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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 of the Greater Toronto Airports
Authority (“GTAA”) for the quarter ended March 31, 2007 and should be read in
conjunction with the Consolidated Financial Statements of the GTAA for the same
period. In addition, the reader is directed to the Consolidated Financial Statements and
MD&A for the year ended December 31, 2006 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, the Consolidated
Financial Statements and the MD&A 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 www.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 responsible for the operation, management and development of
Toronto Pearson International Airport (the “Airport” or “Toronto Pearson”) as set out in
its ground lease with the federal government (the “Ground Lease™). 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 airport facilities. The
priorities for the GTAA are to operate a safe and secure airport, and to ensure that the
facilities will provide the necessary services, amenities and capacity for the GTA’s
current and future air travel requirements.

Significant Events
A number of events transpired in the first quarter of 2007 which had an impact on the

GTAA’s operations or financial results or which may impact future results. In addition to
the events discussed in this section, certain construction projects were completed and
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these are discussed in the section titled Airport Development Program and Capital
Projects.

Effective February 1, 2007 the Board of Directors appointed Dr. Lloyd McCoomb as
President and Chief Executive Officer of the GTAA. Dr. McCoomb replaced Mr. John
Kaldeway who had previously announced his intention to retire.

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 west of the FedEx cargo facility. The vendor completed an
environmental remediation of the lands and on completion of the transaction the land was
transferred to Transport Canada. This land was added 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 of Directors, 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.

On March 8, 2007, GTAA Vice President and Chief Financial Officer Judy Fountain
announced that she would be retiring effective June 30, 2007. The GTAA is currently
undertaking a search for a replacement and expects a smooth and orderly transition to
Ms, Fountain’s successor.

Subsequent to the end of the first quarter, on April 16, 2007, the GTAA issued $450
million of Series 2007-1 Medium Term Notes (“MTNs"). The MTNs carry a coupon of
4.85% and are for a term of ten years. The proceeds of the issue will be used to fund
reserve funds, repay certain existing indebtedness and fund capital expenditures.

Operating Activity
During the first three months of 2007, 7.4 million passengers moved through the Airport,
as compared to 7.3 million for the same period in 2006, representing an increase of 2.2%.

As has been the trend for several years, the strongest passenger growth continues to be in
international traffic.
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The following table summarizes passenger activity for the first quarter of 2007 and 2006,
by sector.

(in thousands) 2007 2006 % change
Domestic 2,997 2,914 2.9%
Transborder 2,252 2,251 0.0%
International 2,189 2.116 3.5%
Total 7,438 7281 2.2%

In addition to passenger activity, the measures of operating activity which impact
acronautical revenue are the total maximum takeoff weight (“MTOW™) and the total
number of seats on aircraft arriving at the Airport. Both measures are determined by the
number of aircraft movements and the type of aircraft. For the three months ended
March 31, 2007, MTOW was 0.5% higher than the same period in 2006, while arriving
seats were 0.4% higher than in the same period in 2006.

Airlines continue to manage capacity by adjusting fleet mixes and schedules, resulting in
historically high load factors. As a result, the growth in MTOW and arrived seats has not
kept pace with the growth in passengers as airline load factors have steadily increased.
Aircraft movements increased 3.0% in the first three months of 2007 over the same
period in 2006, further reflecting the capacity management efforts of the airlines.

RESULTS OF OPERATIONS

The GTAA sets its acronautical rates and charges annually to cover 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.
This includes debt service (interest and principal) for those assets which are operational,
but does 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 GTAA
implemented new rates for landing fees and general terminal charges commencing
January 1, 2007.

Revenues

Revenues are received from aecronautical charges (landing fees and general terminal
charges), Airport Improvement Fees (“AIF”), and non-aeronautical sources such as car
parking and ground transportation, concessions, rentals, electricity sales and other
revenues from the GTAA’s Cogeneration Plant and other sources. The primary drivers
for aeronautical revenue are aircraft movements, since 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-aeronautical
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revenues is highly correlated to passenger activity. The following chart summarizes the
revenue for the three-month period ended March 31, 2007 and 2006.

(in thousands) 2007 2006

Landing fees $107272  $104,712
General terminal charges 44,573 41,580
AlF, net 51,962 43,288
Car parking & ground transportation 27,532 23,630
Concessions & rentals 30,741 29,283
Other 11,883 5,504

$273.963  $247.997

For the first three months of 2007, aeronautical revenue increased by $5.6 million to
$151.8 million from $146.3 million for the same period in 2006. This increase reflects
the rate increases implemented January 1, 2007 and the increase in activity levels.

AIF revenue earned, net of the commission paid to the air carriers, for the three months
ended March 31, 2007 was $52.0 million as compared to $43.3 million for the same
period in 2006. On January 1, 2007, the GTAA increased the AIF charged to passengers
originating their journey at Toronto Pearson from $15.00 to $20.00. The AIF for
connecting passengers remained unchanged at $8.00. The increase in AIF revenue is the
result of continued growth in passenger volumes and the increase in the AIF for
originating passengers. As set out in the AIF agreements with each of the air carriers, the
GTAA has committed to using primarily all of the AIF revenue for capital programs,
including the associated debt service (interest and principal). Capital expenditures paid
for by AIF revenue may not necessarily occur in the same period as the AIF revenue is
received. Any AIF revenue collected and not utilized in a given period is set aside in the
AIF Reserve Fund for future capital or debt service payments.

The increase in revenue from car parking and ground transportation from $23.6 million to
$27.5 million for the three months ended March 31, 2006 and 2007, respectively, reflects
the increase in passenger volumes and an increase in parking rates implemented in
October 2006. Concession and rental revenues increased from $29.3 million to $30.7
million for the three months ended March 31, 2006 and 2007, respectively, primarily as a
result of increased concession revenues from Pier F in Terminal 1 (from February 1
onwards) which was not open during the corresponding 2006 period. This new terminal
arca has design features and concession offerings specifically intended to increase
concession revenues, especially when compared to the outdated Terminal 2 which it
replaced. The security measures introduced in the third quarter of 2006 with respect to
liquids, gels and aerosols continue to have a small negative impact on concession sales
and rents but programs and procedures have been put in place which, when coupled with
the design of Pier F, minimize the impact of the security regulations.

Other revenues is primarily composed of revenues from the Cogeneration Plant and

interest income. Electricity sales from the Cogeneration Plant and the amortized revenue
from a Clean Energy Supply Contract (“CES”) with the Ontario Power Authority
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(*“OPA”) resulted in revenues of $6.2 million in the first quarter of 2007 as compared to
$2.9 million in the comparable quarter in 2006. Interest on reserve funds and investments
will fluctuate depending on changes in interest rates, timing of debt issues and the use of
capital. Increases in reserve balances and short-term interest rates have resulted in an
increase in first quarter interest income when compared to the corresponding period in
2006.

Operating Expenses

Operating expenses include the costs to operate and maintain the Airport, interest and
financing costs, and amortization of capital assets. It is important to note that in the
GTAA’s financial statements, operating expenses are reported using Canadian generally
accepted accounting principles and are not entirely consistent with the expenses used in
the calculation of aeronautical fees. Specifically, amortization of capital assets is not
included in the calculation of the landing fee, and while the principal component of debt
service is included in the landing fee, it is not recorded as an operating expense in the
financial statements. The following chart summarizes the total operating expenses for the
three-month periods ended March 31, 2007 and 2006.

(in thousands) 2007 2006
Ground rent $ 37,296 $36,875
Goods and services 74,595 69,403
Salaries, wages and benefits 28,204 27,619
Real property taxes and PILT 5,678 5,408
145,773 139,305
Interest and financing costs 98,435 87,221
Amortization of capital assets 59,375 54,390

$303,583  $280.916

Ground rent payments are calculated according to the Ground Lease and are based on
passenger levels and inflation. Ground rent expense was $37.3 million for the first three
months of 2007 and $36.9 million for the same period of 2006. In both of these quarters
actual ground rent payments made to the federal government were $1.0 million higher
than the expense recorded in the period as the GTAA repaid rent that had been deferred
in 2003 and 2004,

In May 2003, the federal government announced a proposed new regime for calculating
ground rent payable by Canadian airports based on current year revenue rather than on
passengers, commencing in 2011. The proposed new rent regime is to be phased in over
four years, with ground rent being calculated based on current rent and projected rent
payments in 2010. The GTAA believes that the proposed rent structure is prejudicial to
the GTAA. The proposed calculation of ground rent would include revenue generated to
pay debt service, which results in the GTAA paying a disproportionate share of ground
rent when compared to other Canadian Airport Authorities and impacts the
competitiveness of Toronto Pearson as an international airport. The federal government
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provided the GTAA with the amending agreement for the Ground Lease in December
2005. The GTAA has not executed the amending agreement and continues to pay ground
rent under the existing Ground Lease. The GTAA continues ongoing discussions with
the federal government for a more equitable ground rent formula.

Expenditures for goods and services were $74.6 million for the three months ended
March 31, 2007 as compared to $69.4 million for the same period in 2006. The increase
in expenses between these periods is primarily attributable to the expansion of Terminal 3
in June 2006 and the opening of Pier F in January 2007. These terminal expansions have
resulted in an increase in building and systems maintenance costs. Another factor in the
increase in goods and services expense is an increase in snow clearing expense as the
number and severity of snow events in the first three months of 2007 exceeded those in
the comparable period in 2006. These cost increases were partially offset by savings in
professional services and bussing as service level adjustments were made to better reflect
operational requirements and by a positive fair value adjustment to the CES derivative
contract.

Salaries, wages and benefits increased $0.6 million in the three-month period ended
March 31, 2007 compared to the same period in 2006. The increase is largely the result
of annual salary increases under collective bargaining agreements.

The GTAA has an exemption from the payment of real property taxes under the
Assessment Act (Ontario), and instead pays payments-in-lieu of taxes (“PILT”) to each of
the Cities of Toronto and Mississauga as prescribed by an Ontario regulation. The PILT
amount is based on passenger volumes in a prior year and therefore the increase from
$5.4 million in the first three months of 2006 to $5.7 million in the comparable 2007
period reflects the increased annual passenger volumes in the underlying year (2004 as
compared to 2003) used in the calculation. The continued recovery in passenger activity
will be reflected in higher PILT payments in future years.

The changes in interest and financing costs and amortization of capital assets result from
the opening of Pier F in January 2007, the opening of the Terminal 3 expansion in June
2006 and the opening of the Automated People Mover, known as the LINK Train, in July
2006 as well as some other assets becoming operational. While under construction,
interest incurred to finance assets such as these is capitalized and is not included in
interest and financing costs until the assets become operational. Similarly, assets under
construction are not subject to amortization. Interest and financing costs were $98.4
million for the three months ended March 31, 2007, as compared to $87.2 million for the
same period in 2006 as a result of an increase in debt and a reduction in capitalized
interest as new assets became operational. Changes in accounting standards required by
the Canadian Institute of Chartered Accountants have resulted in the GTAA adopting the
effective interest method to calculate interest and financing costs, This change became
effective January 1, 2007 and has resulted in a decrease of $0.5 million, for the three
months ended March 31, 2007, in interest and financing costs when compared to the
amount that would have been expensed under the previous accounting standard.
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Amortization of capital assets increased from $54.4 million to $59.4 million for the first
quarters of 2006 and 2007, respectively, as the new assets discussed above became
operational.

Net Operating Results

The revenues and expenses discussed in the previous sections generated the following net
operating results for the three- month periods ended March 31, 2007 and 2006.

(in thousands) 2007 2006
Revenues $273,963  $247,997
Operating expenses 145,773 139,305
Revenue over expenses 128,190 108,692
Interest and financing costs 98,435 87,221
Amortization of capital assets 59,375 54,390
Revenues under expenses $(29,620) $(32.919)

The components of revenues, operating expenses, interest and financing costs and
amortization of capital assets in the respective periods were discussed previously.
Revenues over expenses, before interest and financing costs and amortization of capital
assets increased to $128.2 million in the three months ended March 31, 2007, from
$108.7 million for the same period in 2006.

For the three-month periods ended March 31, 2007 and 2006 total revenues were less
than total expenses. It is important to note that during these three-month periods, the
GTAA’s revenues were more than sufficient to cover operating expenses and interest and
financing costs.

The financial results reported by the GTAA include certain non-cash items, such as
amortization of capital assets, which are not included in the calculation of the
acronautical rates and charges. In the first quarter of both 2007 and 2006, the ground rent
payment to the federal government was $1.0 million higher than the recorded expense,
due to the repayment of previously deferred ground rent. 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.
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SUMMARY OF QUARTERLY RESULTS

Selected unaudited quarterly financial information for the quarters ended June 30, 2005
through March 31, 2007 is set out in the following table:

(in millions) 2007 2006 2005

Quarter ended Mar Dec Sept June Mar Dec Sept June
Revenues $274  $260 $291 $263 $248  $230 $260 $233

Operating expenses 146 144 143 134 139 143 124 126

Revenues over 128 116 148 129 109 87 136 107

expenses’

Interest and financing o8 92 89 87 87 84 82 84

costs

Amortization 59 58 56 57 35 55 52 52

Revenues over (under) $(29) $(34) § 3 $(5 $(33) 3$¢52) § 2 %29
expenses

Notes: 'Revenues over expenses before interest and financing costs and amortization of capital assets

The GTAA’s quarterly results are influenced by passenger activity and aircraft
movements which vary with travel demand associated with holiday periods and other
factors such as weather and economic conditions. Due to these external factors the
historic quarterly results cannot be relied upon to determine future trends. In addition,
the opening of new facilities at the Airport, such as the opening of Pier F in Terminal 1 in
January 2007, will impact operating costs in many ways including higher utility and
maintenance costs which may result in quarterly results not being directly comparable.

AIRPORT DEVELOPMENT PROGRAM AND CAPITAL PROJECTS

After the GTAA assumed responsibility for the Airport, it initiated an extensive
redevelopment program to improve and redevelop the facilities to meet current and future
demand. The Airport Development Program (“ADP”) included the construction of
terminal facilities, roadways, cargo facilities, airside improvements such as runways and
taxiways, ancillary services and utilities infrastructure. The ADP was designed as a
demand driven program that would be undertaken while the Airport continued to operate
and would provide the GTAA with some flexibility on the timing of certain stages. On
January 30, 2007, with the opening of Pier F, the ADP was essentially completed. On
that date all Terminal 2 operations were transferred to Terminal 1, and Terminal 2 was
removed from the inventory of active facilities at the Airport. The total cost of the ADP,
which was completed on time and on budget, was $4.4 billion.

The GTAA has examined several options with respect to any continued expansion of
Terminal 1 to meet future air travel demand. Based on this analysis, it has been
determined that subsequent to the relocation of all activity from Terminal 2 to Terminal
1, Terminal 2 will be demolished. This post-ADP work has an authorized budget of
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$389.4 million and includes: the demolition of Terminal 2 and the Terminal 2 parking
garage; constructing apron in the area that Terminal 2 once occupied; replacing the
Terminal 2 parking capacity with the construction of additional parking at either, or both,
of the Terminal 1 parking garage and a new parking garage in Area 6A and/or 6B on the
east side of Airport Road; and the preliminary design of Pier G at Terminal 1. This work
is currently scheduled to be carried out from 2007 to 2011. The final design and
construction timing of Pier G is still under review, and will be dependent on demand.

During the first quarter of 2007, the final work and testing was carried out on Pier F prior
to its opening. The only significant project that remains outstanding in Pier F is the
installation of an express moving walkway that will transport passengers the length of the
Pier, facilitating their movement through the Airport. The removal of interior fixtures in
Terminal 2 commenced in the first quarter of 2007 and continues in preparation for the
demolition of Terminal 2, which is scheduled to commence in the summer of 2007.

In addition to the ADP, the GTAA has undertaken a program to expand and redevelop
certain arcas in Terminal 3, including the baggage handling systems and passenger
processing areas as well as other improvements. Work is ongoing in the west end of the
terminal where expansions to the passenger waiting areas, baggage system and security
areas are scheduled to open in 2007.

There are other capital projects that will be undertaken during the year to upgrade,
refurbish or replace existing facilities. During the first quarter of 2007 a total of $5.1
million was expended on several projects including $2.8 million for new fire fighting and
other fleet vehicles, $0.6 million on upgrades to IT systems and $0.5 million on upgrades
to security systems.

ASSETS AND LIABILITIES

Total assets and liabilities as at March 31, 2007 as compared to December 31, 2006 are
set out below:

(in millions) March 31, 2007 Dec. 31, 2006
Total Assets 74174 7,445.6
Total Liabilities 7,755.8 7,753.9

At March 31, 2007 total assets were $7.4 billion as compared to $7.4 billion at December
31, 2006. Changes in assets in the first quarter of 2007 include a decrease in cash and
cash equivalents of $83.5 million as funds raised from the Series 2006-2 Medium Term
Notes were expended on ongoing capital projects, an increase of $59.5 in reserve funds
and an increase in capital assets of $814.7 million and a similar decrease in work in
progress as the completed Pier F became operational. The new Financial Instrument
standards introduced on January 1, 2007 resulted in the reclassification of certain
balances. The change in assets attributable to the change in accounting standards was a
decrease of $26.0 million.
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Total liabilities at March 31, 2007 were $7.8 billion as compared to $7.8 billion at
December 31, 2006. Changes in liabilities include a decrease in accounts payable and
accrued liabilities of $120.4 million, an increase in the current portion of long-term debt
of $108.7 million and a decrease in long-term debt of $41.6 million. These changes were
primarily driven by the adoption of new accounting standards on January 1, 2007
resulting in the reclassification of bond issue costs and interest. The changes in
accounting standards on January 1, 2007 resuited in a net $25.6 million decrease in the
GTAA'’s liabilities when compared to the previous accounting standards.

The net deficiency reported on the balance sheet is a combination of the reserve funds
which have been funded through operating revenue and cumulative revenues under or
over expenses. Annually, revenues after operating expenses and interest and financing
costs have not been sufficient to cover amortization of capital assets for several years. As
a result the GTAA has recorded revenues under expenses. This has resulted in a
cumulative deficit position of $338.4 million as at March 31, 2007. Debt service
included in the aeronautical charges includes a notional principal amount based on a 30-
year amortization which is lower in the early years of the debt and increases over time,
similar to the principal payments of a mortgage. This notional principal amount is set
aside in a reserve fund and it is the GTAA'’s intention to use these funds for future debt
repayment. The amortization of the GTAA’s most significant assets is reported on a
declining balance basis, which is higher in the carly years of the asset life and decreases
over time. This differential contributes to the GTAA’s current deficit position. It is
anticipated that when the principal component included in the landing fee increases to a
level where it is equal to or exceeds the reducing amount of amortization of capital assets,
revenue will exceed all expenses including amortization of capital assets, providing the
potential for improvement to the net asset position.

LIQUIDITY AND CAPITAL RESOURCES

The GTAA is a non-share corporation and accordingly is funded through aeronautical
and non-aeronautical revenues, AIF revenue, reserve funds, the debt capital markets and
its syndicated bank credit facility. As noted previously, aeronautical charges are set each
year to cover the projected operating costs, including debt service and reserve
requirements, after consideration of the projected air traffic and passenger activity and
non-aeronautical revenues. Consistent with its residual approach, any funds generated by
the GTAA are used to cover costs within its mandate.

Subsequent to the end of the reporting period, on April 16, 2007 the GTAA issued 10-
year MTNs in the amount of $450 million. This issue carries a fixed coupon of 4.85%.
A portion of the proceeds was used to fund the reserve requirements and to repay the
syndicated bank facility. The remainder of the proceeds will be used to fund future
capital expenditures and repay future debt maturities.

The GTAA has a $500 million credit facility and a $50 million facility for interest rate
and foreign exchange hedging activities, both with the same banking syndicate. These
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facilities mature on November 22, 2009 and can be extended annually for one additional
year with the lenders’ consent. The banking facility is used to fund capital or operating
expenses, as required, and provides flexibility on the timing for accessing the capital
markets in the future. This facility ranks pari passu with all other debt of the GTAA. As
at March 31, 2007, the GTAA recorded bank indebtedness of $29.0 million. Due to
timing differences caused by accrued accounts payable and adjustments to the AIF
reserve fund balance, no funds had actually been drawn on the banking facility at that
time. However, $2.3 million was drawn on the $500 million facility by way of a letter of
credit. No amounts were drawn against the $50 million facility.

Total reserve funds at the end of March 2007, were $1.1 billion, consistent with the total
at December 31, 2006. All of the reserve funds are cash funded and invested in
marketable securities and depending on the nature of the fund, are held by the Trustee for
specific purposes as required under the GTAA’s Master Trust Indenture, or held by the
GTAA in accordance with its own policies.

The objective of the GTAA’s investment and cash management strategy is to ensure that
the cash requirements for operations, capital programs and other demands are met, and to
maximize the flexibility in accessing capital markets as may be required. The GTAA
monitors its cash flow requirements accordingly. Given the current available credit
facility, reserves and projected operating revenues and costs, the GTAA does not
anticipate any funding shortfalls during 2007. However, there may be events outside of
the control of the GTAA that could negatively impact its liquidity.

SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES

The accounting policies of the GTAA are set out in Note 4 of the Consolidated Financial
Statements and Notes as of December 31, 2006 and 2005, and Note 2 of the unaudited
Consolidated Financial Statements as at March 31, 2007. There have been no changes in
accounting policies since December 31, 2006 except as required by the January 1, 2007,
adoption of the Canadian Institute of Chartered Accountants’ (“CICA™) new accounting
requirements.

On January 1, 2007, the GTAA adopted the Canadian Institute of Chartered Accountants’
(*“CICA”) revised standards on recognition and measurement and presentation of
financial instruments. The standards are titled S. 3855 — Financial Instruments
Recognition and Measurement and S. 3861 - Financial Instruments — Disclosure and
Presentation. The standards are retroactively applied, but are prospectively presented.

Upon adoption, the GTAA has elected to review contracts for embedded derivatives

subsequent to the elected transition date of date of January 1, 2003 in accordance with
section 3855, Financial Instruments — Recognition and Measurement.
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