31, 2006 as
compared to the same period in 2005. In December 2005 the GTAA commenced
operation of a 117 megawatt Cogenecration Plant. In conjunction with the Cogeneration
Plant, the GTAA has entered into a Clean Energy Supply Contract (“CES”) with the
Ontario Power Authority (“OPA”) whereby the OPA, under certain conditions, will make
contingent support payments to the GTAA. The CES, which has the effect of reducing
the financial risk associated with the GTAA’s Cogeneration Plant, came into effect in
February 2006. Electricity sales from the Cogeneration Plant and any payments made
under the CES are recorded as other revenue and formed the majority of the year over
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year increase in other revenues as the Cogeneration Plant was not operational until very
late in 2005. Other revenue also includes interest on certain reserve funds and
investments which increased from $7.6 million in 2005 to $15.1 million in 2006. This
revenue will fluctuate depending on the timing of debt issues, interest rates and the use of
capital funds throughout the year.

Operating Expenses

The GTAA’s operating expenses include the cost of operating and maintaining the
Airport, together with interest and financing costs, and the amortization of capital assets.
As noted previously, the operating expenses that are reported in the financial statements
are determined according to Canadian generally accepted accounting principles and are
not entirely consistent with the expenses used in the calculation of aeronautical rates and
charges. Specifically, amortization is not included in the landing fee, while the principal
component of debt service, which is not an operating expense on the financial statements,
is included in the landing fee calculation. The following chart summarizes the GTAA’s
operating expenses for the years ended December 31, 2006, 2005 and 2004:

(in thousands) 2006 2005 2004
Ground rent $ 147,635 $ 144,423  $ 130,394
Goods and services 285,894 262,281 237,943
Salaries, wages and benefits 105,090 98,701 95,553
Real property taxes and PILT 21,501 22,587 24,098

560,120 527,992 487,988
Interest and financing costs 355,027 334,400 267,973
Amortization of capital costs 225,934 209,638 188,389

$1,141,081 $1,072,030 $ 944,350

The Ground Lease sets out the calculation of the annual ground rent payable by the
GTAA to the federal government based on a fixed amount per revenue passenger,
adjusted for inflation. The $3.2 million increase in ground rent in 2006 as compared to
2005 is a result of this inflation adjustment. In July 2003, the Minister of Transport
announced a 24-month ground rent deferral program which had the effect of reducing the
ground rent paid by $10.0 million in 2003, $21.0 million in 2004 and $10.5 million in
2005. However, the GT'AA has the obligation to repay the deferred amount over 10
years, commencing on January 1, 2006, and therefore the full ground rent expense was
recorded for each period, with an offsetting liability recorded on the balance sheet. The
deferred rent reduced the cash requirement for ground rent in each of 2003, 2004 and
2005. However, from 2006 to 2015, as the deferred amount is repaid, the amount of
ground rent actually paid to the federal government will be $4.2 million greater than the
amount recorded as an expense in the financial statements with the liability reduced
accordingly. The deferred amount paid each year is included in the calculation of landing
fees in each year.

In May 2005, the federal government announced a proposed new regime for calculating
ground rent payable by Canadian airports, based on current year revenue rather than on
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