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The following is the Management’'s Discussion andal§sis (MD&A), of the consolidated financial
condition and results of operations of Cargojet. Iftbe "Company") for the three and twelve month
periods ended December 31, 2011. The following &lsludes a discussion of and comparative opeyatin
results for the three and twelve month periods érgkecember 31, 2010.

Cargojet is publicly listed with shares and conbégtdebentures traded on the Toronto Stock Exalang
(“TSX"). The Company is incorporated and domiciladCanada and the registered office is located@at 3
Britannia Road East, Units 5 and 6, Mississaugaa@n

The effective date of the MD&A is February 24, 201Phe consolidated financial statements have been
prepared in accordance with International FinanReporting Standard (“IFRSffirst-time Adoption of
International Financial Reporting Standar@8FRS 1"”) and with all the applicable Internatadr-inancial
Reporting Standards (“IFRSs”) issued by the Intéonal Accounting Standards Board (“IASB”), that
includes all applicable individual InternationalnBncial Reporting Standards, International Accognti
Standards (“IASs”) and Interpretations. As thegwiicial statements are prepared using IFRS, certain
disclosures that are required to be included inuahfinancial statements prepared in accordanch wit
IFRS that were not included in the Company’'s mastent annual financial statements prepared in
accordance with Canadian Generally Accepted Acdogr®rinciples (“Canadian GAAP”) have been
included in the Company’s consolidated financiatehents (“consolidated financial statements”)tfar
comparative annual period. This MD&A should be reactonjunction with the consolidated financial
statements of the Company for the years ended OmsreBi, 2011 and 2010.

EBITDA ® and Adjusted Free Cash Flow®

References to “EBITDA” are to earnings before iestr income taxes, depreciation, amortization, non-
controlling interest, gain or loss on disposal @pital assets and after adjusting aircraft heavint@aance
amounts to actual net expenditures. Non-GAAP measEBITDAand Adjusted Free Cash Flow, are not
earnings measures recognized by IFRS and do nat bBeandardized meanings prescribed by IFRS.
Therefore, EBITDA and Adjusted Free Cash Flow may e comparable to similar measures presented
by other issuers. Investors are cautioned thafTBEBland Adjusted Free Cash Flow should not be
construed as an alternative to net income detednineaccordance with IFRS as indicators of the
Company’s performance or to cash flows from opegatinvesting and financing activities as measofes
liquidity and cash flows. The calculations of Aslied Free Cash Flow and EBITDA are shown on page 10
of the MD&A.

Key Factors Affecting the Business

The results of operations, business prospects imaddial condition of the Company are subject to a
number of risks and uncertainties and are affettgda number of factors outside the control of
management of the Company. For a more complemusgison of the risks affecting the Company’s
business, reference should be made to the Annfaahtation Form (“AlIF”), filed February 28, 2011 it
the regulatory authorities.
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Forward Looking Statements

This discussion includes certain forward-lookingtsiments that are based upon current expectations,
which involve risks and uncertainties associateth wiur business and the environment in which the
business operates. Any statements contained hdratnare not statements of historical facts may be
deemed to be forward-looking statements includingsé identified by the expressions “anticipate”,
“believe”, “plan”, “estimate”, “expect”, “intend” @d similar expressions to the extent they relatthéo
Company or its management. The forward-lookingestents are not historical facts, but reflect
Cargojet’'s current expectations regarding futusulite or events. These forward-looking statemants
subject to a number of risks and uncertainties ¢batd cause actual results or events to differenelty

from current expectations, as detailed in the CamigaAlF, filed February 28, 2011 with the reguiato
authorities.

Corporate Overview

The Company is Canada’s leading provider of timesi®e overnight air cargo services. Its main air
cargo business is comprised of the following:

» Operating a domestic overnight air cargo co-load@vaek between thirteen major Canadian cities

* Providing dedicated aircraft to customers on ancraiit, Crew, Maintenance & Insurance
(“ACMI") basis, operating between points in Canata the USA

» Operating scheduled international routes for midtipargo customers between the USA and
Bermuda, and between Canada and Poland

The Company operates its business across North iéanéansporting over 750,000 pounds of time
sensitive air cargo each business night utiliziisgfleet of all-cargo aircraf The Company’s domestic
overnight air cargo co-load network consolidategcaeceived from customers and transports suajocar
to the appropriate destination in a timely and saftnner. The Company continually monitors key
performance indicators and uses this informatioretluce costs and improve the efficiency of itvises.

The Company currently operates one leased 757-2qQUBEFRS7") series aircraft, two leased 767-200ER
("“B767") series aircraft and nine Boeing 727-208727”") series cargo aircraft, owned by the Company.
The Company also periodically contracts other radi on an ACMI or sub-charter basis to temporarily
operate aircraft on the Company’s behalf. This jgles added capacity to its overall network to nmessy
business and/or peak period demands.

As at the date of this MD&A, the Company owns thregional aircraft. One aircraft is under leasato
third party. Another leased aircraft is classifasifinance lease due to the terms set in the brsement
and accordingly, discontinued as an owned assetififd regional aircraft is held for sale or lease
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Recent Events

Income Trust Conversion

Prior to January 1, 2011, the operations of the @om were carried out by Cargojet Income Fund (“the
Fund”). Effective January 1, 2011, the Fund wasvedied from an income trust to a corporation strrect
whereby all Unit holders of the Fund had their Tiusits automatically converted into common sharkes
the Company on a one-for-one basis. The Trust @mitsconvertible debentures of the Fund were éelist
from the Toronto Stock Exchange (“TSX”) and the caom voting shares and variable voting shares of the
Company began trading on the TSX under the synitéal3” and “CJT.A”, respectively, on January 6,
2011. Convertible debentures of the Fund were abedeénto convertible debentures of the Company wit
no changes in their rights or terms.

The common voting shares are held only by sharemelho are Canadian residents. The variable voting
shares are held only by shareholders who are noadian residents. Under the articles of incorponat
and bylaws of Cargojet Inc., any common voting ehtrat is sold to a non-Canadian resident is
automatically converted to a variable voting shaf&milarly, a variable voting share that is sotdat
Canadian resident is automatically converted toramon voting share.

Variable voting shares carry one vote per share, legicept where (i) the number of issued and cudigtg
variable voting shares exceeds 25% of the totalbeurof all issued and outstanding common and vigriab
voting shares, or (i) the total number of votestday or on behalf of the holders of variable vgtghares
at any meeting on any matter on which a vote isettaken exceeds 25% of the total number of vbiats t
may be cast at such meeting.

If either of the above-noted thresholds is surghsdeany time, the vote attached to each variablang
share will decrease automatically without furthetr@ formality. Under the circumstances descritme()
above, the variable voting shares as a class caangt more than 25% of the total voting rightselted

to the aggregate number of issued and outstandimgmon and variable voting shares. Under the
circumstances described in (ii) above, the variabteng shares as a class cannot, for a given soliers’
meeting, carry more than 25% of the total numbesotés that may be cast at the meeting.

On January 1, 2011, the outstanding 6,437,109 TWa#s and 1,556,307 Exchangeable LP Units were
converted on a one-for-one basis into 7,755,27 Incomvoting shares and 238,145 variable voting share

The conversion has been accounted for using theéncitly of interest basis, recognizing the Compasy

the successor in interest to the Fund. Accordinglyassets and liabilities of the Company havenbee
recorded in Cargojet at their previous carrying ams at the date of conversion in the Fund and the
consolidated financial statements for the twelvanthgeriod ended December 31, 2011 and comparatives
for the twelve month period ended December 31, 2@fl6ct the financial position, operating resuatsl
cash flows as if the Company had always carrietherbusiness formerly carried on by the Fund.
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Recent Events (Continued)

Sale of Cargojet Regional Partnership (the “Partneship”)

On July 14, 2010, the Company entered into an aggatwith Skylink Express to sell its 55% interigst
the Partnership. The Partnership operated the &oyp regional air cargo business segment that
provided service to thirty-three smaller cities@mtario, Quebec and the Maritime provinces. Skylink
Express held the other 45% interest in the Pattier®roceeds for the sale included a $3.2 milkion-
interest bearing note receivable (“First Note Reslele”) over five years, that was reduced by
approximately $0.7 million to account for the diface between the amounts due to Cargojet andrRkyli
Express from the Partnership, net of the total dasbes of the Partnership since its inceptiontiveldo

the proportionate ownership of the Company andiSkg#xpress.

The sale agreement also included the sale of tlmep&oy’s aircraft spare parts and other operatisgtas
that are required by Skylink Express in the operaif the Partnership, which were sold to Skylink
Express on December 20, 2010 in exchange for araepaon-interest bearing note (“Second Note
Receivable”) of $1.8 million receivable payable ofree years.

Both notes receivable due from Skylink Expresssaaired by a first charge on aircraft owned by i&kyl
Express. They are discounted at an annual rat&of 6

The results of operations of the Partnership hagenbclassified as discontinued operations in the
consolidated statements of income. The net cashsflare classified as operating activities from
discontinued operations in the consolidated stat¢snaf cash flows.

The net loss from discontinued operations is suriredras follows:

2011 2010
$ $
Total revenue from discontinued operations - 12,019,600
Loss from operating activities (233,688) (868,182)
Loss on write down of assets - (4,284,648)
Less: income taxes 65,432 1,910,092
Loss on discontinued operatic (168,256) (3,242,738)

The discounted balance of the notes receivablermgpdsed of the following as at December 31, 2011:
First Note  Second Note

Receivabl Receivabl Total
$ $ $
Notes receivable 1,827,512 1,412,158 3,239,670
Less: notes receivable - current portion 483,953 337,149 821,102
Notes receivable - long-term portion 1,343,559 1,075,009 2,418,568

Interest revenue of $217,056 was recognized foyé¢lae ended December 31, 2011 (2010 — $46,081).

Prior to the classification as a discontinued of@nathe results of the Partnership representecetitire
regional air cargo segment of the Company. Withgshiles of the regional business, the Company @ew h
only one segment.
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Recent Events (Continued)

Dissolution of Prince Edwards Air Ltd.

The Company operated its regional business unslesuibsidiary Prince Edwards Air Ltd. (“PEAL”"). On
December 22, 2011 under the authority of sub-sectié(2) of The Companies Act R.S.P.E.l. 1988,
Chapter-C-14, surrender of PEAL'’s charter was aeckeand order of its cancellation was passed. &be d
was also fixed as the date upon and from whichCbeapany was dissolved. Upon dissolution of PEAL,
the assets and liabilities were rolled over to lasgliary of the Company, its sole shareholding camyp
without any effect on the financial statementshef Company.

Asset held for sale

In 2011, an aircraft was approved for disposal laagl been presented as held for sale at an estirfiséted
value of $45,000 with the related deferred tax task$3,567.

The Company reviewed the carrying value of the iemg regional aircraft and estimated that the
recoverable amount was less than the book valuleeoéircraft. The recoverable amount was determined
on a fair value less costs to sell basis, fair #ddaing the market value for similar aircraft. T®empany
reduced the net book value of the aircraft hull andines to fair value by $783,698 and reportezbsa bn
impairment of property, plant and equipment. Thiatesl deferred heavy maintenance expenditure of
$409,430 was written off and recorded in loss @pasal of property, plant and equipment.

Fleet restructuring

In 2011, the Company permanently removed one afaitgo aircraft from service. The Company intends
to use the aircraft as a source for spare pansatotain its existing fleet of aircraft. Any sabda parts
and components of the aircraft that are required by the Company will be held foales
Accordingly, the Company reviewed the carryingiue of this aircraft at December 31, 204dnd
estimated that the recoverable value of the airevat less than the book value. The recoverableuatno
was determined on a fair value less costs to sslisbfair value being the market value for simdpare
parts. The Company reduced the net book valuki®fircraft to fair value by $980,587 at DecemB&y
2011 and reported a loss on impairment of propetant and equipment.

In 2011, the Company purchased three 727 airdraftwere previously leased for a total considenatip
$3,062,400. The costs were segregated into trmeganents consisting of engines totaling $1,487,953
airframe totaling $757,807, and deferred heavy teaance totaling $816,640.

Finance lease receivable

In 2011, the Company entered into a lease agreentdéah transfers the title of one of its regionamteaft
to the lessee at nominal value at the end of leaseordingly, the lease has been classified asantie
lease.

The finance lease receivable as at December 31, i2@&bmprised of the following:

$
Finance lease receivable 1,000,000
Less: unearned finance incc (83,290
Present value of minimum lease paym 916,71(
Current portio 293,01°

Long-term portion 623,693
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Recent Events (Continued)

Finance lease receivable (continued)

The estimated average effective interest ratelig%.and $16,710 of finance income was recognizedan
year. The finance lease receivable is securedeietised aircraft.

Long-term incentive plan

In 2010, the Company adopted a long-term incendlaa (the “Plan”) to provide certain of the exeuati
officers and senior management of the Company gothpensation opportunities tied to the performance
of the Company. Company incentive bonuses, indh@ bf shares, will be provided to eligible emplege

on an annual basis where the earnings of the Coynpereed a pre-determined base (the “base target”).
The base target is set annually by the Compens@&iwnmittee of the Company’s Board of Directors in
accordance with the terms of the Plan.

If the Company’'s earnings exceed the base targgtereentage of the excess is contributed by the
Company into a long-term incentive pool. Sharestlaga purchased on the open market by the Company
and held by the Company until they vest. Vestinghef shares will occur on the basis of one-thirdhef
total grant at the time of granting, and one tloindeach of the first and second anniversary dates.

On March 15, 2011, in accordance with the Plan,Gbenpany purchased 65,984 shares from the open
market at an average price of $8.55, plus commissids at December 31, 2011, 14,238 of these shares
had vested, $121,825 being transferred from shaseeb compensation reserves to shareholders’ capital
Share-based compensation expense of $497,143 aasrimtuded in the statement of income for the year
ending December 31, 2011, which includes withh@diaxes of $99,675 paid on behalf of the eligible
employees.

The following table details the impact of the abdransactions on the balance sheet as at Decertiber 3
2011 and on the income statement for the threavagide month periods ended December 31, 2011:

Shares purchased under the plan Number $

Balance, January 1, 2011 - -
Shares acquired by Company for long term incenilae 65,984 564,825
Shares distributed by Company to long-term incenpilan participants (14,238) (121,825)

Balance, December 31, 2( 51,746 443,000

Three months ended  Twelve months ended
December 31, 2011 December 31, 2011

Share-based compensation expense $ $
Shares transferred to long-term incentive planigpents - 121,825
Withholding tax paid for long-term incentive plaarpcipants - 99,675
Share-based compensation, not yet vested 68,913 275,643

Share-based remunerat 68,913 497,143
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Revenues

The Company’s revenues are primarily generated fitsnovernight air cargo service between thirteen
major Canadian cities each business night. Cus®rmpee-purchase a guaranteed space and weight
allocation on the Company’s network and a corredjmgnguaranteed daily revenue amount is paid to the
Company for this space and weight allocation. Reimg capacity is sold on aad hocbasis to contract
and non-contract customers. The Company alsorgiserevenue from a variety of other air cargo
services:

* The Company provides domestic air cargo services foumber of international airlines between
points in Canada that connect such airlines’ gagewa Canada. This helps to support lower
demand legs and provides a revenue opportunitylittiihor no incremental cost, as the flights are
operating on regular schedules.

» To further enhance its revenues, the Company o#especialty charter service, typically in the
daytime and on weekends. The charter businesstsaligestock shipments, military equipment,
emergency relief supplies and virtually any largpgmment requiring immediate delivery across
North America, to the Caribbean and to Europe.

 The Company operates an international route opgrdtetween Newark, New Jersey, USA and
Hamilton, Bermuda. This provides a five-day peelvair cargo service for multiple customers
and is patterned after the domestic business thagdjet has built in Canada. Customer contracts
contain minimum daily revenue guarantees and tiigyato pass through increases in fuel costs.

* The Company provides and operates dedicated dimmadn ACMI basis. On these contracts, the
customer is responsible for all commercial actdgtand the Company is paid a fixed amount to
operate the routes.

Expenses

Direct expenses consist of fixed and variable egpsnncluding aircraft and ground support, vehicle
leases, fuel, ground handling services, aircrafictigy, sub-charter and ground transportation ¢osts
landing fees, navigation fees, insurance, salameksbenefits, office equipment and building leases.

Administrative expenses are primarily costs assediaith executive and corporate management and the
overhead of the Company’s business that includetims such as load scheduling, flight operations
coordination, client relations, administration, @aating and information systems.
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Results of Operations and Supplementary Financialiformation
(in thousands

Three Month Period Ended Twelve Month Period Ended

December 31 December 31
2011 2010 2011 2010
(unaudited) (unaudited) (audited) (audited)
$ $ $ $
Revenue 42,914 42,923 165,511 156,205
Direct expenses 35,860 32,583 135,675 120,859
7,054 10,340 29,836 35,346
Selling, general and administrative expenses
General and administrative 5,215 5,304 18,956 19,169
Sales and marketing 189 251 587 815
Loss on impairment of property,plant and equipment 626 - 1,765 -
Loss on disposal of property,plant and equipment 533 - 1,164 -
Finance cost 877 895 3,323 3,487
Finance income (64) (30) (235) (56)
Loss (gain) on derivative contracts - 569 (678) 208
Distributions to Trust and Exchangeable LP Unitieotd - 1,007 - 4,029
Unrealized loss (gain) on Trust Units - 5,021 - (3,622)
Unrealized loss (gain) on Exchangeable LP Units - 1,214 - (1,573)
Unrealized loss on Conversion Option - 166 - 834
Loss on debenture redemption - - - 321
7,376 14,397 24,882 23,612
Earnings (loss) before income taxes
and discontinued operations (322) (4,057) 4,954 11,734
Provision for (recovery of) income taxes
Current 56 249 1,485 1,636
Deferred (170) 10 (496) 869
(114) 259 989 2,505
Income (loss) from continuing operations (208) (4,316) 3,965 9,229
Loss from discontinued operations (33) (806) (168) (3,243)
Net income (loss (241, (5,122 3,791 5,98¢
Earnings (Loss) per share
Basic (0.03) (0.64) 0.48 0.79
Diluted (0.03) (0.64) 0.48 0.79
Average number of shares - basic (in thousands dﬁares)(l) 7,942 7,956
Average number of trust units - basic (in thousandsf units) 7,993 7,993
Average number of trust units - diluted (in thousarus of units)(z) 7,993 9,534

Average number of shares is calculated ngeaSury shares.

For the purpose of calculating earnings per tragt-u diluted for the twelve month periods ended®&wber 31, 2010, the weighted average
numbers of Trust Unit, the weighted average nurob&xchangeable LP units and the effect of the Findnvertible debentures have been
combined. For the purpose of calculating earnjpegstrust unit — diluted for the three month perésdied December 31, 2010 the weighted
average number of Trust units and weight averagebeu of Exchangeable LP units have been combined.
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Summary of Most Recently Completed Consolidated Quéerly Results

Three Month Periods Ended
December 31 September 30 June 30 March 31 December Blen8zer 30 June 30 March 31
2011 2011 2011 2011 2010 2010 2010 2010
(unaudited)  (unaudited) (unaudited) (unaudited) (urtadii (unaudited) (unaudited) (unaudited)

Revenue (in thousands)) $ 4291 $ 40,307 $ 4118 $ 41,10¢ $ 42,920 $ 38,76 $ 37,75. § 36,76t

Net income (loss) from continuing
operations (in thousands} $ (208 $ 148 $ 1400 $ 1280 $ (4316 (9063 $ 1653 $ 607

Net loss from discontinued
operations (in thousands’ $ (33)$ (136, $ -8 -8 (806, $ 6748 (1,251 $ (511,

Earnings (loss) per Share / Trust Uni?
From continuing and discontinued operations

- Basic (0.03) 0.17 0.18 0.16 (0.64) (1.22) 1.92 0.72

- Diluted (0.03) 0.17 0.18 0.16 (0.64) (1.22) 1.66 0.65
From continuing operations

- Basic (0.03) 0.19 0.18 0.16 (0.54) (1.13) 2.07 0.76

- Diluted (0.03) 0.19 0.18 0.16 (0.54) (1.13) 1.78 0.69

Average number of trust units - basi
(in thousands of unitsf” - - - - 7,99: 7,99 7,99: 7,99

Average number of trust units - diluted®

(in thousands of unitsf"” - . . . 7,993 7,993 9,534 9,534
Average number of shares - bas

(in thousands of shares) 7,942 7,942 7,942 7,984

Average number of shares - dilute 7,94: 7,942 7,94: 7,98

(in thousands of sharesy

For the purpose of calculating the earnings pest tnit — diluted for the three month period entiatch 31, 2010 and June 30, 2010, the
weighted average numbers of Trust Units, the weijlatverage number of Exchangeable LP units, andfteet of the Fund’s convertible
debentures have been combined. For the purposelailating the earnings per trust unit — diluted floe three month period ended
December 31, 2010 the weighted average numbersust Units and the weighted average number of Engbable LP units have been
combined.

The revenue, net income and earning per sharedomtinuing and discontinued operations are basdjores in compliance with IFRS.

Average number of shares is calculated ngeasury shares.
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Calculation of EBITDA ® and Adjusted Free Cash Flow®"
(in thousands)

Three Month Periods Ended

December 31

Twelve Month Periods Ended
December 31

2011 2010 2011 2010
(unaudited) (unaudited) (unaudited) (unaudited)
$ $ $

Calculation of EBITDA ®:

Net income from continuing operations (208) (4,316) 3,965 9,229

Add:

Interest 813 865 3,088 3,431
Provision for current income taxes 56 249 1,485 1,636
Provision for (recovery of) future income taxes (170) 10 (496) 869
Loss on disposal of property, plant and equipment 533 - 1,164 -
Impairment on property, plant and equipment 626 - 1,765 -
Change in fair value on non-hedge derivatives - 569 (466) 466
Distributions to Trust and Exchangeable LP Unitleodd - 1,007 - 4,029
Unrealized (gain) loss on Trust Units - 5,021 - (3,622)
Unrealized (gain) loss on Exchangeable LP Units - 1,214 - (1,573)
Unrealized loss on conversion option - 166 - 834
Loss on debenture redemption - - - 322
Depreciation of property, plant and equipment 2,167 2,607 9,068 9,413
Aircraft heavy maintenance expenditures (69) (205) (3,423) (3,210)
Heavy maintenance depos(ﬁé (510) (492) (941) (1,882)

EBITDA from continuing operations 3,238 6,695 15,209 19,942

EBITDA from discontinued operations (45) 108 (234) (23)

Total EBITDA ™ 3,193 6,803 14,975 19,919

Calculation of Adjusted Free Cash Flow®:

Cash inflow from operating activities from contingioperations 1,847 2,217 15,172 12,471
Additions to property,plant and equipment (4,336) (403) (11,250) (4,904)
Proceeds from disposal of property, plant and egaigt - - 959 257

Standardized free cash flow (2,489) 1,814 4,881 7,824
Repayment of long-term debt (1,494) (3,131) (7,998) (6,676)
Repayment of finance lease (21) (53) (156) (237)
Repurchase of convertible debentures - - - (7,668)
Provision for current income taxes (56) (249) (1,485) (1,636)
Changes in non-cash working capital items and depos 1,322 3,481 (370) 3,638

Adjusted free cash flow® (2,738) 1,862 (5,128) (4,755)

actual heavy maintenance expenditures.

@  Please refer to End Note (A) included at the enitisfMD&A.
®  Please refer to End Note (B) included at the dritlis MD&A.

Heavy maintenance deposits are paid to the airgssgbrs on a monthly basis. Cargojet accruefuadef these payments when it incurs
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010

Highlights for the Three Month Periods ended Decemér 31, 2011 and 2010

» Total revenue for the three month period ended Déee 31, 2011 was $42.9 million as compared
to $42.9 million for the same period in 2010.

» Average core overnight daily cargo revenue exclgdirel surcharges and other cost pass-through
revenues for the three month period ended DeceB81het011 was $0.67 million per operating day
as compared to $0.71 million per operating dayséane period in 2010, representing a decrease of
5.6%.

« EBITDA for the three month period ended DecemberZl1 was $3.2 million as compared to
$6.7 million for the same period in 2010, a deceeafs$3.5 million or 52.2%.

* Adjusted free cash flow was an outflow of $2.7 mill for the three month period ended
December 31, 2011 as compared to an inflow of $iilfon for the same period in 2010, a
decrease of $4.6 million.

Revenue

Total revenue for the three month period ended Deee 31, 2011 was $42.9 million, remain unchanged
from $42.9 million for the same period in 2010.

Revenue related to the core overnight businessugixg fuel surcharges and other cost pass-through
revenues, for the three month period ended Dece@bef011 was $28.1 million compared to $31.7
million for the same period in 2010, a decreas®306 million or 11.4%.

Revenue related to the ACMI cargo business fortinee month period ended December 31, 2011 was
$2.3 million compared to $2.4 million for the saperiod in 2010, a decrease of $0.1 million or 4.2Z%e
decrease in ACMI revenues was due primarily toctirecellation of one of the Company's ACMI routes at
the end of previous quarter, partially offset byirmrease in ad-hoc ACMI flights.

Revenue related to the scheduled and ad-hoc chiaktenue for the three month period ended December
31, 2011 was $2.5 million compared to $0.5 millimn the same period in 2010, an increase of $2.0
million or 400%. On August 1, 2011 the Company edeinto an agreement to provide scheduled air
cargo services to destinations in the northernoregiof Canada. Under this agreement, the Company
initially operates two flights per week on a fixeasts basis that is inclusive of fuel, navigatiod &nding
fees. Any fuel cost increases are recovered thrauigiel surcharge similar to our core overnightuoek.
These flights are operated during the day, thusasing the utilization of the Company's aircrgef.
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010
(Continued)

Revenue (Continued)

Fuel surcharges and other cost pass-through resemere $9.7 million for the three month period ehde
December 31, 2011 as compared to $7.7 millionHergame period in 2010, representing an increase of
$2.0 million or 26.0%. The increase was due prilpao higher fuel prices that were passed onto
customers and an increase in charter block howmsl $urcharges and other cost pass-through revenues
include fuel sales to third parties of $0.5 millitor the three month period ended December 31, 2011
remained unchanged from $0.5 million for the saegog in 2010.

Other revenues were $0.3 million for the three magmeriod ended December 31, 2011 as compared to
$0.6 million for the same period in 2010, a deceeais$0.3 million or 50.0%. The decrease is pritgari
due to the reduced number of leased regional #ircra

Direct Expenses

Total direct expenses were $35.9 million for thee¢h month period ended December 31, 2011 as
compared to $32.6 million for the same period iA@Qepresenting an increase of $3.3 million od%Q.

As a percentage of revenue, direct expenses ireddsEm 76.0% in 2010 to 83.7% for the same penod
2011. The overall increase in direct expenses was primarily to higher fuel prices, increased
maintenance and crew costs patrtially offset by cedwaircraft costs and commercial costs.

Fuel costs were $16.0 million for the three monghigel ended December 31, 2011 as compared to $11.8
million for the same period in 2010. The $4.2 ioill or 35.6% increase in fuel costs were due thdrg
fuel prices and the increase in block hours duehiarter flights offset partially by lower hours dme
Company’s overnight network. The cost incurredh®y Company due to higher fuel prices was passed on
to customers as an increase in their fuel surckarge

Depreciation expense decreased from $1.7 millio20d@0 to $1.2 million in 2011, a decrease of $0.5
million or 29.4%. The decrease is primarily duehe decrease in fixed assets as a result of tpeshs of
aircraft used in the Company’s regional operations.

Aircraft costs decreased from $4.7 million in 2Gd0$4.4 million in 2011, a decrease of $0.3 millimn
6.4%. The decrease was primarily due to the deer@agegional aircraft lease costs and US dollar
denominated aircraft lease costs as a result aftteagthening Canadian Dollar.

Heavy maintenance amortization costs increased $6rd million in 2010 to $0.8 million in 2011,an
increase of $0.1 million or 14.3%.The increase mawarily due to the higher scheduled maintenance i
2011 as compare to 2010. Heavy maintenance obé#imeccurs at regular and predetermined intervats a
costs related to these are deferred by Companyaarutized over a period of 18 to 24 months untl th
next scheduled heavy maintenance.

Maintenance costs were $2.6 million for the thremnth period ended December 31, 2011 as compared to
$2.3 million for the same period in 2010. The imse of $0.3 million or 13% was primarily due to the
increase in line maintenance expenses.
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010
(Continued)

Direct Expenses (Continued)

Total crew costs including salaries, training aogifioning were $2.3 million for the three montfripd
ended December 31, 2011 and $2.0 million for thmesgeriod in 2010, an increase of $0.3 million or
15.0%. The increase in cost was due primarily largand the timing of crew training.

Commercial and other direct operating costs werg 88llion for the three month period ended Decembe
31, 2011 as compared to $9.3 million for the saewod in 2010. The decrease of $0.8 million 0¥8.6
was due primarily to the decrease in landing, leaghinterline linehaul and navigation charges tlue
lower volumes, reduced overnight block hours ardréduction in aircraft insurance.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expeaswere $5.3 million for the three month period
ended December 31, 2011 compared to $5.2 milliontHe same period in 2010, an increase of $0.1
million or 1.9%. The increase was due primarilyimgpairment losses of regional aircraft and one B727
that was removed from service, PEAL dissolutionemges, and the payment of severance to terminated
employees. These amounts were partially offsehbydss on foreign exchange contracts and incoase tr
conversion costs incurred in 2010.

EBITDA

EBITDA for the three month period ended December Z111 was $3.2 million or 7.5% of revenue,
compared to $6.7 million or 15.6% of revenue far fame period in 2010. The decrease in EBITDA of
$3.5 million or 52.2% was due primarily to the &olling:

» Adecrease in volumes and yields on the overnigiwork partially offset by increased ad-hoc and
scheduled charters.

» Higher direct costs due primarily to an increastugl price and an increase in charter block hours.

» Payment of severance to terminated employees

Amortization

Amortization expense of the Company includes armatitin of the identified intangible assets (exahgdi
goodwill and licenses), recognized as a resulthef acquisition of the Cargojet Group of Companies
immediately after the filing of the Company’s iaitipublic offering. The intangible assets relatinghe
filing of the Company’s initial public offering werfully amortized as at December 31, 2009. The
intangible assets related to the acquisition of PRvre disposed of in 2010 and the resulting loas w
recorded in the loss from discontinued operations.
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010
(Continued)

Finance Costs

Finance costs were $0.8 million for the three mopéniod ended December 31, 2011, compared to
$0.9 million for the three month period ended Delsen81, 2010.

Unrealized gain on Trust Units, Exchangeable LP U, and conversion option

Under IFRS, the Trust Units, the Exchangeable LidJand the conversion option on the convertible
debentures (“conversion option”) are classifiediaslities and recorded at fair value through jirof loss
(“FVTPL"). At each reporting date, the fair valué these liabilities was assessed with a correspgndi
charge or credit to income recorded in 2010. Omudanl, 2011, the Company converted from an income
trust to a corporate structure. The Trust Units #nedExchangeable LP units were converted into comm
voting shares and variable voting shares classifister shareholders’ equity. The conversion optias
reclassified to shareholders’ equity as well. Tag Value of these balances is no longer assedted a
reclassification into equity and there are no ulired gains and losses in 2011.

Current Income Taxes

The current income taxes for the three month perieided December 31, 2010 were a charge of $0.1
million and as compared to a charge of $0.2 milfimmthe same period in 2011. Effective JanuargQi,1

the Company converted from an income fund to aarate structure. Earlier provisions for income taxe
were due to certain subsidiaries of the Compantyaietaxable.

Deferred Income Taxes

Deferred income taxes for the three month periodednDecember 31, 2011 were a recovery of $0.2
million as compared to a charge of $0.01 milliontfte same period in 2010. Deferred taxes reprekent
change in temporary differences between the fidneiporting and tax bases of certain balance sheet
items for the period.

Non-controlling Interests

As a result of the Company converting from an ineotrust structure to corporate structure, all non-
controlling interests were converted to common ahalders. As such, there are no non-controlling
interests in the Company as at December 31, 2011.

Adjusted Free Cash Flow

Adjusted free cash flow was an outflow of $2.7 ioill for the three month period ended December 31,
2011, compared to an inflow of $1.9 million for ttieee month period ended December 31, 2010.
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010
(Continued)

Dividends/Distributions

Total dividends declared for the three month pegnded December 31, 2011 were $1,079,112 or $0.135
per share. In comparison, total distributions decldor the three month period ended December @10 2
were $1,007,170 or $0.126 per unit.

Record Dat Paid/Payab Declare Number of Shart Per Shat Paic
$ $ $
September 20, 2011 October 5, 2011 - - - 1,079,111
December 20, 20: January 5, 20: 1,079,11. 7,993,41 0.135( -
1,079,112 0.1350 1,079,111
Date Exchangeab
Date Distributiol Unitholder: LP Unitholder Total
Record Date Paid/Payable Declared Paid Declared Paid arbdcl  Per Unit Paid
$ $ $ $ $ $ $
September 30, 20 October 15, 201 - 270,35¢ - 65,36! - - 335,72
October 31, 201  November 15, 20: 270,35! 270,35t 65,36¢ 65,36¢ 335,72 0.042( 335,72
November 30, 20:  December 15, 20: 270,35! 270,35t 65, 36¢ 65, 36¢ 335,72 0.042( 335,72
December 31, 20. January 15, 20: 270,35! - 65,36¢ - 335,72 0.042( -

811,074 811,075 196,096 196,096 1,007,170 0.1260 1,007,171

The Company began paying dividends of $0.135 paresbhn a quarterly basis effective with the three
month period ended June 30, 2011.

Liquidity and Capital Resources

Cash provided by operating activities after netngjes in non-cash working capital balances for lteet
month period ended December 31, 2011 was $2.0omi#ls compared to $3.0 million for the same period
in 2010. The $1.0 million decrease in cash waspimsarily to the timing of accounts receivablesriease

in prepayments and payment of taxes.

Cash provided by financing activities during theethmonth period ended December 31, 2011 was $2.7
million and was comprised of net proceeds fromlithe of credit of $3.8 million offset by dividengmid
to shareholders of $1.1 million.

Cash used in investing activities during the thremth period ended December 31, 2011 was $4.2omilli
and was comprised of net capital asset additiorB4d million offset by $0.1 million of proceedsfn
installments of finance lease receivables of regjiaircraft.

The Company renewed its revolving credit facilitithna Canadian chartered bank on December 31, 2010.
The credit facility is to a maximum of $25.0 milipbears interest at bank prime plus 1.75% and is
repayable on maturity, December 31, 2013. Theitciadlity is subject to customary terms and cdiuatis

for borrowers of this nature, including, for examplimits on incurring additional indebtedness and
granting liens or selling assets without the cohséthe lenders. The credit facility is subjezthe
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Review of Operations for the Three Month Periods etied December 31, 2011 and 2010
(Continued)

Liguidity and Capital Resources (Continued)

maintenance of certain financial covenants. The @ was in compliance with all covenants as at
December 31, 2011.

The credit facility is secured by the following:

» general security agreement over all assets of tmepany;

» guarantee and postponement of claim to a maximud3®f0 million in favor of Cargojet
Partnership (wholly-owned subsidiary of the Compaarnyd certain other entities of the
Company; and

» assignment of insurance proceeds, payable to thle ba

The Company also maintains fixed loans with anotBanadian chartered bank through its subsidiary
Cargojet Airways Ltd. (“CJA”). These fixed loans meheld by PEAL prior to its dissolution on Decembe
22, 2011, after which they were transferred to Clle fixed loans bear interest at rates rangingifro
8.1% to 8.2%. They are secured by the regionataiirowned by CJA and notes receivable from Skylin
Express that are secured by a first charge onadtirawned by Skylink Express. The loans are replayiab
monthly installments plus interest and will matime January 2015. The Company has also provided a
standby letter of credit of $780,000 to the bankchlis held against the fixed loans.

Management anticipates that the funds availableeutite revolving credit facility and cash flow from
operations will be adequate to fund anticipatedtabpxpenditures, working capital and cash diviken
There are no provisions in debt, lease or othemngements that could trigger an additional funding
requirement or early payment based on current peaed results. There are no circumstances that
management is aware of that would impair the Cormigaability to undertake any transaction which is
essential to the Company’s operations.

Capital Expenditures

Net capital asset additions were $4.3 million foe three month period ended December 31, 2011 as
compared to $0.4 million for the same period in@0lhe capital asset additions in the current peniere
comprised of purchases of three aircrafts that wesgiously leased, engines and rotable assetspritie
period increase was primarily comprised of sparespkeasehold improvements and furniture and fegu



CARGOJET INC.

Management’s Discussion and Analysis of Financial@dition

and Results of Operations
For the Three and Twelve Month Periods Ended Decendr 31, 2011 Page 17 of 39

Review of Operations for the Twelve Month Periods Bded December 31, 2011 and 2010

Highlights for the Twelve Month Periods ended Decefver 31, 2011 and 2010

e Total revenue for the twelve month period endedebdmer 31, 2011 was $165.5 million as
compared to $156.2 million for the same period @ representing an increase of $9.3 million
or 6.0%.

» Average core overnight daily cargo revenue exclgdirel surcharges and other cost pass-through
revenues for the twelve month period ended Decer@beP011 was $0.64 million per operating
day, unchanged from $0.64 million per operating fdaysame period in 2010.

« EBITDA for the twelve month period ended DecemhkrZ11 was $15.2 million as compared to
$19.9 million for the same period in 2010.

* Adjusted free cash flow was an outflow of $5.1 roill for the twelve month period ended
December 31, 2011 as compared to an outflow of $4lBon for the same period in 2010, a
decrease of $0.3 million.

Revenue

Total revenue for the twelve month period endedebdzer 31, 2011 was $165.5 million as compared to
$156.2 million for the same period in 2010, repnéisg an increase of $9.3 million or 6.0%. The eage

in revenues was due primarily to the increase @ pass-through, charter and ACMI revenues, péhrtial
offset by lower volumes and yields from the Compsrgore overnight network and cancellation of an
ACMI route.

Revenue related to the core overnight businessuuaixg fuel surcharges and other cost pass-through
revenues, for the twelve month period ended Dece®be2011 was $110.3 million compared to $116.1
million for the same period in 2010, a decreas®508 million or 5.0%.

Revenue related to the ACMI cargo business fortiedve month period ended December 31, 2011 was
$9.6 million compared to $8.9 million for the saperiod in 2010, an increase of $0.7 million or 7.9%
The increase in ACMI revenues was due primarilarioincrease in ad-hoc ACMI flights, partially offse
by the cancellation of one of the Company's ACMites effective August 2011.

Revenue related to the scheduled and ad-hoc chiavtemue for the twelve month period ended December
31, 2011 was $6.5 million compared to $2.8 millimn the same period in 2010, an increase of $3.7
million or 132.1%. On August 1, 2011 the Compantessd into an agreement to provide scheduled air
cargo services to destinations in the northernoregiof Canada. Under this agreement, the Company
initially operates two flights per week on a fixeasts basis that is inclusive of fuel, navigatiod tanding
fees. Any fuel cost increases are recovered thrauigiel surcharge similar to our core overnightuoek.
These flights are operated during the day, thugaging the utilization of the Company's aircrkdet.
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Revenue (Continued)

Fuel surcharges and other cost pass-through resemnaee $37.7 million for the twelve month period
ended December 31, 2011 as compared to $26.4 miitio the same period in 2010, representing an
increase of $11.3 million or 42.8%. The increases wue primarily to higher fuel prices that weresaal
onto customers and an increase in charter blockshdtuel surcharges and other cost pass-through
revenues include fuel sales to third parties o8 $illion for the twelve month period ended Decentk,
2011, as compared to $0.8 million for the sameogkin 2010.

Other revenues were $1.4 million for the twelve thgperiod ended December 31, 2011 compared to $2.0
million for the same period in 2010. The decreagerimarily due to the reduced number of leasebned)
aircratft.

Direct Expenses

Total direct expenses were $135.7 million for theelve month period ended December 31, 2011 as
compared to $120.9 million for the same period @1@ representing an increase of $14.8 million or
12.2%. As a percentage of revenue, direct expdansesased from 77.4% in 2010 to 82% for the same
period in 2011. The overall increase in direct exges was due primarily to higher fuel prices, insss
commercial and crew costs and heavy maintenancetiaatmn.

Fuel costs were $56.9 million for the twelve mopétiod ended December 31, 2011 as compared to $40.7
million for the same period in 2010. The $16.2linl or 39.8% increase in fuel costs were due ghéi

fuel prices and an increase in block hours flowa thucharter flights offset partially by lower hewn the
Company’s overnight network. The cost incurredi®y Company due to higher fuel prices was passed on
to customers as an increase in their fuel surckarge

Foreign exchange gains and losses included a cb&&f®2 million in 2011 and remained unchangednifro
a charge of $0.2 for the same period in 2010. Ine#er 2009, the Company discontinued its foreign
exchange hedging program and realized a loss & #fllion from the sale of all of the Company’s
remaining U.S. dollar forward purchase contractssToss is recognized throughout 2010 and 20Xfetn
income in the same periods that the hedged antsdp@ansactions to which the hedges related aiflect
net income.

Depreciation expense decreased from $6.1 millio2d@a0 to $4.9 million in 2011, a decrease of $1.2
million or 19.7%. The decrease is primarily duehe decrease in fixed assets as a result of tipeshs of
aircraft used in the Company’s regional operations.

Aircraft costs decreased from $17.8 million in 2@&@($16.2 million in 2011, a decrease of $1.6 willor
9.0%. The decrease was primarily due to the deer@agsegional aircraft lease costs and US dollar
denominated aircraft lease costs as a result wbager Canadian Dollar compared to same peri@Di©.
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(Continued)

Direct Expenses (Continued)

Heavy maintenance amortization costs were $3.4amifor the twelve month period ended December 31,
2011 as compared to $2.7 million for the same pena2010, an increase of $0.7 million or 25.9%he
variance was due to the higher scheduled maintenar2011 as compared to 2010. Heavy maintenance of
aircraft occurs at regular and predetermined ialsrand costs related to these are deferred by @mynp
and amortized over a period of 18 to 24 monthd thrginext scheduled heavy maintenance.

Maintenance costs were $10.0 million for the twatventh period ended December 31, 2010 and remain
unchanged at $10.0 million for the same perioddih12

Total crew costs including salaries, training andifioning were $9.3 million for the twelve montard
ended December 31, 2011 as compared to $8.9 mitiothe same period in 2010, an increase of $0.4
million or 4.5%. The increase in cost was due ®ititrease in salary and crew training costs.

Commercial and other direct operating costs weré.%3nillion for the twelve month period ended
December 31, 2011 as compared to $34.5 milliothersame period in 2010. The increase of $0.4anilli
or 1.2% was due primarily to increased block h@nd higher interline expenses.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A") expesswere $18.8 million for the twelve month period
ended December 31, 2011 compared to $19.1 milbortife same period in 2010. The decrease of $0.3
million in SG&A expenses was due primarily to thesd on foreign exchange contracts, income trust
conversion costs and impairment losses of regiainataft recorded in 2010. This decrease was igrtia
offset by an increase in expenses in 2011 thatidted impairment losses of regional aircraft, immeint
losses of one B727 that was removed from serviddlz payment of severance to terminated employees.

EBITDA

EBITDA for the twelve month period ended Decembgr 2011 was $15.2 million or 9.2% of revenue,
compared to $19.9 million or 12.7% of revenue far same period in 2010. The decrease of $4.7omilli
in EBITDA was due primarily to the following:

* A decrease in gross margin due primarily to lowalumnes and yields on the overnight network,
partially offset by an increase in charter and ad-ACMI revenue.
» Higher direct costs due primarily to higher fuekcps and an increase in charter block hours.
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(Continued)

Amortization

Amortization expense of the Company includes armatittn of the identified intangible assets (exahgdi
goodwill and licenses), recognized as a resulthef acquisition of the Cargojet Group of Companies
immediately after the filing of the Company’s iaitipublic offering. The intangible assets relatinghe
filing of the Company’s initial public offering werfully amortized as at December 31, 2009. The
intangible assets related to the acquisition of PRvre disposed of in 2010 and the resulting loas w
recorded in the loss from discontinued operations.

Finance Costs

Net finance costs were $3.1 million for the twetaenth period ended December 31, 2011, compared to
$3.4 million for the twelve month period ended Dmber 31, 2010. The decrease of $0.3 million or 8.8%
was due to the decrease in long-term debt.

Unrealized gain on Trust Units, Exchangeable LP U, and conversion option

Under IFRS, the Trust Units, the Exchangeable LidJand the conversion option on the convertible
debentures (“conversion option”) are classifiedialilities and recorded at FVTPL. At each repagtin
date, the fair value of these liabilities was assdswith a corresponding charge or credit to income
recorded in 2010. On January 1, 2011, the Compamyested from an income trust structure to a
corporation structure. The Trust Units and the Bxgfeable LP units were converted into common voting
shares and variable voting shares classified umstiareholder's equity. The conversion option was
reclassified to shareholder’'s equity as well. Thie ¥alue of these balances is no longer assedted a
reclassification into equity and there are no ulired gains and losses in 2011.

Current Income Taxes

The current income taxes for the twelve month miriended December 31, 2010 were a charge of $1.6
million as compared to $1.5 million for the sameiqe in 2011. Effective January 1, 2011 the Company
converted from an income fund to corporate stract@iarlier provisions for income taxes were due to
certain subsidiaries of the Company that are ta&xabl

Deferred Income Taxes

The deferred income tax recovery of $0.5 million tlee twelve month period ended December 31, 2011
compared to the deferred income tax provision 08 $fillion for the same period in 2010 represehts t
change in temporary differences between the firdneiporting and tax bases of certain balance sheet
items for the period.
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Non-controlling Interests

As a result of the Company converting from an ineamust structure to a corporate structure, all-non
controlling interests were converted to common ehalders. Non-controlling interest for the twelve
month period ended December 31, 2010 was $292,357.

Adjusted Free Cash Flow

Adjusted free cash flow was an outflow of $5.1 oill for the twelve month period ended December 31,
2011, compared to an outflow of $4.8 million foettwelve month period ended December 31, 2010. The
decrease of $0.3 million for the twelve month peremded December 31, 2011 was due primarily to the
increase in cash inflow from operations, partiaf§set by higher maintenance capital expendituré an
repayment of long term debt in 2011 and repurcbésenvertible debenture of $ 7.7 million in 2010.

Dividends/Distributions

Total dividends declared for the twelve month perdmded December 31, 2011 were $4,244,504 million
or $0.531 per share. In comparison, total distriimst declared for the twelve month period ended
December 31, 2010 were $4,028,684 million or $0 a@Aunit.

Date
Dividends / Distributio
Record Dat Paid/Payabl Declaret( Number of Share Per Shar Paic
$ $ $
December 31, 20: January 15, 201 - 7,993,41¢ - 335,72¢
January 31, 20! February 15, 201 335,72¢ 7,993,41¢ 0.042( 335,72¢
February 28, 201 March 15, 201 335,72 7,993,41¢ 0.042( 335,72:
March 31, 201 April 15, 2011 335,72¢ 7,993,41¢ 0.042( 335,72¢
June 20, 201 July 5, 201 1,079,11. 7,993,41¢ 0.135( 1,079,11:
September 20, 20. October 5, 201 1,079,11: 7,993,41¢ 0.135( 1,079,11:
December 20, 2011 January 5, 2012 1,079,112 7,993,416 0.1350 -
4,244 50. 0.531( 3,501,11!
Distributior Unitholder: LP Unitholder Total
Record Dal Paid/Payab Declare Paic Declare Paic Declare Per Uni Paic
$ $ $ $ $ $
December 31, 20 January 15, 20: 241,93 93,78 - 335,72
January 31, 20: February 15, 20: 241,93 241,93 93,78:¢ 93,78 335,72 0.042( 335,72
February 28, 20: March 15, 201 241,93 241,93 93,78:¢ 93,78 335,72 0.042( 335,72
March 31, 201 April 15, 201( 270,35 270,35! 65,36! 65,36 335,72 0.042( 335,72
April 30, 201( May 14, 201 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
May 31, 201 Jure 15, 20: 270,35 270,35! 65,36! 65,36 335,72 0.042( 335,72
June 30, 20! July 15, 201 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
July 31, 201 August 13, 201 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
August 31, 201  September 15, 20 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
September 30, 20 October 15, 20! 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
October 31,201 November 15, 20: 270,35 270,35 65,36! 65,36 335,72 0.042( 335,72
November 30, 20.  December 15, 20 270,35! 270,35! 65,36¢ 65,36t 335,72 0.042( 335,72
December 31, 20 January 15, 20: 270,35 - 65,36! - 335,72 0.042( -
3,187,465 3,159,046 841,219 869,638 4,028,684 0.5040 4,028,684

The Company began paying dividends of $0.135 paresbn a quarterly basis effective with the three
month period ended June 30, 2011.
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Liquidity and Capital Resources

Cash provided by operating activities after neingfes in non-cash working capital balances for wedvie
month period ended December 31, 2011 was $15.4omids compared to $12.5 million for the same
period in 2010. The $2.9 million increase in céshthe twelve month period of 2011 as comparethéo
same period in 2010 was due primarily to the tinohgustomer receipts and vendor payments.

Cash used in financing activities during the twelaenth period ended December 31, 2011 was $6.2
million and was comprised of the net repaymenthefline of credit of $2.1 million, purchase of sasy
shares of $0.6 million and dividends paid to shaldgrs of $3.5 million.

Cash used in investing activities during the twelwenth period ended December 31, 2011 was
$9.5 million and was primarily comprised of net itajpasset additions.

The Company renewed its revolving credit facilitithha Canadian chartered bank on December 31, 2010.
The credit facility is to a maximum of $25.0 milipbears interest at bank prime plus 1.75% and is
repayable on maturity, December 31, 2013. Theitcizdlity is subject to customary terms and cdiuatis

for borrowers of this nature, including, for examplimits on incurring additional indebtedness and
granting liens or selling assets without the cohsdrnthe lenders. The credit facility is subjeotthe
maintenance of certain financial covenants. The @ was in compliance with all covenants as at
December 31, 2011.

The credit facility is secured by the following:

* general security agreement over all assets of tmepany;

» guarantee and postponement of claim to a maximu®3®f0 million in favour of Cargojet
Partnership (wholly-owned subsidiary of the Compaanyd certain other entities of the
Company; and

e assignment of insurance proceeds, payable to thle ba

The Company also maintains fixed loans with anotBanadian chartered bank through its subsidiary
Cargojet Airways Ltd. (“CJA”). These fixed loans meheld by PEAL prior to its dissolution on Decembe
22, 2011, after which they were transferred to CTle fixed loans bear interest at rates rangingifro
8.1% to 8.2%. They are secured by the regionataiirowned by CJA and notes receivable from Skylin
Express that are secured by a first charge onafiirawned by Skylink Express. The loans are repiayiab
monthly installments plus interest and will matime January 2015. The Company has also provided a
standby letter of credit of $780,000 to the bankcils held against the fixed loans.

Management anticipates that the funds availableeutite revolving credit facility and cash flow from
operations will be adequate to fund anticipatedtabpxpenditures, working capital and cash diviken
There are no provisions in debt, lease or othemngements that could trigger an additional funding
requirement or early payment based on current pe@ed results. There are no circumstances that
management is aware of that would impair the Coryigaability to undertake any transaction which is
essential to the Company’s operations.
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Capital Expenditures

Net capital asset additions were $10.3 million tfeg twelve month period ended December 31, 2011 as
compared to $4.6 million for the same period in@01

Financial Condition

The following is a comparison of the financial pgimsi of the Company as at December 31, 2011 to the
financial position of the Company as at Decembei2810.

Accounts Receivable

Accounts receivable as at December 31, 2011 amduot®10.7 million as compared to $11.3 million as
at December 31, 2010. The reduction of $0.6 nmilieas due to the timing of cash collections from
customers. The quality of the Company's net reddey balances and its current collections, in
management’s opinion, remains excellent.

Property, Plant and Equipment

As at December 31, 2011 property, plant, and egeipirwere $44.0 million as compared to $46.0 million
as at December 31, 2010. The $2.0 million net edes® in property, plant, and equipment was due
primarily to amortization of capital assets of $fillion, disposals of $2.2 million, transfer of $Imillion

to finance lease, and impairment charges of $1M8omifor regional aircraft offset by capital asset
additions of $12.1 million.

Trade and other payables

Accounts payable and accrued charges as at Dec&hp2011 were $10.6 million as compared to $11.1
million as at December 31, 2010. The decreas® & ®illion was due primarily to the timing of suigp
payments.

Working Capital Position

The Company had a working capital surplus as aebeer 31, 2011, representing the difference between
total current assets and current liabilities, of6$tillion, compared to a working capital surpluds$a.7
million as at December 31, 2010. The decrease df ®llion is primarily due to the timing of custem
receipts and vendor payments and deferred heavgtemaince deposits that were expensed during the
period.

Borrowings

Total borrowings excluding the current portion w&®.6 million as at December 31, 2011 as compared
to $12.2 million as at December 31, 2010. The {@mmgn debt consists of Cargojet’s revolving credit
facility and fixed loans related to CJA, rolled owgon dissolution of PEAL on December 22, 2011e Th
decrease of $1.6 million is due to the early paytoéfixed loan related to CJA.
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Financial Condition (Continued)

Convertible Debentures

In April 2008, $35.7 million of unsecured suborded debentures were issued with a term of fiveszear
These debentures bear a fixed interest rate of p&&annum, payable semi-annually in arrears onl Apr
30 and October 31 of each year, commencing Oct@he2008. On or after May 1, 2011, but prior to iNpr
30, 2012, the debentures are redeemable, in whaleyaime or in part from time to time, at theioptof

the Company at a price equal to at least $1,00@ebenture provided that the current market prace (
defined below) of the common shares of the Companyhe date on which the notice of redemption is
given is at least 125% of the conversion price 16.80 per common shares. After May 1, 2012, bwrpri
to the maturity date of April 30, 2013, the debeesuare redeemable at a price equal to $1,000 per
debenture plus accrued and unpaid interest. The ‘teurrent market price” is defined in the indemuo
mean the weighted average trading price of the ammsiares on the Toronto Stock Exchange for the
twenty (20) consecutive days ending on the fiftdiing day preceding the date of redemption or ritgtur

On redemption or at maturity on April 30, 2013, thempany has the option to repay the debentures in
either cash or equivalent common shares of the @omnprhe number of common shares to be issued will
be determined by dividing the aggregate amounhefarincipal amount of the debentures by 95% of the
current market price of the common shares.

Based on certain conditions, the debentures areectble, at the holders’ discretion, at $16.00 per
common shares at any time prior to the close ofnless on the earlier of the maturity date and the
business day immediately preceding the date spdddy the Company for redemption of the debentures.
The Company also has the right at any time to @mgeldebentures in the market, by tender or by teriva
contract subject to regulatory requirements, predjchowever, that if an event of default has oexliemd

is continuing, the Company or any of its affiliate8l not have the right to purchase the debentimes
private contract.

The principal amount of the debentures has beeoatd between its debt component and the conwersio
option. The two components have been classifiedraggly as liabilities on the balance sheet aaratary

1, 2010 and December 31, 2010. Following conversfahe Fund to a corporation on January 1, 2014, t
conversion option was then reclassified to equfigctoring in the value of the conversion option and
transaction costs, the convertible debenturesibeaest at an effective rate of 10.04%.

The balance of the Company’s convertible debentate®Becember 31, 2011, December 31, 2010 and
January 1, 2010 consisted of the following amounts:

December 3: December 3: January 1

2011 201C 201C

$ $ $

Principal balanc 24,655,00 24,655,00 32,131,000

Less

Issuance cos (1,237,467 (1,237,467 (1,612,696
Conversion option at incepti (1,568,975 (1,568,975 (2,044,727

Accretior 2,067,98. 1,513,38: 1,249,50.
Balance 23,916,542 23,361,940 29,723,081
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Financial Condition (Continued)

Convertible Debentures (Continued)

Interest expense on the debentures for the yealexdeDecember 31, 2011 and 2010 totaled $2,403,728
and $2,426,770, respectively.

The conversion option is measured at FVTPL andlsed using the Black-Scholes model. The valuation
assumptions used to value the conversion optioat d3ecember 31, 2010 and January 1, 2010 are as
follows:

December 3: January 1

201C 201C¢

Stock pric $ 8.4¢ $ 9.1z
Exercise pric $ 16.0C $ 16.0C
Expected life in yea 2.21i 3.27
Annualized volatilit 61% 40%
Annual rate of quarterly dividen 5.94% 5.85%
Risk-free discount ra 2.23% 2.12%

The calculated fair values of the conversion optainJanuary 1, 2010 and December 31, 2010 are
$1,374,768 and $1,778,326, respectively.

Substantial and normal course issuer bids

In January 2010, under the terms of a substassakr bid, the Company repurchased $7,476,000igpainc
amount of the debentures ($6,625,018 net of thete@lunamortized issuance costs and the $430,824
portion allocated to the conversion option) at at@d $1,010 per debenture plus a payment in résgec

all accrued interest and unpaid interest on thebemtures for an aggregate purchase price of $586,7
representing $7,550,760 on account of principalo¢ated $7,071,785 to the liability component
repurchased and $430,824 to the conversion optiwnponent) and $116,775 on account of accrued
interest. The repurchase of the debentures result loss of $321,415.

Summary of Contractual Obligations

Payments due by period

As at December 31, 20 Total 2012 201 201/ 201t 201€  Thereafte
(in thousands) $ $ $ $ $ $ $
Fixed Loans — PEAL 2,388 870 909 568 41 - :
Credit Facility 9,123 - 9,123 - - - -
Capital Lease Obligations 35 35 - - - - -
Operating Leases 42,989 10,900 58®, 10,416 9,001 1,745 37:
54,53t 11,80t  20,58¢ 10,98/ 9,042 1,74¢ 371

Off-Balance Sheet Arrangements

The Company does not have any off-balance sheangements other than those disclosed under
“Summary of Contractual Obligations”.
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Financial Condition (Continued)

Transactions with Related Parties

During the year ended December 31, 2011, the Coynpatered into a transaction with a related party,
First Take Entertainment Ltd., a company controbgane of the Company’s executive officers.

This transaction was in the normal course of bssirsd measured at the exchange amount, which is th
amount of consideration established and agreegd thébrelated parties. The amount of $150,000 (2010
nil) included under sales and marketing costs waisl pn account of advertising and promotional
expenses.

Major Customers

During the twelve month period ended December B112the Company had sales to three customers that
represented 48.0% of the total revenues (DecembeP@®L0 —55.0%). These sales are provided under
service agreements that expire over various petm&gptember 2018.

Contingencies
The Company has provided irrevocable standby ketbércredit totaling approximately $2.1 million to

financial institutions as security for its loansrmorate credit cards, and to a number of vendoseaurity
for the Company’s ongoing purchases.

Financial Instruments

The Company earns revenue and undertakes purdlaamsadtions in foreign currencies, and therefore is
subject to gains and losses due to fluctuatiorthenforeign currencies. The Company has managed it
exposure to changes in the Canadian/U.S. exchatgen anticipated purchases by buying forward U.S.
dollars at fixed rates in future periods. On Japuar2010, the Company discontinued hedge accagintin
and is recognizing the deferred loss on the oullgtgnforeign exchange contracts as at January 10 20
over the period to October 2011 in the same petiodghich the hedged anticipated transactions would
affect net income. During the twelve month periodled December 31, 2011, a loss of $144,274 (net of
taxes of $71,210) was recognized and transfer@u ficcumulated other comprehensive income to net
income.

In August 2010, October 2010, and January 2011Ctmapany entered into a series of U.S. dollar fodwa
purchase contracts maturing on a monthly basis fBeptember 2010 to December 2012 for an aggregate
total of USD $38.5 million. These forward contsaetere given to bank with a positive contract valtie
$0.20 million. The realized gain from the forwamahtracts was recorded in income for the twelve tmon
period ended December 31, 2011.
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Financial Condition (Continued)

Outlook

Cargojet experienced strong demand for its chartdrACMI services, while customer demand on it cor
overnight network continues to be limited by thereat volatile economic conditions. Cargojet conés

to retain all of its major customers and expectt ttemand on its core overnight network will impgov
with a stronger economy.

The Company also continues to recover fuel pricereimses through fuel surcharges. Any fuel cost
increases due to higher fuel prices are passed ounstomers as an increase in fuel surcharge ded b
customers on a cost recovery basis only. Similarhy cost savings due to lower fuel prices arsgh®sn

to customers as a decrease in fuel surcharge. déarent is confident that the Company will contihoie
fully recover any future increases in fuel costs.

Management's principal objective is to maximizeefigash flow available for dividends by continuing t
provide quality air cargo services, increasing tlaage of these services, focusing on improving
efficiencies and cost controls, and growing theirmgs organically and through strategic and acareti
acquisitions. Management continuously reviews evaluates all of the foregoing initiatives espdgial
those that can improve cash flow.

Future strategic initiatives may be financed frowrking capital, cash flow from operations, borrogvior
the issuance of shares. Any decisions regardiagatiove, including further increases or decreases i
dividends, will be considered and determined asapjate by the Board of Directors of Cargojet Inc.

Critical Estimates

The preparation of financial statements in confoymuith International Financial Reporting Standards
requires management to make estimates and assuspkiat affect the reported amounts of assets and
liabilities and disclosure of contingent assets &ablilities at the date of the financial statenseand
reported amounts of revenue and expenses duringeffaating period. Actual results could differ from
those estimates. The significant items requiriryube of management estimates are the determiraition
the allowance for doubtful accounts, the obsoleseeri spare parts, materials, supplies, and ratadie

the valuation of intangible assets. The table walscloses the methodology used by managemehgin t
assessment of these accounting estimates.
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Financial Condition (Continued)

Critical Estimates (Continued)

a

Critical Methodology and Assumptions

Accounting

Estimate

Financial All financial instruments are initially measuredtheir fair value plus in the case of
instruments financial asset or financial liability not at FVTPLransaction costs that are directly

attributable to the acquisition or issue of theafinial asset or financial liability. Aftar
initial recognition, financial liabilities are maagd at amortized cost using the effect

interest method except for financial liabilitiesFA(TPL.

ve

Impairment of
tangible and
intangible assets
excluding goodwill

At the end of each reporting period, the Compameres the carrying amounts of i
tangible and intangible assets to determine whethenre is any indication that tho

assets have suffered an impairment loss. If anh sutication exists, the recoveraQ
amount of the asset is estimated in order to déterthe extent of the impairment logs

Where it is not possible to estimate the recoveralbhount of an individual asset, t
Company estimates the recoverable amount of thie-gaserating unit to which th
asset belongs. Where a reasonable and consistgintdjaallocation can be identifie

IS
e
le

he
e
P

corporate assets are also allocated to individasth-generating units, or otherwise they

are allocated to the smallest group of cash-gengranits for which a reasonable a
consistent allocation basis can be identified.rigtble assets with indefinite useful liv

nd
bS

are tested for impairment at least annually, andngkier there is an indication that the

asset may be impaired.
Recoverable amount is the higher of fair value lessts to sell and value in use.

In

assessing value in use, the estimated future dasis fire discounted to their present

value using a pre-tax discount rate that refleatsenit market assessments of the t
value of money and the risks specific to the aksetvhich the estimates of future ca

me
sh

flows have not been adjusted. If the recoverabieumt of an asset or cash-generating

unit is estimated to be less than its carrying amaihe carrying amount of the asset
cash-generating unit is reduced to its recoverabt®unt. An impairment loss
recognized immediately in profit or loss.

or
S

Deferred taxes

Deferred tax assets are only rezedrb the extent that it is probable that theié bvei
sufficient taxable profits against which to utilizhe benefits of the tempora

Yy

differences and they are expected to reverse irfdireseeable future. The Compahny

reviews the carrying amount of deferred tax asaethie end of each reporting peri
and reduced to the extent that it is no longer @intibthat sufficient taxable profits w
be available to allow all or part of the assetéadcovered.

bd
I

Inventories

Inventories are stated at the lowecast and net realizable value. Net realizable vi
represents the estimated selling price for invéesdess all estimated costs necessar
make the sale. The Company reviews the estimatiagsprice and the estimated cod
necessary to make the sale at each reporting peeridetermine the net realizable valu

hlue
y to
ts
e.
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Financial Condition (Continued)

Deferred Income Taxes

Deferred tax is recognized on temporary differertmetsveen the carrying amounts of assets and liakili

in the financial statements and the correspondinxghbiases used in the computation of taxable profit.
Deferred tax liabilities are generally recognized dll taxable temporary differences. Deferred dagets
are generally recognized for all deductible tempowdifferences to the extent that it is probablatth
taxable profits will be available against whichdbaleductible temporary differences can be utiliZah
deferred tax assets and liabilities are not receghif the temporary difference arises from goobwil
from the initial recognition (other than in a busis combination) of other assets and liabilitiesain
transaction that affects neither the taxable prafitthe accounting profit.

Information Disclosure Controls and Procedures andnternal Controls over Financial Reporting

Disclosure controls and procedures within the Camgpare designed to provide reasonable assurante tha
appropriate and timely decisions are made reganglirimic disclosure. This is accomplished throulg t
establishment of systems that identify and comnataicelevant information to persons responsible for
preparing public disclosure items, in accordancéh whe Disclosure Policy adopted jointly by the
Directors of the Company.

Internal controls over financial reporting are desid to provide reasonable assurance regarding the
reliability of the Company’s financial reporting drits preparation of financial statements for exaér
purposes in accordance with IFRS.

An evaluation of the effectiveness of the Compardisclosure controls and procedures and design of
internal controls over financial reporting, as defi under the rules of the Canadian Securities
Administrators, was conducted at December 31, Xylrhanagement. Based on this evaluation, the Chief
Executive Officer and the Chief Financial Officeavie concluded that the disclosure controls and
procedures and internal controls over financiabrepg of the Company are effective. This Manageime
Discussion and Analysis was reviewed by the Disol©fficers of the Company (individuals authorized
to communicate with the public about informatiomecerning the Company), the Audit Committee and the
Board of Directors of the Company, all of whom apy@d it prior to its publication.

Financial Reporting Update

International Financial Reporting Standards (“IFRS")

The Company has adopted IFRS effective Januar@1l1.2Prior to the adoption of IFRS, the Company
prepared its annual financial statements in acomelavith Canadian generally accepted accounting
principles (“Canadian GAAP"). The Company’s finaaicstatements for the year ending December 31,
2011 are the first annual financial statements ¢batply with IFRS. Accordingly, the Company makes a
unreserved statement of compliance with IFRS beéginwith its 2011 annual financial statements. The
Company’s transition date is January 1, 2010 (tihensition date”) and the Company has prepared its
opening IFRS balance sheet at that date. Thesacfadastatements have been prepared in accordaitite w
the accounting policies described in Note 3 of @mmsolidated Financial Statements. The Company has
prepared its opening balance sheet and finanastraents for 2010 and 2011 by applying existing3FR
with an effective date of December 31, 2011 orrprio
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Financial Reporting Update (Continued)

International Financial Reporting Standards (“IFRS”) (Continued)

a) Elected exemptions from full retrospective apptiation

In preparing these financial statements in accarelavith IFRS, the Company has applied certain ef th
optional exemptions from the full retrospective liggiion of IFRS. The optional exemptions applied a
as described below:

(i) Business Combinations

The Company has applied the business combinatiees@ion in IFRS 1, First-time Adoption of
International Financial Reporting Standards (“IFR$’) by selecting to adoptFRS 3, Business
Combinations(“IFRS 3) from August 1, 2009. Accordingly, the Companysheestated all business
combinations that took place on or after Augu2Q9 to comply withHFRS 3

(i) Borrowing Costs

The Company has applied the borrowing costs exemjiri IFRS 1 to not applinternational Accounting
Standard (“IAS”) 23, Borrowing Costgetrospectively to capitalize borrowing costs iags from
acquisitions of qualifying assets. Accordingly, tB®mpany has not capitalized borrowing costs for
acquisitions of qualifying assets that took pladergo the transition date.

(i) Leases

The Company elected to apply the transitional miowis inlFRS Interpretation Committe@IFRIC”) 4,
Determining Whether an Arrangement Contains a L€asaRIC 4"). This election allows the Company
to determine whether an arrangement existing atlélbe of transition contains a lease on the bddects
and circumstances existing at that date. Thistieleaesulted in no additional arrangements being
identified as a lease.

b) Mandatory exceptions to retrospective applicaton

In preparing these financial statements in accargawith IFRS, the Company has applied certain
mandatory exemptions from the full retrospectivpl@ation of IFRS. Hindsight was not used to create
revise estimates and accordingly the estimatesqusly made by the Company under Canadian GAAP
are consistent with their application under IFRS.
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Financial Reporting Update (Continued)

International Financial Reporting Standards (“IFRS”) (Continued)

¢) Reconciliation of equity (deficiency) reported nder Canadian GAAP to IFRS

The following is a reconciliation of the Compangquity reported in accordance with Canadian GAAP to
its deficiency reported in accordance with IFR&hattransition date of January 1, 2010:

Unitholders' equit Non-controlling  Total equit

Note (deficiency interes  (deficiency
$ $ $
As reported under Canadian GAAP - December 31, 2009 46,701,110 - 46,701,110
Reclassification of non-controlling interests to
equity (M) - 2,826,785 2,826,785
Reclassification of Unitholders' capital from
Unitholders' equity to liabilities (i) (53,517,349) - (53,517,349)
Reclassification of conversion option on conveetibl
debentures from Unitholders' equity to liabilities (iii) (2,044,727) - (2,044,727)
Deferred income taxes on convertible debentures (iv) (294,448) - (294,448)
Componentization of property, plant and equipment (v) (1,752,463) - (1,752,463)
Deferred income taxes on property, plant and egeigm (vi) 490,690 - 490,690
Changes in fair value of Trust Units, Exchangealble
Units, and conversion option on convertible debegtu (Vi) (349,305) - (349,305)
Transaction costs relating to acquisition of
Cargojet Regional Partnership ("CJR") (viii) (695,931) - (695,931)
As reported under IFRS - January 1, 2010 (11,462,423 2,826,785 (8,635,638)

The following is a reconciliation of the Companyesguity (deficiency) reported in accordance with
Canadian GAAP to its equity reported in accordamitie IFRS at December 31, 2010:

Unitholders
equity Non-controlling Total equity
Note (deficiecy interes (deficiency
$ $ $
As reported under Canadian GAAP - December 31, 2010 52,879,781 - 52,879,781
Reclassification of non-controlling interests to
equity 0] - - -
Reclassification of Unitholders' capital from
Unitholders' equity to liabilities (ii) (59,106,288) - (59,106,288)
Reclassification of conversion option on convedibl
debentures from Unitholders' equity to liabilities iii) (1,568,975) - (1,568,975)
Deferred income taxes on convertible debentures (iv) 138,301 - 138,301
Componentization of property, plant and equipment ) (v (2,015,366) - (2,015,366)
Deferred income taxes on property, plant and eqgeigm (vi) 564,302 - 564,302
Changes in fair value of Trust Units, Exchangedlfle
Units, and conversion option on convertible debergu (vii) 4,140,801 - 4,140,801

As reported under IFRS - December 31, - (4,967,444 - (4,967,444
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Financial Reporting Update (Continued)

International Financial Reporting Standards (“IFRS”) (Continued)

Discussion of key reconciliation items:

Vi.

Vil.

Reclassification of non-controlling interests toitinlders’ equity

Canadian GAAP states that non-controlling interasésnot a financial liability or an equity
instrument of an entity, and should be presenteatienconsolidated balance sheet separately
from equity. However, under IFRS non-controllingeirests are presented as a part of equity.

Reclassification of Unitholders’ capital from equib liabilities

Under Canadian GAAP, the Trust Units are recordedJmit holders’ equity. However, the
Trust Units are considered a financial liabilityden IFRS as they are puttable to the entity at
any time by the Unit holders to a maximum of $50,p@r month.

Reclassification of conversion option on convediiebentures from equity to liability

As the conversion options are convertible into Thusits at the debenture holders’ option,
they are classified as a liability under IFRS cetesit with the classification of the Trust
Units.

Deferred income taxes on convertible debentures

Canadian GAAP states that if the entity is ableséttle the convertible debt instrument in
accordance with its terms without the incidencetad, then there is deemed to be no
temporary difference. However, IFRS does not hagesame exemption and, accordingly, the
Company has now accounted for deferred taxes otethgorary difference.

Componentization of property, plant and equipment

IFRS requires property, plant and equipment to lepretiated based on significant
identifiable components, whereas Canadian GAAP doet have the same explicit
requirement. Under IFRS, the Company's aircraft ehdabeen componentized into two
significant components, hulls and engines. Thisilted in additional depreciation expense
being recorded by the Company.

Deferred income taxes on property, plant and egeigm

Deferred income taxes are impacted by the changmmporary differences resulting from the
effect of the componentization of property, plant @&quipment described in adjustment (v)
above.

Changes in fair value of Trust Units, ExchangealfleéJnits, and conversion option

Under IFRS, the Trust Units, the Exchangeable LRslJand the conversion option on the
convertible debentures are classified as lialbdliaed recorded at FVTPL. At each reporting
date, these liabilities are re-measured to faiueakith a corresponding charge or credit to
income. Under Canadian GAAP, these items are redaati cost.
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Financial Reporting Update (Continued)

International Financial Reporting Standards (“IFRS”) (Continued)

Discussion of key reconciliation items (continued):

viii.  Transaction costs related to the acquisition ofyGj@t Regional Partnership
Under Canadian GAAP, the transaction costs relateke regional business were capitalized
and recognized as goodwill. IFRS does not allow ¢heitalization of transaction costs
relating to business combinations and these hareftire been expensed as incurred.

Reconciliation of net income as reported under Cardian GAAP to IFRS

The following is a reconciliation of the Companyigt income reported in accordance with Canadian
GAAP to its net income in accordance with IFRStfar year ended December 31, 2010:

Year ende
Note  Decenber 31, 2010
$
Net income as reported under Canadian GAAP 4,039,754
Reclassification of non-controlling interests unB&tS 0] 722,557
Deferred income taxes on convertible debentures (i) 432,749
Componentization of property, plant and equipment (ii) (262,902)
Deferred income taxes on property, plant and eguipm (iv) 73,612
Changes in fair value of Trust Units, Exchangddlehits,
and conversion option on convertible debentures v) 4,361,338
Reclassification of distributions to Trust Unitsl&xchangeable
LP Units from equity to income (V) (4,028,684)
Loss on the repurchase of convertible debentures (vii) (48,150)
Goodwill impaiment (viil) 695,931
Net income as reported under || 5,986,20
Attributable to:
Owners of the Company 6,278,562
Non-controlling interests (292,357)

Discussion of key reconciliation items:

i.  Reclassification of non-controlling interests
Non-controlling interests are included in the detieation of net profit under IFRS. This
adjustment adds back non-controlling interestsedsrchined under Canadian GAAP.

il. Deferred income taxes on convertible debentures
The difference relates to changes in temporaryeuifices resulting from the effect of
recognition of deferred taxes on convertible delest
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Financial Reporting Update (Continued)

International Financial Reporting Standards (“IFRS”) (Continued)

Discussion of key reconciliation items (continued):

Vi.

Vil.

viii.

Componentization of property, plant and equipment

IFRS requires property, plant and equipment to lpretiated based on significant
identifiable components, whereas Canadian GAAP doet have the same explicit
requirement. Under IFRS, the Company’'s aircraft endaeen componentized into two
significant components, hulls and engines. Thisilted in additional depreciation expense
being recorded by the Company.

Deferred income taxes on property, plant and egeigm
Deferred income taxes are impacted by the chant@riporary differences resulting from the
effect of the IFRS reconciling item described pir §bove.

Changes in fair value of Trust Units, ExchangedlfldJnits, and conversion option

Under IFRS, the Trust Units, the Exchangeable LRtsJrand the conversion option on
convertible debentures are classified as liabdlitend recorded at FVTPL. Under Canadian
GAAP, these items are recorded at cost.

Reclassification of distributions to Trust Unithetd and Exchangeable LP Unitholders
Under Canadian GAAP, distributions to Trust Unitlerk and Exchangeable LP Unitholders
are recorded as a reduction in equity and non-obhinty interests, respectively. Under IFRS,
they are recorded as an expense as the Trust Bmitsthe Exchangeable LP Units are
classified as liabilities.

Loss from the repurchase of convertible debentures

Under Canadian GAAP, the conversion option is rmedr at cost. Under IFRS, the
conversion option is recorded at FVTPL. A differeric the loss on repurchase of convertible
debentures arose when the debentures were repedchas a result of this valuation
difference.

Goodwill impairment

As transaction costs are expensed under IFRS 3gdbewill recognized at the time of
acquisition of Cargojet Regional Partnership in 2@as reduced, with a corresponding
reduction in goodwill impairment in 2010.

Reconciliation of comprehensive income (loss) asparted under Canadian GAAP to IFRS

The following is a reconciliation of the Companyemprehensive income reported in accordance with
Canadian GAAP to its comprehensive income in aaaed with IFRS for the twelve month periods ended
December 31, 2010:
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International Financial Reporting Standards (“IFRS”) (Continued)

Reconciliation of comprehensive income as reportaghder Canadian GAAP to IFRS (continued):
Year ended Decemb

Note 31, 2010
$
Comprehensive income as reported under CanadianFGAA 4,256,171
Reclassification of non-controlling interests unteRS 0] 722,556
Increase in net income (ii) 1,223,895
Comprehensive income as reported under 6,202,62:

Discussion of key reconciliation items:

i.  Non-controlling interests
Non-controlling interests are included in the detieation of comprehensive income (loss)
under IFRS. This adjustment adds back non-contipiliterests expense as determined under
Canadian GAAP.

ii. Increase in net income
This reflects the differences in net income betw€amadian GAAP and IFRS as described
above.

d) Standards and Interpretations issued not yet adated

A number of new standards, amendments to standadifterpretations have been issued but are mot ye
effective for the financial year ending December 2011, and accordingly, have not been applied in
preparing these financial statements:

() Financial Instruments - Disclosures

The International Accounting Standards Board (“IABBas issued an amendmentlERS 7, Financial
Instruments: Disclosuresequiring incremental disclosures regarding tienssof financial assets and to
require disclosures to better assess the effegbtantial effect of offsetting arrangements in baance
sheet. This amendment is effective for annualogsrbeginning on or after July 1, 2011. The Comgpan
will apply the amendment at the beginning of itsl20financial year and does not expect the
implementation to have a significant impact on@wenpany’s disclosures.

(i) Financial Instruments

The IASB has issued a new standdkRS 9, Financial Instrument§'IFRS 9), which will ultimately
replacelAS 39, Financial Instruments: Recognition and Blaamen(“l1AS 39).
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International Financial Reporting Standards (“IFRS”) (Continued)

Standards and Interpretations in issue not yet adajed (continued)
(i) Financial Instruments (continued)

The replacement of IAS 39 is a multi-phase projeith the objective of improving and simplifying the
reporting for financial instruments and the isswaof IFRS 9 is part of the first phase. This stadda
becomes effective on January 1, 2015. The Compasyét to assess the impact of the new standaitd on
results of operations, financial position and disares.

(iif) Financial Instruments — Presentation

The IASB has amendddS 32, Financial Instruments: Presentation (“IAS’B clarifying the application
of the offsetting requirements of financial assetd financial liabilities. The amendments to I1ASBust

be applied retrospectively for annual periods bieigip on or after January 1, 2014. The Company dogs
expect the adoption of this standard to have afgignt impact on the Company’s disclosures.

(iv) Presentation of Financial Statements

The IASB amendedAS 1, Presentation of Financial Statements (“IR§ providing guidance on items
contained in other comprehensive income (“OCI”) #malr classification within OCI. The amendments to
IAS 1 must be applied retrospectively for annualquks beginning on or after July 1, 2012. The Conypa
does not expect the adoption of this standard ¥e hssignificant impact on the Company’s disclosure

(v) Consolidated Financial Statements

The IASB has issued a new standdFdRS 10, Consolidated Financial Statements (“IFR%) which will
replacelAS 27, Consolidated and Separate Financial Stategand Standards Interpretation Committee
(“SIC”) 12, Consolidation — Special Purpose Entgie

IFRS 10 builds on existing principles by identifgithe concept of control as the determining faator
whether an entity should be included within thesmdidated financial statements of the parent compan
The standard provides additional guidance to agsibte determination of control where this is idifilt to
assess. This standard becomes effective on Jahu2@13. The Company will apply the standard at the
beginning of its 2013 financial year and does xgieet the implementation to have a significant iotgan

the Company’s disclosures.

(vi) Disclosure of Interests in Other Entities

The IASB has issued a new standdfeRS 12, Disclosure of Interests in Other Entitas disclosure
requirements for all forms of interests inhaat entities, including subsidiaries, joint argements,
associates and unconsolidated structured enfitfesstandard is not applicable until January 1324t is
available for early adoption. The Company will adtpe standard at the beginning of its 20ih@&ncial
yearand does not expect the implementation to havgnifisant impact on the Company’s disclosures.
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International Financial Reporting Standards (“IFRS”) (Continued)

Standards and Interpretations in issue not yet adajed (continued)

(vii) Fair Value Measurement

IFRS 13, Fair Value Measurement (“IFRS 139 a new standard that defines fair value, setsroa
single IFRS a framework for measuring fair ealland requires disclosures about fair value
measurements. IFRS 13 does not determine whersat) adiability or an entity’s own equity instrunte

IS measured at fair value. Rather, the measurear@hdisclosure requirements of IFRS 13 apply when
another IFRS requires or permits the item to besonesl at fair value (with limited exceptions). The
standard is not applicable until January 1, 2013savailable for early adoption.

End Notes

® " All references to “EBITDA” in the Management’s Pisssion and Analysis exclude some or all of the
following: “amortization, interest on long-term defuture income tax recovery, provision for cutren
income taxes, non-controlling interest, gain orslos disposal of capital assets and amortization of
aircraft heavy maintenance expenditures”. EBITBAiterm used by the Company that does not have
a standardized meaning prescribed by Internatiitencial Reporting Standards (“IFRS”) and is
therefore unlikely to be comparable to similar meas used by other issuers. EBITDA is a measure
of the Company’s operating profitability and by idéfon, excludes certain items as detailed above.
These items are viewed by management as non-casigicase of amortization, gain or loss on
disposal of capital assets, amortization of aitcnafivy maintenance expenditures and future income
tax recovery), or non-operating (in the case driggt on long-term debt, provision for current imeo
taxes and non-controlling interest). The undegyi@asons for exclusion of each item are as follows

Depreciation - as a non-cash item, depreciation has no impath@metermination of EBITDA
and distributable cash.

Interest on long-term debt - interest on long-term debt is a function of tGBe®mpany’s
treasury/financing activities and represents aediffit class of expense than those included in
EBITDA.

Future income tax recovery- the calculation of future income tax recoverigsai function of
temporary differences between the financial repgrind the tax basis of balance sheet items for
calculating tax expense and is separate from tiy @zerations of the Company.

Provision for current income taxes— the provision for current income taxes is a nperating
item and represents a different class of experaettiose included in EBITDA.
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QY

(B)

(continued)

Non-controlling interests - non-controlling interests represent a direct-oontrolling interest of
the non-controlling shareholders of Cargojet ReglidPartnership. Accordingly, non-controlling
interest represents a different class of experaettiose included in EBITDA.

Gain or loss on disposal of property, plant & equiment - the gain or loss arising from the

disposal of property, plant & equipment. As nosfcatem, the gain or loss on disposal of
property, plant & equipment has no impact on theemeination of EBITDA and distributable

cash.

Gain or loss on disposal of intangible assetsthe gain or loss arising from the disposal of
intangible assets. As non-cash item, the gaings bn disposal of intangible assets has no impact
on the determination of EBITDA and distributablesita

Gain or loss on repurchases of debentures the gain or loss arising from repurchase of
debentures. As non-cash item, the gain or loseparchase of debentures has no impact on the
determination of EBITDA and distributable cash.

Non-cash lease expensepromissory note from SkyLink Express Inc. appliedi¢ase aircraft
payments. As non-cash item, non-cash lease expgeseno impact on the determination of
EBITDA and distributable cash.

Change in fair value on non-hedge derivative, convsion option, trust units, and
exchangeable LP units the gain or loss arising from mark to market adnesit on foreign
exchange contracts, conversion option, trust uaitg, exchangeable LP units. As non-cash item,
the fair value gain or loss on these has no immactthe determination of EBITDA and
distributable cash.

Aircraft heavy maintenance depreciation- aircraft heavy maintenance depreciation represant
non-cash item. EBITDA is however reduced by thduac aircraft heavy maintenance
expenditures and deposits incurred in the periodomingly, this expense represents a different
class of expense than those included in EBITDA.

Adjusted Free Cash Flow is a term, which does @aeeha standardized meaning prescribed by
IFRS and is therefore unlikely to be comparablesitoilar measures used by other Companies.
The objective of presenting this non-IFRS meassir® icalculate the amount, which is available
for dividend distributions to shareholders. Adadgsfree Cash Flow is not necessarily indicative
of cash available to fund cash needs and shoultbexabnsidered an alternative to cash flow as a
measure of liquidity. All references in the Managat's Discussion and Analysis to “Adjusted
Free Cash Flow” have the meaning set out in this.no
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B)

(continued)

In November 2010, CICA issued a consultation gueatitledreporting Supplementary Financial
Measures, General Principles (The Guidanc&he guidance approved the continuation of
previously published guidance on EBITDA, Free cdislw and Distributable cash as it is
continued to be relevant in the post IFRS enviramme

Standardized Free Cash Flow is defined as “CasVsffoom operating activities as reported in the
IFRS financial statements, including operating ceivs provided from or used in discontinued

operations; total capital expenditures minus prdsdieom the disposition of capital assets other
than those of discontinued operations, as repantéite IFRS financial statements; and dividends,
when stipulated, unless deducted in arriving ah ¢asvs from operating activities.”

The Company has adopted a measurement called Adjisee Cash Flow to supplement net
earnings as a measure of operating performanceustet] Free Cash Flow is defined by the
Company as Standardized Free Cash Flow as defipettheb Canadian Institute of Chartered
Accounts (“CICA"), less operating cash flows praaddfrom or used in discontinued operations,
repayment of long-term debt, repurchase of corMertebentures, repurchase of treasury shares /
fund units, changes in working capital, plus primnsor recovery of current income taxes.

The underlying reasons for the inclusion and exctusf each item are as follows:

Operating cash flows provided from or used in discatinued operations — As the operating
cash flows provided from or used in discontinuedrations are not expected to recur in the future,
it has been excluded from the calculation of AdjdsFree Cash Flow to enhance the predictive
value of the measure.

Repayment of long-term debt- The repayment of long-term debt is stipulatedthg debt
agreement between Cargojet and its creditors.piteeents a cash outflow that is required for
ongoing operations and therefore should be excludetie calculation of Adjusted Free Cash
Flow to determine a more representative measurecash that is available for dividend
distributions.

Repurchase of convertible debentures- The repurchase of convertible debentures represe
competing usage of operating cash flows versugleind payments to shareholders. As such, it
should be excluded from the calculation of Adjustee Cash Flow to determine a more
representative measure of cash that is availabldifaend distributions.

Changes in working capital- Changes in non-cash working capital items amubsliés represents
timing differences in the Company’s working capitaim year to year. These items are expected
to be recoverable or payable shortly from the bmdasheet date. Since it only represents short-
term timing differences, it should be excluded fretandardized free cash flow to determine a
more representative measure of cash that is alafiabdividend distributions.

Provision for current income taxes— The Company must pay taxes on income that isedan
the period from taxable entities within the Carg@msganization. As taxes for the current year is
usually paid in the following year, it is more appriate to deduct provision for current income
taxes from standardized free cash flow rather tharactual taxes paid.



